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Abstract:
In today’s globalized world, the interconnectedness of 
Cross-Border financial markets has grown significantly, 
with shifts in short-term interest rates exerting a 
notably substantial effect on the economies of many 
countries. As leading global economies, the volatility 
in the short-term interest rate markets of China and the 
U.S. impacts not just their own economic landscapes 
but also significantly influences the steadiness of the 
worldwide economic framework. While these studies 
lay a theoretical groundwork, a comprehensive analysis 
of the interconnectedness between China and the U.S. 
in the short-term interest rate markets remains elusive. 
Particularly, there is a dearth of thorough research into how 
the short-term Treasury bond markets of both countries 
interact under the umbrella of globalization. This study 
aims to concentrate on the interconnectedness within 
the short-term Treasury bond markets of China and the 
U.S., investigating how these markets interact under 
diverse economic climates. By conducting comparative 
analyses, the goal is to uncover the mechanisms of mutual 
influence between the two markets within the context of 
globalization. The objective is to offer a fresh perspective 
on the interconnectedness of the short-term Treasury 
bond markets of China and the U.S., thereby furnishing 
theoretical backing for future academic inquiry and the 
development of policy.
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1 Introduction
As a key instrument of monetary policy, short-term inter-
est rates mirror market expectations for future economic 
scenarios and have a direct bearing on investment, con-
sumer spending, and the cost of corporate financing. In 
the era of globalization, the examination of the intercon-
nectedness within interest rate markets has emerged as a 
pivotal subject in financial research. This is especially true 
for China and the United States, the leading economies of 
the world, whose interplay in the rate of interest market 
has a stright impact on the stability and trajectory of the 
global financial market [1]. Existing research suggests that 
the connections between short-term interest rate markets 
are influenced by plenty of factors, including central bank 
strategies, economic fundamentals, and investor senti-
ment. Generally, interest rate interconnectedness denotes 
the interplay of influence and interdependence among 
the rate of interests of different nations or regions. This 
interplay extends beyond mere economic indicator shifts 
and can be propelled by a range of factors, including 
geopolitical dynamics, financial market convergence, and 
advancements in technology [2].
During the globalization era, nations’ monetary policy 
adjustments, market expectation shifts, and capital flow 
variations can all amplify the interconnectedness of inter-
est rates. For instance, if the Federal Reserve in the U.S. 
implements a contractionary policy and increases the key 
interest rate, this can result in capital inflows to the U.S. 
market. Consequently, this may prompt other economies 
to adjust their own interest rates to avert capital flight 
[3]. Additionally, the persistent differences in economic 
metrics or financial benchmarks, such as inflation and un-
employment rates between China and the U.S. have also 
contributed to the complex and dynamic relationship of 
interest rates between these two countries to a significant 
extent [4].
The market for short-term Treasury bonds, typically de-
fined as those with a maturity of less than one year, is 
characterized by their high liquidity and low risk, making 
them a crucial instrument for central banks to execute 
monetary policy maneuvers [5]. For instance, in times of 
economic downturn, central banks could lower borrowing 
costs in the short term to stimulate economic growth. This 
action can influence not only domestic investment and 
consumer choices but also alter the Cross-Border market’s 
inclination towards short-term Treasury bonds from other 
nations, aligning with the patterns of global capital move-
ment. As a result, the fluctuations within the short-term 
Treasury bond market are indicative of the domestic eco-
nomic climate and can set off a ripple effect worldwide, 

thereby reinforcing the interconnectedness of interest rate 
markets across different countries.
The interconnectedness within the rate of interest mar-
ket facilitates not only the optimization of investment 
portfolios and risk mitigation for investors but also lays 
the groundwork for policymakers to navigate external 
economic perturbations. Moreover, by examining the in-
terconnectivity of interest rates, academics have gained a 
deeper comprehension of the financial markets’ dynamics 
and the potential hazards posed by globalization. Con-
sequently, an in-depth investigation into the China-US 
short-term Treasury bond market interconnectivity is in-
strumental in comprehending the global economy’s inter-
dependencies, offering significant theoretical and practical 
backing for refining investment choices and formulating 
economic policies. This study uses the short-term Trea-
sury bond markets of China and the U.S. as a case study 
to explore the rate of interest market’s interconnectedness 
in the context of globalization, assessing how these mar-
kets interact under varying economic conditions and their 
repercussions on the global financial landscape. Broadly, 
grasping the interconnectedness of interest rate markets 
holds substantial theoretical and practical importance 
for investors, policymakers, and economists alike. Thus, 
probing into the dynamics of China’s interest rate markets 
can enhance our understanding of the global financial 
market’s fluctuations and furnish crucial insights for mak-
ing informed investment decisions and crafting effective 
economic strategies.

