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Abstract

The views expressed in this Working Paper are those of the author(s) and do not necessarily
represent those of the IMF or IMF policy. Working Papers describe research in progress by the
author(s) and are published to elicit comments and to further debate.

Long-term relationships between business firms and investment banks are pervasive in
developed security markets and there is evidence that better monitoring and information
result from these relationships. Therefore, security markets should allocate resources better
when an investment banking industry exists. We study the necessary conditions for the
emergence of sustainable relationships and explore whether policy can foster them. We show
that policy can help alleviate the costs of relationships, but an investment banking industry
will not emerge with only a small number of large firms.
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