
Abstract

Why do governments compete for investment through tax incentives when
there is strong evidence that such packages inconsequential to the locational de-
cisions of foreign firms (Jensen, 2016)? Previous scholarship has attributed pro-
business policies such as investment incentives to factors including the structural
power of business in an era of international capital mobility (Lindblom, 1977;
Frieden, 1991; Strange, 1996), fiscal competition generated through political
decentralization (Li, 2016), or electoral pandering by political leaders (Jensen
and Malesky, 2018). However, there is currently little understanding about
how individuals, in their role as decision-makers within government agen-
cies, form beliefs over how to best attract investment. Building on insights
from the bureaucratic politics and behavioral economics literatures, we antic-
ipate investment promotion professionals are more likely to view investment
incentives as e�ective attraction tools when they have previous experience in
the private sector, when they work for investment promotion agencies that
are more integrated into the national bureaucracy, and when employee per-
formance is evaluated based on deals closed. We test these expectations with
a conjoint survey experiment of investment promotion professionals designed
to uncover respondents’ beliefs over the relative importance of di�erent com-
ponents of the investment environment to firms’ locational decisions, and find
substantial support for our expectations.
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Introduction
Why do governments compete for capital through the use of investment incentives
– which we define as tax holidays, subsidies, or other targeted inducements that
governments o�er specific firms in order to locate an establishment in that gov-
ernment’s jurisdiction – when there is little evidence that incentives are e�ective or
e�cient means of attracting investment? A growing body of research has estab-
lished three related understandings of investment incentives. First, they are rarely
consequential to locational decisions (James, 2013; Jensen, 2016). Second, incentive
o�ers tend to generate fierce competition among competitor locations (Rodriguez-
Pose and Arbix, 2001; Seppala et al., 2014). Third, local politicians have strong
strategic motives to o�er incentives as a way to generate voter approval (Jensen,
2008; Jensen et al., 2015). However, there is currently little understanding about
how variations in bureaucracies and governance – the structure of the organizations
that actually propose, plan, and administer incentive packages – influence the in-
centives government o�cials tasked with economic development face, the ways in
which individual sta�members’ professional backgrounds impact their beliefs over
what motivates investors, and how these organizational and agency factors com-
bine to shape the investment facilitation policies and strategies that governments
pursue.

This article extends our understanding of the use of investment incentives by
examining howgovernmental o�cials in investment promotion agencies (IPAs) de-
velop beliefs over the policy environment priorities of potential investors. Over 160
countries have at least one IPA charged with attracting multinational firms through
a combination of image promotion, tax incentives, and assistance with bureaucratic
procedures associated with investment. IPAs are the bureaucratic gatekeepers of
incentives, and are the part of the state that works most closely with multinational
enterprises (MNEs) to encourage them to pursue local investment opportunities.
We argue that variations in the individual-level beliefs of decision-makers at IPAs
and the motivations and world views they hold, along with the professional in-
centives they face, explain the puzzling pattern of investment incentives that we
observe across the globe.

More specifically, we answer the following question: how do institutional con-
figurations and individual experiences influence investment promotion profession-
als’ attitudes toward the usefulness of investment incentives as tools of FDI attrac-
tion? Building on insights from the bureaucratic politics and behavioral economics
literatures, we anticipate investment promotion professionals are more likely to
view investment incentives as e�ective attraction tools when they have limited pri-
vate sector experience, when they work for investment promotion agencies that
are more integrated into the national bureaucracy, and when employee perfor-
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mance is evaluated based on deals closed. Accordingly, IPAs with such institutional
structures and those that hire mostly from within government are likely to foster
a professional atmosphere in which investment incentives are viewed as important
for attracting foreign investment. Further, such IPAs are likely to under-emphasize
other investment facilitation policies – those thatMNEs often cite as essential factors
in their decisions on where to invest – such as governance reforms, development
of local suppliers, and investment in domestic physical infrastructure and human
capital. We test these expectations by administering a conjoint survey experiment
on o�cials in IPAs globally. The survey experimental results confirm our central
hypotheses about the drivers of policies IPA o�cials view as central to attracting
investment.

Explaining why and when bureaucrats are more amenable to the use of invest-
ment incentives is important for both narrow policy and broad theoretical reasons.
Narrowly, despite their general ine�ectiveness at shaping investment patterns, in-
centive policies redistribute a portion of the gains from economic openness from
domestic citizens to (often) globally mobile firms. One estimate suggests that such
programs cost governments over $100 billion a year (Thomas, 2011), foregone rev-
enue that could otherwise be used for critical infrastructure projects, education and
social services, health care, tax relief to citizens, or other pressing public works
projects of high priority. Critics of investment incentives often point to the tyranny
of capital mobility, the tendency of decentralization to generate self-defeating com-
petition for capital, and electoral benefits of pandering as reasons why investment
incentive programs are so ubiquitous and di�cult to restrain. But these arguments
are often dissatisfying because they are not well equipped to explain variation in
incentive use. Moreover, attributing incentive overuse to structural conditions and
largely unchangeable realities of political behavior provides few obvious avenues to
which policymakers interested in curbing incentive program can turn. By identi-
fying how elements of bureaucratic design and patterns of professionalization influ-
ence the beliefs agents hold over the importance of investment incentives, our the-
ory generates implications that providemore tractable potential reforms for govern-
ments wishing to reduce investment incentive use. Further, even when investment
incentives are appropriate, reform may ensure that investment packages include a
range of di�erent methods to attract investment, including some use of incentives
alongside other features that are crucial to firm decision-making, notably those that
we explore in the survey and the conjoint experiment.

