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Abstract

I study cross-country linkages in governments’ debt supply to manage
the aggregate demand for government debt across maturities. For this
purpose, I explore the ECB’s three-year LTRO in 2011-2012 as a quasi-
natural experiment, as peripheral banks resulting ‘carry trades’ stipulated
peripheral governments to temporarily decrease their supply of long-term
debt. Using a difference-in-difference approach based on a novel panel
data set, I find that core governments responded by temporarily increas-
ing their supply of long-term debt to fill the resulting gap. The empirical
results are consistent with my theoretical prediction of gap-filling debt
maturity choice, in which preferred habitat investors demand debt with
a specific maturity. My results suggest that governments decide on their
debt maturity not in isolation, but in interdependence to one another.
This has important implications for the design of monetary policy and
the financial architecture.
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