2 Research on the Interconnectivity of 
China-US Short-Term Bond Markets 
by Scholars in Recent Years
In recent years, scholars have conducted in-depth anal-
yses of the connections within the short-term Treasury 
bond markets of China and the U.S., providing essential 
theoretical insights and empirical data to understand the 
economic and financial dynamics between these two 
major economies. Certain studies have employed the Au-
toregressive Distributed Lag (ARDL) model to analyze 
data spanning from 2004 to 2018, aiming to investigate 
the relationship between the rate of interests of China and 
the U.S. amidst monetary policy shifts [6]. The results 
suggest a moderate level of correlation in the volatility of 
short-term interest rates between the financial markets of 
the two countries. Nevertheless, the link is considerably 
stronger for long-term interest rates [6]. Notably, follow-
ing the 2007 subprime mortgage crisis and the conclusion 
of the U.S.’s quantitative easing policy in 2014, the in-
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terconnectedness of interest rates between China and the 
U.S. has seen a marked increase [6]. This trend could be 
attributed to the growing economic interdependence and 
the intensified integration of the global financial market. 
To an extent, global economic and financial developments 
have collectively fostered the interplay of monetary pol-
icies between China and the U.S., following that, or as a 
result. influencing interest rate levels.
Furthermore, a separate cohort of researchers has concen-
trated on examining the spillover effects of U.S. monetary 
policy on the yield curve of Chinese Treasury bonds. 
Utilizing the affine dynamic interest rate term structure 
model and event study methodology, they discovered that 
U.S. monetary policy shocks do have a notably positive 
spillover impact on the yield curve of Chinese Treasury 
bonds. This spillover effect is primarily transmitted via 
two mechanisms: the signaling channel and the portfolio 
rebalancing channel [7].
The role of the signal channel is that when the United 
States implements specific monetary policies, it conveys 
information about future economic conditions and policy 
orientations to the market. This information then affects 
investors’ expectations of the Chinese market, thereby 
affecting the trend of Chinese Treasury bond yields. The 
portfolio channel is reflected in the global flow of capital. 
Alterations in U.S. monetary policy can prompt global 
investors to reassess their investment strategies in pursuit 
of superior returns, thereby exerting a direct influence on 
China’s government bond market.
Interestingly, after the “8.11” RMB exchange rate reform 
in 2015, the flexibility of the RMB exchange rate in-
creased, which should theoretically help absorb external 
economic shocks. However, empirical analysis shows 
that this is not the case. On the contrary, the market-ori-
ented reform of the RMB exchange rate has not fully 
offset the impact of U.S. monetary policy, which means 
that transforms in U.S. monetary policy still have a sig-
nificant impact on China’s financial market. At the same 
time, the spillover effect of the portfolio channel has been 
further enhanced under this background, indicating that 
Cross-Border capital flows and investor behavior play an 
important role in the linkage.
Through these studies, it can be seen that the Treasury 
bond markets of China and the United States are not iso-
lated but are mutually influenced in a deep interaction of 
information, policy, and capital flows. This further em-
phasizes that policymakers must fully assess the changes 
in the external economic environment and the spillover 
effects of other countries’ policies when considering do-
mestic economic policies.