More broadly, investment incentive proliferation is ultimately an example of a
fundamental phenomenon of central interest to scholars of international political
economy: public deference to private power, particular the power of international
businesses such as MNEs. Why and under what conditions do governments cede
their regulatory and taxation authority to private firms is an enduring and divi-

4



sive question in globalization literatures. While many have isolated the structural
power of mobile capital (Lindblom, 1977; Strange, 1996; Frieden, 1991) or the me-
diating e�ects of domestic institutions (Mosley, 2003; Gourevitch and Shinn, 2005;
Rudra, 2008) to explain firm-government bargaining outcomes, these accounts
have largely uncritically accepted the claim that international capital mobility is
a background condition that imposes on all states a consistent technocratic pres-
sure. Variation in outcomes, if any exists, stems from heterogenous capacities to
respond to this general, growing, and ultimately apolitical constraint.

The argument we advance here challenges this “anti-politics" script and instead
builds on a growing strand of IPE theory that problematizes the language of in-
ternational capital mobility as a social, rather than a brute, fact that arises from
belief structures that are built, maintained, and changed through particular pro-
fessional networks (Chwieroth, 2010; Chwieroth and Sinclair, 2013; Chwieroth,
2015; Pauley, 1995). Such work, however, tends to assume that beliefs either trump
or constitute interests without considering how beliefs and institutional ecologies
may intersect in complex and sometimes countervailing ways. Our research de-
sign allows us to consider how institutional choices, material incentives, and pro-
fessional cultures combine to influence actors’ beliefs over the power of firms in a
global economy. Ultimately, we demonstrate that public deference to international
business is not just a product of apolitical, anonymous market forces but a reflection
of socialization processes that make policymakers believe firms have great capac-
ity to exit their jurisdictions. And, in the negotiation over the right to regulate or
the necessity to accommodate business interests, beliefs, rather than facts, over who
wields power are central. These beliefs are varied across individuals and IPAs, and
potentially mutable both through changing socialization and narratives, as well as
by altering the hiring structures, professional incentives, organizational norms, and
inter-agency relations that we argue shape the use of investment incentives.

The remainder of this article proceeds as follows. First, we introduce invest-
ment incentives as a puzzle and articulate why previous research leaves important
theoretical and empirical gaps in our collective knowledge. Next, we develop an
agent-centered theory over the institutional, material, and ideational factors that in-
fluence investment promotion o�cials’ beliefs over the usefulness of tax incentives
in attracting FDI. Third, we explain the design of our conjoint survey experimental
design and present the results, which support our theory. A final section concludes.
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Incentives: Marginal Benefits, Maximal Advocates,
Variable Implementation
Governments in developed and developing countries alike have placed increasing
emphasis on attracting multinational enterprises (MNEs) to invest in their locali-
ties. Such investment is a key driver of economic growth and an important source of
jobs, technology transfer, and managerial expertise. As global value chains prolifer-
ate, and as MNEs increasingly use outsourcing and o�shoring techniques to create
cost-savings, many governments increasingly see MNEs as relatively “footloose”
and therefore the competition to attract scarce investment dollars is increasingly
fierce. The quest to attract investment has led to the increasing popularity and use
of investment incentives (Blomstrom and Kokko, 2003; Thomas, 2007; Tavares-
Lehmann et al., 2016; UNCTAD, 2013) Despite their high cost and questionable
financial benefits, recent estimates suggest developing countries spend over $50 bil-
lion yearly in such tax breaks and financial outlays to investors, while the US spends
over $46 billion yearly on such programs (Oman, 2000; Thomas, 2011).

There is growing evidence that incentives very rarely work as intended. That is,
the rationale behind granting investment incentives is that doing so is necessary to
“close the deal.” Yet, surveys of investor sentiment and behavior suggest incentives
are rarely pivotal in firms’ locational decision-making processes. A UNIDO survey
of 7000 firms in 19 countries from 2000-2001 found executives ranked tax policies
11th out of 12 factors they deem most critical when selecting an investment site
(UNIDO, 2011). A more recent World Bank survey of multinational firms located
in 12 developing countries found 58 – 98 percent of firms that received incentives
would have invested without being o�ered these deals (James, 2013).1 In a study
of tax policy among Russian subnational units, Li and coauthors found that, in the
aggregate, targeted tax incentive programs did not lead to higher levels of localized
foreign investment (2018).

Scholars have previously explained this puzzle – why governments o�er costly
investment incentives if they are ine�ective – in two ways. First, pro-MNE poli-
cies such as investment incentives may reflect the structural power of firms in an
era marked by fierce competition for globally mobile capital. Because MNEs can
choose between multiple countries to locate their activities, they can more eas-
ily extract benefits from governments that seek to attract capital by threatening
to exit or by choosing to locate elsewhere if their demands are not met. This
power asymmetry helps to explain the proliferation of bilateral investment treaties
(BITs) through the 1990s and early 2000s, which often subjected governments to

1See also (Johnson et al., 2013) for a review. Countries covered in the survey include: Burundi,
Guinea, Jordan, Kenya, Mozambique, Rwanda, Serbia, Tanzania, Thailand, Tunisia, Uganda, and Viet-
nam.
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expensive investor-state dispute settlement arbitration clauses (Elkins et al., 2006;
Simmons, 2014; Poulsen and Aisbett, 2013; Poulsen, 2015). Others have examined
whether capital mobility reduces states’ ability to tax corporate profits. This litera-
ture has generated mix findings. A growing body of research, mostly in economics,
finds negative relationship between corporate tax rates and FDI flows (Bellak and
Leibrecht, 2009; Bellak et al., 2009; Blonigen and Davies, 2004; P. and Gri�th,
1998; Egger et al., 2009; Grubert and Mutti, 2000; Mutti and Grubert, 2004).

