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The bond market is putting a price on political promises

For years, one of the most consequential prices in the global economy was almost
invisible: The price of money. Near-zero rates let governments borrow cheaply,
companies fund marginal projects, and investors justify almost any valuation.
Political promises appeared affordable because financing costs had faded into the
background. The bill has now arrived.

United States (US) ten-year government-bond yields recently approached 5%, while
30-year yields climbed towards 5.4%. British yields reached 5.3%, and even Germany
and Japan, once symbols of ultra-cheap money, have seen borrowing costs surge.
This is more than a bad season for bond investors. Government yields underpin
mortgages, company loans, property values, and share prices. Raise that foundation
and the entire financial structure must adjust.

Inflation is only partly responsible. Oil above $100 a barrel has revived energy
pressure, while services inflation remains stubborn. Central banks, scarred by their
slow response to the previous shock, are raising rates before expectations become
unanchored. Yet, something more interesting is happening: Governments are not only
paying for past excess; they are competing against the future.

Artificial intelligence (Al) data centres, electricity generation, grids, chips, and

cooling systems are absorbing extraordinary amounts of capital. Investment-grade
companies are expected to issue $1.9 trillion in debt this year. The Al boom may YO U R W E E KLY

create jobs and increase productivity, but first it must be financed. Every dollar

channelled into a data centre is a dollar that cannot simultaneously finance a EC O N O M I C U P DATE
government deficit. This changes the conversation. Rising yields do not signal only
fear. They may also reflect optimism about productive private investment. Capital
has alternatives again, and governments must explain why investors should lend

to them. A project that expands electricity supply or removes a logistics bottleneck 1 5 September 2026

could generate future growth. An unfunded electoral giveaway merely sends the bill
to taxpayers who never voted for it.

India offers a revealing, if imperfect, comparison. Its economy and private investment
are booming, yet its bond sell-off has been milder than that of the US. Capital controls
and captive domestic investors help, but so do a credible inflation target and a

primary deficit below 2% of gross domestic product. Markets tolerate borrowing more
readily when policymakers demonstrate restraint and central banks can do their jobs.

Germany shows the political tension. Its economy is finally stirring, helped by exports,
start-ups, and Al-related demand. Still, much of the recovery rests on debt-funded
public spending while ageing, expensive energy and weak competitiveness remain
unresolved. Necessary reforms become harder as frustrated voters turn towards
populist alternatives. Even the enthusiasm for “free” public transport belongs in this
story. Removing fares sounds compassionate, but evidence suggests that universal
subsidies shift few motorists from their cars and can crowd out faster, safer, and
more reliable services. Price can be abolished for the passenger; cost cannot. It
simply reappears as taxes, displaced services, or debt.

South Africa should read this warning carefully. We cannot determine the global price
of capital, but we can influence the premium that investors demand from us. When
US government debt offers nearly 5%, South African borrowers must work harder to
attract funds. Weak policy, failing infrastructure, and unfunded promises become
considerably more expensive. This does not mean that government should spend
less. It must spend better. Reliable electricity, functioning ports, water security, and
capable municipalities can expand future productive capacity. Waste, poorly targeted
subsidies, and consumption disguised as investment do the reverse.

Investors face the same discipline. Debt-heavy companies and richly-valued shares
become more fragile, while dependable cash flows and strong balance sheets regain
their appeal. Bonds can cause losses for existing holders while offering better
income to new buyers. Cheap money allowed markets and politicians to postpone ) )

difficult choices. Expensive money brings them forward. The bond market is asking O t 921 00715501 t: 087944 7999
every government the same uncomfortable question: If you borrow from the future, e: info@efcorporate.co.za

what exactly will the future receive in return?
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South Africa Close %6 1Year% 2YAnn% 5YAnn%
All Share 115165.31 11% 12%
Top 40 107759.48 12% 13%
Mid Cap 106207.61 0.1% -0.5% 5% 12% 7%
Small Cap 105300.04 -0.9% -2.2% 8% 11% 12%
Resource 20 135166.56 -0.6% 8.4% 37% 63% 17%
Industrial 25 119729.59 -1.7% -6.7% -14% 4% 8%
Financial 15 25787.43 -1.9% -2.8% 19% 12% 13%

Asia 1Year% 2YAnn% 5YAnn%
Nikkei 225 64011.34 -1.6% -4.4% 44% 34% 16%
24805.63 -3.3% -3.3% -5% 20% -1%
3888.1106 -1.1% -1.2% 0% 20% 1%
74781.76 -2.3% -4.3% -8% -4% 5%
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52573.29
7656.98 -0.8% -0.9% 16% 17% 11%
26333.035 -0.7% -0.4% 19% 23% 12%
187206.89 1.1% 11.5% 31% 18% 10%
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Disclaimer: This material is not suitable for retail clients. It is for professional investors and financial advisors only. Efficient Corporate Solutions (Pty) Ltd defines ‘professional investors’ as those (e.g. investment managers, trustees, and financial iaries) who have the appropriate expertise and know-
ledge with regards to investment markets and current strategies. Although every effort has been made to ensure the accuracy of the content, Efficient Corporate Solutions (Pty) Ltd accepts no liability in respect of any errors or omissions contained herein. The forecasts stated in this content, if any, are the result
of statistical modelling, based on some assumptions. Forecasts are subject to a high level of uncertainty regarding future economic and market factors that may affect actual future performance. The forecasts are provided for information purposes as at the publish date of this content. Efficient Corporate
Solutions (Pty) Ltd assumes no obligation to provide updates or changes to this data as assumptions, economic and market conditions, models or other matters, change. The data contained in this content has been sourced by several investment managers and research professionals trusted by Efficient
Corporate Solutions (Pty) Ltd. The content cannot be construed as financial advice and do not confer any rights whatsoever, enforceable against any party and do not replace any legal contract or policy which may be subject to terms and conditions. Past performance is no guarantee of future performance.
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