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Abstract
We model the debt maturity choice of firms in the presence of fixed issuance costs
in the primary market and search frictions in the secondary market for debt. In
the secondary market, short maturities improve the bargaining position of sellers,
which reduces the required issuance yield. Long maturities reduce reissuance costs.
The optimally chosen maturity trades off both considerations. Equilibrium exhibits
inefficiently short maturity choices. An individual firm does not internalize that a
longer maturity increases expected gains from trade in the secondary market, which
attracts more buyers and, hence, facilitates the sale of debt issued by other firms.
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Suárez, Dimitri Vayanos, and seminar and conference participants at CEMFI, University of Texas at Austin,
the Federal Reserve Bank of New York, Columbia University, the University of Cambridge, the London
School of Economics, the Financial Intermediation Research Society Annual Meeting (2013), the European
Summer Symposium in Financial Markets (2013), the Oxford Financial Intermediation Theory (OxFIT)
Conference (2013), Foro de Finanzas (2013), and the University of Zurich for helpful comments. We would
also like to thank Andre Biere, Ana Castro, Andrew Hutchinson, Robert Laux, Joannina Litak, and Rosa
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