However, scholars operating within an institutional perspective argue domestic
political considerations often mitigate “race to the bottom" dynamics across multi-
ple policy domains including taxation, labor rights, and environmental regulations
(Basinger and Hallerberg, 2004; Hays, 2003; Plumper et al., 2009; Mosley, 2011;
Mosley and Uno, 2007; Greenhill et al., 2009; Blanton and Blanton, 2007; Prakash
and Potoski, 2007). More specific to the relationship between FDI and fiscal policy,
Jensen argues that decreases in corporate taxation are not exogenously given, and
instead may reflect broader commitments to pro-business economic policies (2012).
Once correcting for endogeneity, he finds no evidence that corporate tax rates are
related to FDI flows among 19OECD countries from 1980-2000. In contrast, Egan
argues the relationship between FDI and taxation policy is reversed; he finds ev-
idence that increased FDI flows led to subsequent declines in corporate tax rates
among Latin American countries from 1978-1998 (2010). Yet others have advo-
cated for subnational designs to leverage how di�erences among local tax authorities
drive patterns of FDI, with most subnational studies finding decreased corporate tax
rates lead to increased FDI inflows (Baccini et al., 2014; Hines, 1996; Becker et al.,
2012). Indeed, rather than erasing “race to the bottom" dynamics, fiscal decentral-
ization may instead exacerbate bargaining asymmetries between firms and states by
encouraging subnational units to engage in “fiscal wars" as they compete for scarce
investment projects (Li, 2016; Rodriguez-Pose and Arbix, 2001). In other words,
the structural power of globally mobile firms may help explain a broad increase in
pro-MNE policies such as tax incentives, but cannot adequately explain remaining
variation among and within countries.

Second, the o�ering of investment incentives may have more to do with the
strategic interests of politicians than the structural power of global firms. Rather
than reflect dynamics of firm-country bargaining, investment incentives may be
convenient tools for politicians who seek to pander to their constituents or party
leadership. Tax incentive policy is technical and confusing, and it is challenging
to assess whether such deals are decisive in firms’ locational decision-making pro-
cesses. Consequently, voters are often poorly equipped to evaluate the e�cacy of
incentives, and instead defer to politicians who they believe to have better informa-
tion about how to attract jobs and generate localized economic growth (Tullock,
2005). These information asymmetries create incentives for politicians to pander
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to voters by enacting policies based on their popularity rather than their economic
e�ciency (Maskin and Tirole, 2004). O�ering tax incentives can help politicians
signal to their constituents that they have a strong “record" on economic growth,
even if these inducements are rarely necessary to attract MNEs’ investments. Sur-
vey experimental research finds US voters are more likely to vote for incumbent
governors who pursue active incentive programs, even if attempts to attract invest-
ment are ultimately unsuccessful (Jensen et al., 2014). Observational data reveal
US cities where electoral competition is stronger provide more incentives than do
cities with non-elected executives (Jensen et al., 2015). And, data on investment in-
centives in Vietnam reveal that politicians in non-democratic context can also face
incentives to pander, though not “down” to voters but rather “up” to party o�cials
who determine the fate of local political actors (Jensen and Malesky, 2018).

Both structural power and political pandering theories help to uncover why
governments continue to provide FDI incentives despite ample evidence that they
are costly and largely ine�ective. But, these theories also have limitations. First,
structural theories have yet to adjudicate the relative importance of global forces
and local politics. They also have a di�cult time explaining variation in incentive
policies cross-nationally and cross-industry, especially when incentives accruemore
often to firms that are less globally mobile, such as domestic firms and corporations
with high redeployment costs that are already locally invested (Bauerle Danzman,
2019). Political pandering theories also may help explain why incentives have tra-
ditionally been so popular in some countries and what drives these incentives in
polities marked by political competition. Yet, a political pandering theory leaves
little room for explaining firm- and industry-level variations in incentives and also
would predict that incentives are ubiquitous. This may be the case in the US, but
investment incentives in other regions are far less common. In other words, struc-
tural and pandering theories can help explain why ine�cient incentives exist, but
are less capable of explaining heterogeneity in incentive programs across countries
and across industries.

Explaining Deference
Investment incentive programs are planned and implemented largely by bureau-
crats who work in agencies tasked with investment promotion and economic de-
velopment. Countries vary widely in how these programs are administered and
by whom. Some countries have worked to make their tax incentive programs
automatic and fully incorporated into the tax code. Others only o�er incentives
on a case-by-case basis. Many countries employ a combination of automatic and
project-specific incentives. Moreover, countries frequently revisit and revise incen-
tive policy. Between January 2010 and October 2018, governments enacted a total
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of 146 new incentive-related investment measures.2 Benefitting from these pro-
grams requires champions within the ranks of both elected o�cials and the bureau-
cratic agencies that advise, support, and implement economic development policy.
Even “automatic” incentives often require bureaucratic implementation, as firms
wishing to benefit from special tax breaks must apply for covered status.3 Helping
firms navigate incentive programs is a task that frequently falls to IPAs, and these
agencies also often directly administer incentive programs; a 2017World Bank sur-
vey of national IPAs found that 45 percent of responding IPAs identified incentive
administration as central to their mandate.4 Moreover, IPAs are sites not only of
policy implementation, but also of policy entrepreneurship; the same World Bank
survey found that 76 percent of IPAs consider policy advocacy as central to their
activities. Therefore, to fully explain how incentive policies are made and why they
look the way that they do, we look to the motivations and professional incentives
of individuals involved in crafting and implementing incentive programs.

