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Bond Market Clienteles: the Yield Curve and Optimal
Maturity Structure of Government Debt

By Yves Nosbusch

This paper provides a clientele-based model of the yield curve and develops a
novel theory of the optimal maturity composition of government debt. We
consider an infinite-horizon stochastic overlapping generations economy in
which agents live for three periods. Clienteles correspond to generations of
agents at different stages of their life cycle. We examine how changes in the
clientele mix and the maturity structure of government debt affect the
equilibrium yield curve. We show that an optimal maturity structure exists even
in the absence of distortionary taxes. The government can use the maturity
structure to achieve efficient intergenerational risksharing by effectively trading
on behalf of future generations. The optimal fraction of long-term debt
increases in the weight of the long-horizon clientele, provided that agents
are more risk-averse than log.