3 The Consequences of Cross-Border 
Capital Flows on the Treasury Bond 
Market
The influence of Cross-Border capital movements on 
the yields in the Treasury bond market is a critical area 
of focus in contemporary economic studies, particularly 
in the context of escalating global financial integration. 
Bauer and associates have directed their research efforts 
towards understanding the various pathways through 
which Cross-Border capital flows influence the yields of 
China’s Treasury bond market [8]. They have employed 
a Vector Autoregression (VAR) model to conduct an in-
depth analysis of the effects of Cross-Border capital flows 
on Treasury bond yields [8]. The findings from Bauer 
and colleagues suggest that the influence of Cross-Border 
capital flows on the yields of China’s Treasury bonds can 
be categorized into direct and indirect effects. The direct 
effect is primarily evident in the shifts in the supply and 
demand dynamics within the Treasury bond market due 
to inflows or outflows of Cross-Border capital, as well as 
the repercussions on the rate of interest parity mechanism 
[8]. During periods of substantial Cross-Border capital 
inflow, the demand for Treasury bonds by investors rises, 
potentially leading to a reduction in Treasury bond yields. 
On the flip side, capital outflows might result in a surplus 
of supply, thus driving yields higher. Throughout this pro-
cess, the adjustments in the rate of interest parity also in-
dicate whether capital flows are dampening or enhancing 
interest rates.
Conversely, the indirect route encompasses the inter-
connected effects of various elements, including the 
money market, equity market, and inflationary pressures. 
Cross-Border capital movements can precipitate fluctua-
tions in money market interest rates, which subsequently 
have an impact on the Treasury bond market. Moreover, 
the interplay between capital flows and the equity market 
might also result in shifts in capital allocation, thus influ-
encing the risk premium associated with Treasury bonds. 
Furthermore, alterations in inflationary expectations are 
intricately tied to capital flows. An upsurge in capital in-
flows that boosts the domestic capital supply may spur in-
flation, consequently impacting the trajectory of Treasury 
bond yields.
Expanding the research horizon, Bernanke and his team 
have advanced the field by crafting models like the Dy-
namic Conditional Correlation Generalized Autoregres-
sive Conditional Heteroskedasticity (DCC-GARCH) and 
the Time-Varying Parameter State Space Vector Autore-
gression (TVP-SV-VAR). They have performed empirical 
examinations of the interplay among the divergence in 
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China-US monetary policies, the RMB exchange rate, and 
short-term Cross-Border capital movements between 2007 
and 2023. Their research identified notable variations over 
time in the dynamics between the RMB exchange rate, the 
spread in China-US interest rates, and the flows of short-
term Cross-Border capital [9].
To be more precise, the disparity in interest rates between 
the People’s Republic of China and the United States of 
America is recognized as a key factor influencing the 
RMB exchange rate and also serves as a significant cata-
lyst for the movement of short-term capital across borders. 
The divergence in monetary policies of the two nations 
impacts not only the trajectory of the RMB’s value but 
also the trajectory and magnitude of Cross-Border capi-
tal flows via the rate of interest differential mechanism. 
This insight is particularly valuable for comprehending 
the fluctuating yields in China’s Treasury bond market: in 
the event of a divergence in monetary policies, investors 
might reevaluate their investment strategies in response to 
shifts in the rate of interest differential, which can subse-
quently have a direct impact on the market’s supply and 
demand dynamics and the yield levels of Treasury bonds.

4. Global Perspective on Interest Rate 
Market Interconnectivity
In the context of increasing economic integration and fi-
nancial market interconnections, the analysis of interest 
rate market interconnectivity has become particularly im-
portant. The linkages within the global interest rate mar-
kets are shaped by a multitude of elements, encompassing 
economic cycles, geopolitical tensions, movements of fi-
nancial capital, and the degree of financial market integra-
tion, among others. Borio and colleagues’ research, from 
a global perspective, examined the Treasury bond yield 
curves of 11 developed countries and 12 emerging market 
countries, revealing the deep Cross-Border associations 
of interest rate changes [10]. Their study emphasizes that 
the trends of natural interest rates and term premiums in 
various countries are highly correlated on a global scale 
[10], and this correlation is not static but dynamically in-
fluenced by multiple factors.
Firstly, the economic cycle is a key factor affecting the in-
terconnectivity of interest rate markets. At different stages 
of the economic cycle, the monetary policies, inflation 
rates, and economic growth expectations of countries will 
change, thereby affecting the trend of interest rates. For 
example, during a recession, many countries may adopt 
loose monetary policies to stimulate the economy, lead-
ing to a decline in global interest rate levels. In contrast, 
during phases of economic growth, inflationary pressures 