To explain variations in IPA agents’ attitudes over the usefulness of investment
incentives, we build on theoretical approaches that emphasize the impact of institu-
tional configurations, bureaucratic rules, and prevailing heuristics – or social knowl-
edge – on actors’ beliefs, attitudes, and behaviors ((Poulsen, 2015; Poulsen and Ais-
bett, 2013; Chwieroth, 2015, 2010; Barnett and Finnemore, 1999; Weaver, 2008).
We consider three attributes of IPAs and their employees that may contribute to
individual-level beliefs: the degree to which the IPA is a political appendage of
the government – what we call strategic forces, the methods through which IPA
employees’ performance are evaluated and rewarded – or material forces, and the
professional backgrounds of IPA employees – which we label ideational forces. How
IPAs fall along these attributes influences the extent to which individuals operating
within them prioritize short-term, high-visibility projects and therefore have less
understanding of the more chronic issues that prevent most firms from investing
and/or expanding production in their economies.

First, we consider how the relationship between IPAs and their central govern-
ments can influence attitudes toward incentives. In particular, the degree to which
IPAs are integrated with other state bureaucracies will a�ect the incentives IPA of-
ficials and their employees face, and this in turn will influence individuals’ beliefs

2SeeUNCTAD’s Investment PolicyMonitory http://investmentpolicyhub.unctad.org/IPM, accessed
October 31, 2018.

3The term “automatic” can create some confusion around how these programs are structured. Usu-
ally, automatic incentives mean that there is a precise set of qualifications made publicly available that
explains under what conditions firms can receive a tax incentive. To avail themselves of these tax bene-
fits, firms must submit a request to a government agency (often but not always an IPA) that documents
how firms’ activities qualify them for particular tax incentives. Upon review, if a firm’s activities align
with program qualifications, the firm should be “automatically” granted the tax benefit. That is, the
bureaucratic agency is not allowed to use discretion in granting and denying incentives. Still, IPAs can
influence the ease or di�culty associated with applying for such incentives.

4Data obtained from the World Bank’s Investment Policy and Promotion Unit.
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over the importance of providing tax incentives to investors. IPAs vary substan-
tially in how they are positioned within the state. A 2009 World Bank survey of
IPAs found that globally, approximately 70 percent of IPAs operate as autonomous
agencies while 30 percent are a sub-unit of a ministry.5 Regions also display a great
deal of variation in how IPAs are structured. East Asian countries are most likely to
integrate their IPAs into a ministry, with 73 percent of IPAs structured this way. At
the other extreme, sub-Saharan African countries are least likely to integrate their
IPAs into government; only 13 percent of agencies are a sub-unit of a ministry
while 87 percent are autonomous.

When IPAs are closely integrated into the government, individuals working
within the agency should be more likely to view incentives as a central compo-
nent of investment attraction. There are several reasons why this should be true.
First, integrated IPAs are usually headed by political appointees who are closely
connected with the current government and who can turn over frequently when
governments change or cabinets are reorganized. This creates pressure on the IPA
to generate short-term deliverables in order to demonstrate their e�ectiveness to
the government and to the public. Since incentives can be used to claim credit
for economic performance, individuals operating in such structures are likely to
view incentives more positively. Note that this is similar to a political pandering
explanation of incentives (Jensen and Malesky, 2018); however, it di�ers in that
the incentive to pander comes not from electoral considerations but instead from
principal-agent dynamics inherent in a politicized bureaucracy.6 Second, individu-
als workingwithinmore integrated bureaucracies are also likely to view their role as
to support government development priorities. Increasingly, countries implement
national industrial policies that use targeted investment incentives as a central com-
ponent of their development strategies (UNCTAD, 2018). Therefore, individuals
in integrated IPAs are more likely to be socialized to believe investment incentives
are crucial to governments’ achieving their economic development objectives.

Hypothesis 1: Individuals who work in IPA that are closely integrated
into the government will be more likely to view investment incentives
as important for attracting investment.

Second, IPAs vary in the way they evaluate employee performance, and we ar-
gue these di�erences generate heterogeneity in the extent to which IPA employees
face material incentives to embrace tax incentives as key components of investment
promotion. When IPAs evaluate employees for raises and promotions through key
performance indicators that emphasize deals closed, jobs created, and contacts made

5Data provided by the World Bank’s Investment Policy and Promotion Unit.
6Jensen and Malesky make a similar argument in the context of Vietnam. However, they focus on

regional governors rather than on IPAs. They also view this explanation as specific to non-democratic
contexts.
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rather than investment retention, exports facilitated, and domestic sales to foreign
a�liates, employees are incentivized to chase new investment of all kinds rather
than to focus on increasing the economic growth potential of investments already
made.7 Again, because tax incentives are often seen as discrete o�ers to “sweeten
the pot” for potential investors, IPA employees who are evaluated based on the deals
they close will be more likely to reach for these policy tools.

Hypothesis 2: Individuals in IPAs that use key performance indicators
that emphasize new deals will be more likely to view investment in-
centives as essential for attracting investment.

