MEKETA

Parsing the One Big Beautiful Bill Act
(OBBBA): Big in Scale, Broad in Impact

Introduction

Recently, the One Big Beautiful Bill Act (OBBBA), a budget reconciliation
package, was passed by Congress. It contains sweeping tax cuts and spending
changes that could stimulate economic growth and corporate profits, while
simultaneously widening the federal deficit, fanning inflation, and ultimately
keeping interest rates higher. In the following update, we break down the
OBBBA's key provisions and assess their potential impact on the economy,
financial markets, and fiscal outlook.

What are the key provisions of the bill?

At approximately 900 pages, the OBBBA is expansive. The table below
provides a brief overview of four major themes in the OBBBA: tax policy
changes, spending increases, spending cuts/offsets, and adjustments to the
debt ceiling. The table below provides a high-level overview of some of the
important provisions. It's important to note in the table below, there are many
preliminary estimates and that the data is not finalized.
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Category Details & Estimates

Tax Policy Changes — Permanent extension of the Tax Cuts and Jobs Act (TCJA)
provisions for individuals and corporations'

— Temporary adjustments to the State and Local Tax (SALT) cap
including raising the cap from $10k to $40k in 20252

— New deductions (tips, overtime pay, and auto loan
interest)

— Increases estate tax exemption to $15 million

1

Expanded child tax credit/tax credit for seniors

!

All tax policy changes total roughly $5 trillion

$170B for border security and immigration enforcement
$150-170B for defense
Limited increase in discretionary spending

Spending Increases —
N
N
— All spending increases total an estimated
$500-600 billion

Spending Cuts/Offsets — ~$11T from Medicaid and Affordable Care Act subsidy changes

$540 billion from the rollback of climate and energy
provisions in the Inflation Reduction Act

!

— Additional savings from student loan reforms,
Supplemental Nutrition Assistance Program (SNAP)
eligibility requirements, and other revenue measures?®

—  All spending cuts and offsets total an estimated
$2.5 trillion?

Raised federal debt ceiling by $5 trillion, providing
borrowing authority likely sufficient into 2026

Debt Ceiling —

Fiscal impacts: deficits, debt, and interest rates
The OBBBA is expected to materially worsen the US fiscal situation by
increasing the country's deficit, raising the overall debt burden, and
potentially putting upward pressure on interest rates. The Congressional
Budget Office (CBO) projects that the OBBBA will increase deficits by $3.4
trillion throughout the 2025-2034 period, including a $700 billion increase
in interest costs, bringing the total fiscal impact to $4.1 trillion for the period>
This represents a substantial increase in borrowing above current fiscal
projections, with annual deficits expected to be $600 billion higher in 2027
than they would have been without the bill, which is equivalent to roughly 2%
of GDP.

Between 2025 and 2034, the bill is expected to add an average of 1.1% of GDP
per year to the deficit, in addition to the deficits the CBO already projecteds®
Before the passage of the OBBBA, the US debt/GDP ratio was already on an
upward trend with forecasts for it to rise from the current level of around
100% of GDP to 118% of GDP by 2033”7 Now, the OBBBA's policies are expected
to accelerate this trajectory and by 2034 public debt is forecasted to reach
around 124% of GDP2
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' Source: Congressgov, “Tax Cuts and
Jobs Act” budget passed in 2017.

¢ Source: Bipartisan Policy Center, “How
Does the 2025 Tax Law Change the
SALT Deduction,” June 9, 2025. Other
provisions address lowering the cap
over several years for high income
households.

w

Source: USDA Food & Nutrition
Services, as of August 21, 2025.
SNAP is Supplemental Nutrition
Assistance Program.

~

Source: Committee For A Responsible
Federal Budget, (CRFB) “What's In the
One Big Beautiful Bill Act?" as of July
22,2025.

5 Source: CRFB, “Final OBBBA Score
Confirms Long Road Fiscal Recovery”
as of July 22, 2025.

6 Source: CRFB, “What's In the One
Big Beautiful Bill Act?" as of July 22,
2025.

7 Ibid.
& Source: CBO, “H.R.1, One Big

Beautiful Bill Act (Dynamic Estimate)"
as of March 2025.
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FIGURE 1
Publicly Held Debt as
Percentage of GDP with CBO
Forecast (%GDP)

Source: FRED as of August 14, 2025 and
CBO forecast as of March 2025.

NOTE: Green is estimated.

This surge in government debt comes at a time of higher interest rates,
compounding the fiscal impact. Over the 40 years up to 2022, we experienced
debt levels rising with a backdrop of generally falling interest rates. These lower
rates made the rising debt level more tolerable. However, higher debt levels
coupledwith higherinterestrateswill be harderto bear.For example, the average
interest rate on US Treasury securities rose from about 1.6% in 2021 to 3.2% in
2025, effectively doubling over four years. This increase has had a dramatic
impact on the federal interest expense. For example, in fiscal year 2025, the
federal government is projected to spend over $1 trillion on interest payments
alone? This represents approximately 3.6% of GDP, up from 1.6% of GDP in 2020,
and it is expected to continue rising. The CBO projects that the net interest cost
could increase to as high as 4.1% of GDP by 2035.° These persistently large and
growing deficits could put further upward pressure on rates, creating a vicious
cycle: higher deficits lead to increased Treasury issuance, which raises fiscal
risk, and prompts investors to demand higher yields for the increased risk.
These higher yields, in turn, increase the cost of servicing the debt, worsening
the deficit and perpetuating the cycle.