increase, and central banks may raise interest rates to 
control price levels, leading to an upward trend in interest 
rates.
Secondly, geopolitical conflicts also have a significant 
impact on global interest rate markets. Changes in the 
Cross-Border political situation, especially tensions or 
conflicts between major powers, often lead to drastic 
changes in global capital flows. For instance, when geo-
political tensions escalate, investors may seek safe-haven 
assets, which can drive up the prices of these assets and 
lower their yields, thereby affecting the rate of interest 
levels of other countries.
Financial capital flows are another significant factor. With 
the deepening development of financial globalization, the 
speed and scale of capital flows worldwide are increas-
ing. Cross-border capital flows not only reflect changes 
in investors’ expectations for the economic prospects of 
different countries but also directly affect the supply and 
demand relationship in the Treasury bond market. For ex-
ample, when capital flows into an emerging market coun-
try in large amounts, the demand for Treasury bonds in 
that country may increase, leading to a potential decrease 
in yields; conversely, when capital flows out, the supply 
increases, and yields may rise. Furthermore, the trajectory 
and magnitude of cross-border capital movements are af-
fected by the monetary strategies and interest rate settings 
of different nations, which adds to the complexity of the 
global interest rate market’s interconnectivity.
Lastly, the process of financial market integration is also 
continuously strengthening the interconnectivity of glob-
al interest rate markets. As financial markets in various 
countries become more open and interconnected, the 
transmission mechanisms between markets become more 
direct and rapid. Innovations in financial instruments and 
the increased depth of financial markets enable investors 
to allocate assets globally more conveniently. This inte-
gration process means that financial turmoil in one coun-
try can quickly be transmitted to other countries, thereby 
affecting the trend of global interest rates.
Therefore, understanding the interaction of China-US 
interest rate markets not only helps with economic policy 
coordination between countries but also provides inves-
tors with important risk management information. When 
formulating economic policies and investment decisions, 
policymakers and investors in various countries must thor-
oughly take into account shifts in the worldwide economic 
climate and the impact of other countries’ interest rate pol-
icies, especially in the current context of increasing global 
economic uncertainty, to better cope with potential future 
economic fluctuations.
In summary, the interconnectivity of the global interest 
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rate market is a complex and dynamic process, influenced 
by a variety of economic and non-economic factors. When 
studying global interest rate interconnectivity, it is essen-
tial to consider the interactive effects of these factors to 
fully understand the operating mechanisms and trends of 
the global interest rate market.

5. Conclusion
In summary, these literature reveal the formation mech-
anisms and influencing factors of the interconnectivity 
of the short-term Treasury bond markets between the 
People’s Republic of China and the U.S. from various 
perspectives. They demonstrate that under the backdrop of 
globalization, factors such as monetary policy, exchange 
rate fluctuations, Cross-Border capital flows, and market 
structure all have significant impacts on interest rate inter-
connectivity. These studies not only provide a theoretical 
basis for understanding the interactive relationship of the 
rate of interest markets between the People’s Republic 
of China and the United States of America but also offer 
valuable experiences and insights for other countries. 
Future research can further explore the interconnectivity 
of interest rates between different economies and how to 
cope with the fluctuations and risks in the global financial 
market through the coordination of macroeconomic poli-
cies.
Under the backdrop of globalization, the differentiated 
monetary policies of China and the United States, the 
RMB exchange rate, and the interaction of short-term in-
ternational capital flows have become more complex and 
dynamic. Changes in U.S. monetary policy have a signif-
icant spillover effect on the yield curve of Chinese Trea-
sury bonds, with this influence transmitted through the 
signal channel and the portfolio channel. The increasing 
proportion of foreign capital in the Chinese Treasury bond 
market reflects the interest of Cross-Border capital in the 
Chinese market. However, existing literature does not suf-
ficiently explore the pathways of foreign capital influence, 
especially the specific mechanisms under the background 
of capital flow liberalization, which still require in-depth 
research.
To further deepen the research in this field, this paper sug-
gests focusing on the specific impact mechanisms of dif-
ferent capital flow channels.Specifically, it is crucial to ex-

plore the effects of Cross-Border capital on the short-term 
Treasury bond markets of China and the United States via 
avenues like direct investments, trade transactions, and 
financial investments, as well as to examine how these av-
enues play distinct roles under varying policy and market 
scenarios. By employing a variety of research methods 
comprehensively, the specific role of globalization in 
interest rate market interconnectivity can be more fully 
revealed, thereby providing stronger empirical support for 
policy formulation.
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