Third, we expect individuals to vary in their beliefs over the usefulness of in-
centives based on their professional backgrounds. IPAs vary in the extent to which
they recruit talent primarily fromwithin the government bureaucracy or externally
from the private sector. IPAs vary substantially in how many sta� have private sec-
tor backgrounds. A 2017 survey found individuals with business backgrounds com-
prised, on average, 55 percent of employees. However, 40 percent of respondent
IPAs reported individuals with private sector experience accounted for 40 percent
or less of their sta�, and 19 percent reported less than 20 percent of their sta� had
any business experience. Conversely, 20 percent of respondent IPAs on the same
survey reported that over 90 percent of their sta� had previous experience in the
private sector.8

We draw on insights from behavioral economics that emphasize the bound-
edly rational behavior of goal-oriented agents facing cognitive constraints (Simon,
1957; Weyland, 2006; Poulsen, 2015). When agents face substantial information
gaps over how to best achieve a policy goal – such as attracting FDI – they tend
to reach for readily visible and available policy options – such as investment incen-
tives (Tversky and Kahneman, 1979). This availability heuristic is powerful because
agents deploy the tools they know already exist rather than search for new tools that
are perhaps better positioned to achieve their policy objectives.

Investment incentives are highly visible policy interventions that are always tied
to a particular FDI project. Governments publicize the projects they have supported
through incentives, but do not usually publicize projects that they unsuccessfully
pursued. Moreover, it is easy to see an immediate benefit associated with a invest-
ment incentive – breaking ground of a new facility and the promised employment
of a specific number of people – but it is much harder to evaluate the costs associated
with incentives through lost tax revenue, increased stress on local infrastructure,

7A 2017 World Bank survey of key performance indicators found that 95% and 88% of IPAs use
investment facilitated and jobs created indicators, respectively. In contrast, just 29% of IPAs report
using export facilitated as a key performance indicator and just 16% report tracking domestic sales to
foreign a�liates.

8Data provided by the World Bank’s Investment Policy and Promotion Unit.
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and market distortions. No matter how many econometric studies show incentives
very rarely “work," investment promotion professionals have at easy reach examples
such as BMW in South Carolina or Intel in Costa Rica as FDI projects that trans-
formed local economies and that local governments “won" in part through their
incentives o�er. Thus, investment promotion professionals with little knowledge
of how investors make locational decisions will systematically overvalue incentives
and discount their costs. The cognitive distance between firm agents and investment
promotion professionals generates uncertainty and low confidence in o�cials’ abil-
ity to anticipate investor needs. As a result, IPA o�cials without private sector
backgrounds reach more readily for investment incentives when trying to induce
global firms to invest locally.

In contrast, IPA o�cials with more experience in the private sector will face
fewer cognitive constraints with respect to evaluating the factors that lead busi-
nesses to invest in particular locations. Individuals with extensive experience in the
private sector have a deeper understanding of what drives investor behavior, and
therefore are likely to be more aware of the limitations of investment incentives in
altering firms’ locational strategies. Their superior knowledge of firm preferences
and decision-making processes mean they are less susceptible to availability heuris-
tics and instead will view other dimensions of investment policy such as assistance
navigating licensing agencies, developing local talent, and finding local suppliers as
more influential in firms’ locational decisions. A bounded rationality approach to
explaining investment promotion professionals’ attitudes toward investment incen-
tives, therefore, predicts that individuals with more private sector experience will
be less likely to view incentives as important components of investment attraction
strategies. This stands in sharp contrast to access-oriented arguments about business
regulation that generally argue that private-sector a�nities in government bureau-
cracies lead to regulatory capture (Culpepper, 2011).

Hypothesis 3: Individuals with previous professional experience in the
private sector will be less likely to view investment incentives as essential
for attracting investment.

Empirical Approach
In this section we explicate our empirical approach, survey design, and sampling
techniques.

Conjoint Design

We begin by providing a brief introduction to conjoint analysis, which forms the
core of our methodological approach. While relatively new to the political sci-
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ence literature, conjoint experiments have a long tradition in other disciplines, as
well as in commercial applications such as marketing and product testing. Conjoint
analysis emerged as a way to measure which components of a multi-faceted choice
were most important to an individual. For example, conjoint analysis would allow
researchers to measure the relative importance of price, color, size, durability, and
country of origin for a consumer product. Components then have sub-components,
often termed “levels”: for example, size may be large, medium, or small. Rather than
asking people to rate each of these components separately, conjoint experiments
present packages and ask individuals to select their preferred package. This ap-
proach has several advantages. One important advantage is that it allows researchers
to understand how each component varies while respondents simultaneously con-
sidering all the other components. Otherwise, it would be di�cult to understand
what the individual ratings of each component (and its levels) would tell us about
its importance relative to the other components.

In addition, conjoint packages are more realistic and are intended to mimic in-
dividuals’ real-world choices. Given that individuals will be selecting on a set of
components at the same time, selecting one package versus another – with each
component fixed in pre-selected ways– is intended to emulate real-world decision-
making. Because individuals make trade-o�s between di�erent packages, one as-
sumes that they simultaneously weigh the importance of all the di�erent compo-
nents in making their decisions. This is much more realistic than simply ask about
preferences on individual components, where the element of real-world decision
making and trading o� between di�erent components is lost. Therefore, through
conjoint analysis, preferences are revealed through choices, rather than through
stated preferences.

A conjoint approach is especially useful to the study of beliefs over investment
incentives because it captures the multi-dimensional policy space that character-
izes the investment climate. While it is generally a safe assumption that businesses
prefer to pay lower tax rates, all else equal, firms do not have the luxury of choos-
ing locations solely based on di�erences in tax policy. Rather, business executives
must make decisions about where to invest by considering a constellation of policy,
macroeconomic, cultural, and geographic characteristics simultaneously. Since in-
dividuals make decisions in multidimensional spaces, inference techniques that do
not take seriously the multi-dimensionality of choice have serious external validity
limitations. Just as firms make discrete locational choices based on constellations
of local characteristics, governments also must craft investment facilitation policies
within complex contexts. To the extent that di�erent policies involve trade-o�s –
for instance, larger tax incentives reduce government revenue, which may decrease
governments’ ability to fund infrastructure improvements or to provide more cost-
intensive investment facilitation programs such as supplier training programs and

13



technical assistance – governments need to determine how to optimize their invest-
ment policies amid competing priorities.