Potential economic and policy impacts

In the short term, we could see a boost to growth as most of these new tax cuts
take place next year! Higher tariffs could offset some or all these benefits for
consumers and corporations though. Also, potentially higher interest rates from
the Fed taking a slower approach to cutting given higher growth/inflation could
counter some of the short-term benefits of the bill. At the very least, the OBBBA
provides somewhat of a cushion to the economy and reduces the chances of a
recession.

The potential short-term boost to growth from the bill combined with tariffs could
keep inflation elevated. Lower levels of immigration along with deportations could
add to these pressures as a reduced labor force could lead to an imbalance
between the supply and demand for labor, resulting in wage pressures.
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° Source: US Department of Treasury
as of August 2025.

10 Source: CBO, as of March 2025.

" Source: CBO, as of March 2025.
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Conclusion

The One Big Beautiful Bill Act delivers immediate economic stimulus through
expansive tax cuts and targeted spending, while simultaneously amplifying
long-term fiscal risks. Its provisions are likely to support near-term growth
and corporate profitability, potentially cushioning the economy against
recessionary pressures. However, the accompanying surge in deficits and
debt—especially in a higher interest rate environment—raises serious concerns
about inflation, monetary policy constraints, and the sustainability of federal
finances.

One of the potential market effects of the OBBBA is a rise in US Treasury yields
and increased bond issuance, as the government will need to issue trillions of
dollars in additional securities over the next decade to fund the bill's tax cuts
and spending measures. As bond issuance increases, long-term interest rates
are expected to rise more than short-term rates, leading to a steepening of
the yield curve. This could increase borrowing costs across the economy and
weigh on economic growth.
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Disclaimer
THIS REPORT (THE “REPORT") HAS BEEN PREPARED FOR THE SOLE BENEFIT OF THE
INTENDED RECIPIENT (THE “RECIPIENT”).

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF
THIS REPORT, AND IT IS NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS
REPORT. THE INFORMATION CONTAINED HEREIN, INCLUDING ANY OPINIONS OR
RECOMMENDATIONS, REPRESENTS OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS
REPORT AND IS SUBJECT TO CHANGE AT ANY TIME. ALL INVESTMENTS INVOLVE RISK,
AND THERE CAN BE NO GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS
DISCUSSED HERE WILL BE SUCCESSFUL.

THE INFORMATION USED TO PREPARE THIS REPORT MAY HAVE BEEN OBTAINED FROM
INVESTMENT MANAGERS, CUSTODIANS, AND OTHER EXTERNAL SOURCES. SOME OF
THIS REPORT MAY HAVE BEEN PRODUCED WITH THE ASSISTANCE OF ARTIFICIAL
INTELLIGENCE (“Al") TECHNOLOGY. WHILE WE HAVE EXERCISED REASONABLE CARE
IN PREPARING THIS REPORT, WE CANNOT GUARANTEE THE ACCURACY, ADEQUACY,
VALIDITY, RELIABILITY, AVAILABILITY, OR COMPLETENESS OF ANY INFORMATION
CONTAINED HEREIN, WHETHER OBTAINED EXTERNALLY OR PRODUCED BY THE Al.

THE RECIPIENT SHOULD BE AWARE THAT THIS REPORT MAY INCLUDE AI-GENERATED
CONTENT THAT MAY NOT HAVE CONSIDERED ALL RISK FACTORS. THE RECIPIENT IS
ADVISED TO CONSULT WITH THEIR MEKETA ADVISOR OR ANOTHER PROFESSIONAL
ADVISOR BEFORE MAKING ANY FINANCIAL DECISIONS OR TAKING ANY ACTION
BASED ON THE CONTENT OF THIS REPORT. WE BELIEVE THE INFORMATION TO BE
FACTUAL AND UP TO DATE BUT DO NOT ASSUME ANY RESPONSIBILITY FOR ERRORS
OR OMISSIONS IN THE CONTENT PRODUCED. UNDER NO CIRCUMSTANCES SHALL WE
BE LIABLE FOR ANY SPECIAL, DIRECT, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL
DAMAGES OR ANY DAMAGES WHATSOEVER, WHETHER IN AN ACTION OF CONTRACT,
NEGLIGENCE, OR OTHER TORT, ARISING OUT OF OR IN CONNECTION WITH THE USE OF
THIS CONTENT. IT IS IMPORTANT FOR THE RECIPIENT TO CRITICALLY EVALUATE THE
INFORMATION PROVIDED.

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD-
LOOKING STATEMENTS,” WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY
SUCH AS “MAY," “WILL," "SHOULD,” “EXPECT," “AIM," "ANTICIPATE,” “TARGET,” “PROJECT,"
“ESTIMATE," “INTEND,” “CONTINUE,” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR
OTHER VARIATIONS THEREON OR COMPARABLE TERMINOLOGY. ANY FORWARD-
LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS
IN THIS REPORT ARE BASED UPON CURRENT ASSUMPTIONS. CHANGES TO ANY
ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON FORWARD-LOOKING STATEMENTS,
FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS. ACTUAL RESULTS MAY
THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS, PROJECTIONS,
VALUATIONS, OR RESULTS IN THIS REPORT.

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE. PAST
PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.

]
MEKETA.COM

PAGE S OF 5
© 2025 MEKETA INVESTMENT GROUP



