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Introduction

The U.S. national debt has just crossed $40 trillion, and the 30-year Treasury yield is now at
its highest level since 2007, hovering above 5% (U.S. Department of the Treasury, 2026a;
Reuters, 2026). Meanwhile, China, with the world’s second-largest bond market, continues
to borrow at rates near historic lows: its 30-year government bond yields remain around
2%. This stark divergence raises a fundamental question for global investors: Is the U.S.
now riskier than China, or are deeper forces driving the world’s two largest sovereign debt
markets in opposite directions?

A Tale of Two Bond Markets

The United States and China dominate the global government bond landscape. The U.S.
Treasury market, with nearly $30 trillion in marketable debt outstanding, remains the
unrivaled cornerstone of the international financial system (U.S. Department of the
Treasury, 2026a). China’s bond market has grown to roughly $27 trillion, with government-
related bonds (central and local) accounting for almost $13 trillion (People’s Bank of China
[PBOC], 2025a). But while both markets are massive, their signals could not be more
different: U.S. yields are climbing, while China’s are plumbing historic lows.

Who Really Buys the Debt?

The answer to this divergence starts with investor composition. Nearly 31% of U.S. Treasury
debt is held by foreign investors, totaling about $9.2 trillion at the end of 2025
(Congressional Research Service, 2026). By contrast, foreign participation in the Chinese
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bond market is minimal, just 2% of the total, or roughly $0.55 trillion (PBOC, 2025b; IMF,
2026). Table 1 highlights these differences in market composition and foreign ownership.

Table 1
Market Size and Foreign Ownership

Country Total Bond Market Government Bond Foreign
Component Participation
u.s. ~$30T ~$30T (Treasury) 31%
China ~$27T ~$13T (Central + 2%
Local)

Sources: Congressional Research Service, 2026; PBOC, 2025a, 2025b

The U.S. Treasury market’s deep liquidity is unmatched, with secondary-market trading
volumes near $900 billion per day (U.S. Department of the Treasury, 2024). U.S. Treasuries
are not simply government IOUs, they are the backbone of global collateral, liquidity, and
safety. By contrast, China’s bond market is still largely a domestic affair, shaped by capital
controls and a less internationalized currency.

Why Are Yields So Different?

It’s tempting to look at China’s 2% long bond yield and the U.S.’s 5% and assume the
market trusts Beijing more than Washington. In reality, the gap reflects structural and
macroeconomic differences, not a simple vote of confidence.

Bond yields encapsulate expectations about inflation, growth, monetary policy, fiscal
sustainability, and the opportunity cost of capital, not just the risk of default (IMF, 2025).
For China, persistently low inflation, weak private-sector credit demand, and a glut of
domestic savings push yields down (IMF, 2024, 2025, 2026). The IMF specifically notes that
China’s 10-year government bond term premium is at record lows due to deflationary
pressures and anticipation of further monetary easing (IMF, 2025).

Inthe U.S., the situation is reversed. Large and persistent fiscal deficits require heavy
ongoing issuance of new Treasury securities, over $30 trillion gross in fiscal year 2025 alone
(U.S. Department of the Treasury, 2026a). Investors demand higher compensation (a “term
premium?”) for inflation risk, fiscal uncertainty, and the sheer volume of new debt. As
foreign appetite for Treasuries slows, net private foreign purchases of Treasuries are down
more than 40% year-over-year (Reuters, 2026), the U.S. mustincreasingly rely on domestic
buyers who demand even higher yields to absorb the flood of new issuance.
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Domestic Savings vs. Global Demand

China’s financial system is dominated by domestic banks, insurers, and institutional
investors. When the property sector slows and private credit demand weakens, excess
savings flow into government bonds, driving prices up and yields lower (IMF, 2024, 2026).
Table 2 below summarizes the primary drivers of bond demand in each country.

Table 2
Drivers of Sovereign Bond Demand

Factor China United States

Domestic Extremely high | Lower

savings

Foreign Very low Very high

ownership

Fiscal deficits Substantial, but = Exceptionally
absorbed high, globally
domestically financed

Investor base Domestically Globally
concentrated diversified

Sources: Demand (IMF, 2026; Congressional Research Service, 2026; PBOC, 2025a

The United States, by contrast, is unique in its ability to tap global savings, thanks to the
dollar’s role as the world’s dominant reserve currency and the unparalleled liquidity of the
Treasury market. Yet this advantage comes with a catch: the U.S. must now pay a premium
as global investors become more sensitive to inflation, supply, and macro volatility.

Does the Yield Gap Signal Trust, or Something Else?

Foreign investors overwhelmingly prefer U.S. Treasuries to Chinese government bonds.
Foreign holdings of U.S. government debt have grown to $9.2 trillion, while foreign holdings
of Chinese bonds linger near $0.55 trillion and are actually declining (IMF, 2026; PBOC,
2025b; Reuters, 2026). The difference is not a matter of trust in solvency, but in market
structure, liquidity, and currency risk.

For Chinese investors, government bonds are a safe haven in a system where the state
controls the currency, banking system, and capital flows. For foreign investors, Chinese
bonds carry not just default risk, but currency risk and limited liquidity. A 2% yield quickly
erodes if the renminbi depreciates.
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The Dollar’s Structural Advantage, And Its Limits

The U.S. Treasury’s greatest strength is its global demand. The dollar is the world’s principal
reserve asset, the core of international settlement, and the standard for collateral. This
allows the U.S. to place massive amounts of debt on favorable terms, until global investors
lose their appetite, at which point yields spike, as we are now witnessing (U.S. Department
of the Treasury, 2026a; Reuters, 2026).

China, in contrast, cannot match this structural privilege. Its capital account remains
tightly controlled, and foreign participation is limited. Its bond market can grow rapidly so
long as domestic savers are willing to absorb the debt. But that same insularity also means
less global scrutiny, and potentially less market discipline.

What Investors Are Missing

A low sovereign yield does not necessarily mean high investor confidence; a high yield does
not necessarily mean low trust. Yields encode a complex mix of inflation expectations,
growth prospects, fiscal policy, monetary stance, and investor base composition. The U.S.
pays more to borrow not because it is less trusted, but because it must constantly
persuade a global, price-sensitive investor base to absorb extraordinary new supply.

China, meanwhile, benefits from domestic savings and weak credit demand, but the very
factors that keep its yields low, like deflationary pressure and lackluster private investment,
may also signal economic stagnation rather than strength.

Conclusion

The great divergence between U.S. and Chinese government bond yields is not a
referendum on trust or creditworthiness; it is a reflection of fundamentally different
macroeconomic regimes and market structures. China borrows at 2% because its vast
domestic financial system is awash in savings and investment alternatives are few. The
U.S. pays 5% because its fiscal expansion must be financed by a global market with rising
inflation expectations and a shrinking risk appetite.

Investors should resist the temptation to read too much into headline yields. The real
insight comes from understanding who finances each government, under what constraints,
and for what macroeconomic reasons. For the foreseeable future, the U.S. will remain the
world’s premier sovereigh borrower, at a price. China’s low yields may persist, but the
underlying story is one of domestic absorption, not international endorsement.
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As global debt continues to climb and the U.S. 30-year yield tests new highs, understanding
this bond market divergence is essential for anyone positioning capital for the next decade.
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