To administer a conjoint experiment, onemust provide survey respondents with
a discrete choice between two alternatives that di�er across several dimensions. By
estimating how theoretically relevant covariates relate to how an individual pri-
oritizes scenario attributes, one can test how individual characteristics relate to
decision-making. In order to e�ectively analyze how individuals assess the rela-
tive value of the di�erent components, they are o�ered several di�erent “contests”
between competing packages. Importantly, there is decreasing power as the num-
ber of components and levels increase; following best practices for conjoint experi-
ments, we use five components and either two or three levels for each component.
In our case, we o�er eight contests per respondent. The high number is necessary
in order to ensure that it is possible to gather information about all the components
and their levels. The data is then analyzed in order to determine the marginal com-
ponent e�ect (AMCE) of each of the components. The cjoint package, created by
(Hainmeuller et al., 2014), provides a convenient algorithm to analyze this data and
present the AMCEs. Importantly, AMCEs capture the relative importance of each
sub-component relative to a baseline.

Interpreting the AMCEs is relatively straightforward: they represent themarginal
e�ect of shifting a component from one level to another, holding all the other com-
ponents constant. The measured e�ect is the increased percent chance that a re-
spondent will select that package. Again, the e�ects are relative to the level selected
as a baseline. For example, returning to the discussion of consumer products above,
if “medium-price” is the baseline, and shifting to “low-price” has an AMCE of 0.07,
that means that respondents are 7 percent more likely to select a low-priced product
than a medium-priced one, holding color, size, durability, and country of origin
constant.

In the context of this article, we test how IPAs’ bureaucratic structure and re-
lationship with the central government, as well as respondents’ prior professional
background relate to the weight investment promotion professionals place on tax
incentives versus other forms of investment facilitation. Our coe�cients can be
interpreted in a similar manner as described above. For example, we present the
findings for di�erent levels of the component “tax incentives.” For that compo-
nent, we present results that show the e�ect of moving from the baseline of “no tax
holiday” to either a “five year tax holiday” or a “ten year tax holiday”. Interpreting
our analysis can be done in a similar way: for example, a AMCE of 0.12 would
mean that, in the perspective of the respondent, the marginal e�ect of the sub-
component would be to increase the e�ectiveness of the incentive package by 12
percent. Again, it is also important to understand that while measuring the AMCE,
the other components are held constant.
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Question Wording and Design

We generate a survey that first asks respondents a series of questions designed to
measure theoretically interesting attributes, then asks them to complete eight tasks
which comprise the conjoint experiment component of the survey, and finally asks a
series of questions designed to probe potential causal mechanism that might connect
respondents’ attributes and investment priority believes.9

The conjoint experiment component of the survey asks respondents: “Now we
will ask you to review several pairs of policy packages. There will be a di�erent pair
shown on each of the next 8 screens. Please read each pair of packages carefully as
each package may be only slightly di�erent. For each pair, please identify the one
that you believe would be most likely to entice investment and select the button
under that package." Each policy package includes five dimensions, and each di-
mension has two to three potential options. Four out of the five dimension relate
to policies for which IPAs generally have direct control or administration over:
skill development support, business-to-business matchmaking services, licensing
and permitting assistance, and tax incentives. We included these because invest-
ment promotion professionals should have substantial knowledge over such kinds
of policy interventions and because these programs vary in terms of howmuch IPA
capacity is necessary to fully implement them. For example, grants for job train-
ing may only require a small fiscal outlay in order to contract skill development to
investing firms or local universities and trade schools while matchmaking services
require substantial proactive knowledge of local businesses, their technical capabil-
ities, and the supply chain and logistics needs of investing firms. We also include
a valuation of proximity to a deep water port, which is a proxy for economic ge-
ography concerns and helps identify the extent to which respondents view features
largely beyond the government’s control as decisive in foreign firms’ locational de-
cisions. Table 1 provides an overview of these policy choices. Table 2 provides an
example scenario respondents are asked to choose between.

9We conducted a pilot survey in Summer 2016 on a small subset of IPA employees to calibrate the
survey.
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Table 1: Policy Choices

Policy Dimension Options
Location of nearest deep
water port

< 5km > 5 and < 50 km > 50 km

Government-provided
grants for job training?

Yes No

IPAMatchmaking Services IPA provides grants
for developing local
supplier networks

List of Potential
Suppliers

None

IPA Assistance with Per-
mits and Licenses

IPA facilitates meet-
ings with govern-
ment o�cials to re-
solve permitting is-
sues

IPA assists in appli-
cation processes

None

Tax Incentives 10 year holiday on
corporate profits

5 year holiday on
corporate profits

None

Table 2: Example Conjoint Scenario

Site A Site B
Location of nearest deep
water port

More than 50 km away Less than 5 km away

Government-provided
grants for job training?

Yes No

IPAMatchmaking Services List of Potential Suppliers None
IPA Assistance with Per-
mits and Licenses

None IPA facilitates meetings
with government o�cials
to resolve permitting issues

Tax Incentives None 5 year holiday on corporate
profits

Prior to the conjoint experiment, respondents were asked a series of questions
designed to measure the three key attributes that our theory expects will influ-
ence respondents’ beliefs. The full survey (minus the conjoint experiment, which is
computer generated for each respondent) is available in the appendix, but here we
highlight the three questions that directly relate to our three hypotheses.

First, to test hypothesis 1, which expects individuals working in highly politi-
cized or integrated IPAs will be more likely to view investment incentives as im-
portant for attracting investment, we asked the following question: “What best
characterizes your IPA’s relationship with the central government?" Potential an-
swers included: “The IPA receives specific guidance from cabinet-level ministers
on strategy and implementation; " “The IPA has independent authority over its
strategy and implementation but interacts frequently with ministries to coordinate
policy objectives;" and “The IPA operates independently and without much inter-
action with other government o�cials." We also ask how the head of the IPA is
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chosen, to di�erentiate between IPAs with politically-appointed executives from
those whose leadership is chosen in other ways.

Hypothesis 2 predicts that individuals working in IPAs that use key performance
indicators emphasizing short-term new project targets for raises and promotion
will be more likely to view investment incentives as e�ective promotional tools.
To operationalize this, we ask respondents to explain how their performance for
promotion and for salary increases is evaluated. Because we were less confident in
our ability to develop an exhaustive list of the di�erent key performance indicators
that IPAs often use, we structured this question to accept open ended answers. This
had the added benefit of allowing respondents to indicate when there is a disparity
between stated and actual performance evaluation tools. We then manually coded
an indicator variable that took the value of “1" if the respondent made somemention
to performance indicators that emphasized deals or FDI flows, and “0" otherwise.

To test hypothesis 3, which expects individuals with prior experience in the
private sector to view incentives less favorably, we asked: “What best describes
your professional background before arriving at your current investment promo-
tion authority (IPA)?" Potential answers included “career government bureaucrat;"
“private sector; “I have always worked for this IPA;" and “other" (with a space to ex-
plain). We also asked respondents about their educational background, in particular
whether they have an MBA.

To further probe causal mechanisms, we asked respondents several questions.
First, we ask respondents to evaluate how much autonomy their IPA has to pursue
investment attraction strategies most likely to facilitate investment. We also asked
whether greater autonomy would make their facilitation e�orts more successful.
To gauge what respondents think the purpose and proper activities of IPAs are, we
asked respondents to rank the top three most important roles of an IPA in attracting
investment. Allowable answers included: Facilitate linkages between businesses and
the government; Facilitate linkages between investors and local businesses; Promote
the location as a good place to do business; Provide incentives to convince firms to
invest; Resolve obstacles for firms who are already invested in a location; Close deals
on new investments; Identifying high priority investments to target for broad de-
velopment objectives; Facilitating workforce training and development to increase
local pool of qualified workers.

Survey Target Population and Sample

Because our targeted survey respondent is a policy elite, we did not have a large
enough sampling frame to realistically administer a random survey design. Instead,
we employed a convenience sample with a snowball technique. We first generated
a list of all IPAs that are members of the World Association of Investment Pro-
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motion Agencies (WAIPA). We then visited each IPA’s website and pulled every
email address listed on it. Because we are interested in individual-level attributes,
we wanted to generate responses from as many investment promotion professional
as possible, even ones employed in the same agency. We sent email invitations of
participation to over six hundred professionals, and engaged in follow-up requests
on a weekly basis. We also asked, in our invitation, that respondents forward the
survey to other professionals in their network. We augmented the email push with
a visibility campaign on Linked In, as many IPAs and their employees have a pres-
ence on that professional networking website.

After 12 months in the field, we were able to obtain 63 survey respondents.
While this may appear to be a relatively small number, we believe it is su�cient for
our purposes and is relatively high given the constraints on our analysis. Notably,
surveys involving investment typically involve very low response rates; in previous
surveys of MNCs, response rates of approximately 10 percent are typical. For ex-
ample, a prominent survey of MNCs in Costa Rica (Osgood et al., 2016) yielded
a response rate of 15.1%. In the experience of one of the authors, in a survey of
Brazilian multinational corporations, response rates were even lower, at nearly 5%.

In addition, the number of IPAs in existence is relatively small, even though we
send the questionnaire to respondents at the national, regional and local/municipal
level IPAs. We received our list of IPA contacts fromWAIPA, and the total number
of potential respondents was 173. We were able to increase our sample size by
surveying not only IPA directors, but a range of people within each organization;
this approach also dovetailed with our theoretical motivations, as we were able to
capture survey responses from a range of di�erent categories of employees.

Results
Before examining the AMCE, it is worth first examining “feature importance”: the
term used in conjoint analysis to describe the relative weight that the five com-
ponents have on respondents. It is standard to calculate feature importance across
the entire dataset, rather than at the individual level. The results of the feature im-
portance analysis reveal that the “corporate tax incentives” category, our primary
variable of interest, is by far the most important, responsible for explaining 38.5
percent of the variance in the responses. “Business to business matchmaking ser-
vices” and “aftercare services” are of similar importance, at 21.2 percent and 22.1
percent, respectively. Finally, “workforce development programs” and “connectiv-
ity to ports” are the least important, at 6.9 percent and 11.3 percent, respectively.
Thus, in interpreting the remainder of the results and the relative importance of
the sub-components, it is essential to understand that the “investment incentives”
category is by far the most important in determining which packages respondents
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picked.
Turning to the Average Marginal Causal E�ects (AMCEs,) our first hypothesis

relates to the integration of the IPA into the government. Perhaps the most salient
of these measures is whether the director of the IPA is a political appointee. Polit-
ical appointees are less likely to be independent of other government agencies and
the influence of politicians. As we argue above, politically appointed individuals
are more likely to be evaluated – and potentially lose their positions– by short-term
metrics such as incentives, which are easy to point to as measures of success. More-
over, they are more likely to view their role as supporting government development
priorities through programs such as incentives.

Our results for director choice, which we present in Figure 1, strongly support
our first hypothesis. The plots for the responses of politically-appointed directors
show a strong preference for tax holidays as a way of attracting investment. The
results are strongest for the ten-year tax holiday and are significant at the 95 percent
confidence level. Unsurprisingly, the size of the the e�ect of investment incentives
is strong: an 11 percent increase for a five year tax holiday, and a nearly 20 percent
increase for a ten year tax holiday. It’s worth noting that for politically appointed di-
rectors, no other components to the incentive packages are significant. The results
for non-politically-appointed directors show nearly opposite preferences. In fact,
there is a slight preference against incentives, although the results are not distin-
guishable from zero. Interestingly, politically appointed directors seem to exhibit
a preference against connectivity to jobs and workforce development, although the
results are again not significant.
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Comparison of Preferences for Incentive Packages for Politically Appointed and
Non-Politically Appointed Directors

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2 0.3
Change in Probability of Preferring Incentive Package

Results for IPAs with Politically Appointed Directors

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2 0.3
Change in Probability of Preferring Incentive Package

Results for IPAs with non−Politically Appointed Directors

Figure 1: Politically appointed directors are much more likely to prefer investment incentive packages
that include tax holidays. Non-politically appointed directors are much more likely to prefer investment
incentive packages that include business matchmaking

The second test of our first hypothesis relates to the independence of the IPA.
The self-reported independent authority of the IPA does not appear to a�ect the use
of tax holidays. All IPAs appear to favor aftercare services, although the results are
only significant for those with no independent authority, and even then the e�ect
sizes are small. Those with full authority prefer active consultation and facilitation
with business, and those with some authority prefer business contact; by contrast,
for IPAs with some authority, active consultation and facilitation is only significant
at the 90 percent level. Again, neither workforce development nor connectivity to
jobs are significant.
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Comparison of Preferences for Incentive Packages for IPAs with No, Some, and Full
Independent Authority

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.25 0.00 0.25
Change in Probability of Preferring Incentive Package

Results for IPAs with No Indepedent Authority

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2
Change in Probability of Preferring Incentive Package

Results for IPAs with Some Independent Authority

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2 0.3
Change in Probability of Preferring Incentive Package

Results for IPAs with Full Independent Authority

Figure 2: Respondents at IPAs with some and full independent authority are more likely to prefer
business matchmaking services. Respondents at IPAs with no independent authority show a preference
for aftercare services.
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The second hypothesis relates to the use of key performance indicators that
emphasize new deals. The logic of this hypothesis is intuitive: individuals in IPAs
where professional success is evaluated based on the number of new deals should
be willing to use incentives to close such deals. Again, our results, which are re-
ported in Figure 2, strongly support this hypothesis. Our results for individuals in
IPAs with key performance indicators exhibit a preference for 10 year tax holidays
at both the 90 and 95 percent levels, although not five year tax holidays. In these
cases, the e�ect size is strong, in the high single digits. By contrast, individuals at
IPAs without key performance indicators do not exhibit a statistically significant
preference for packages that include tax incentives. Individuals at IPAs with and
without key performance indicators exhibit a preference for tax incentive pack-
ages that include business matchmaking, particularly via business contacts, and the
size of the e�ect is approximately ten percent. Neither group appears to exhibit a
preference for either connectivity to jobs or workforce development. Notably, in-
dividuals at IPAs with key performance indicators exhibit a preference for packages
that include aftercare services, although the preference for permitting and govern-
ment meetings is only significant at the 90 percent level.
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Comparison of Preferences for Incentive Packages for IPAs with Incentives as Key
Performance Indicators

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2
Change in Probability of Preferring Incentive Package

Results for IPAs with Incentives as Performance Indicators

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2
Change in Probability of Preferring Incentive Package

Results for IPAs without Incentives as Performance Indicators

Figure 3: Respondents at IPAs with incentives as key performance indicators are more likely to prefer
incentive packages with 10 year tax holidays. Individuals at IPAs without incentives as key performance
indicators are more likely to prefer packages with business matchmaking.

Our final hypothesis relates to the professional experience of individuals at the
IPA. Those with business backgrounds also show a preference for aftercare ser-
vices, particularly help with permitting and government meetings. The results,
reported in Figure 3, indicate that individuals with a business background favor
packages with business matchmaking, particularly business contacts: the substan-
tive e�ect is high at approximately 15 percent. They also weakly favor aftercare
services, although only assistance with permitting and government meetings, and
only marginally at the 95 percent level. By contrast, those without business back-
grounds do not seem to favor any incentive package components other than ten
year tax holidays, although that e�ect is only significant at the 10 percent level due
to a small sample size and correspondingly large confidence interval.
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Comparison of Preferences for Incentive Packages for Respondents with and without Business
Backgrounds

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2
Change in Probability of Preferring Incentive Package

Results for Individuals with Business Background

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2 0.3
Change in Probability of Preferring Incentive Package

Results for Individuals without Business Background

Figure 4: Respondents with business backgrounds exhibit a preference for business matchmaking. In-
dividuals without a business background exhibit a preference for ten-year tax holidays (although only
at the 90% level; graph not shown).

Figure 4 reports results from an additional test of our third hypothesis. Contrary
to our hypotheses, those with a MBAs background seem to exhibit a preference for
tax incentives, although the results are only significant for the 10 year tax holiday
and only then at the 90 percent level. This weaker result may help di�erentiate be-
tween the e�ects of education and those of experience. While business experience
is associated with less interest in tax incentives, individuals with business degrees
are more focused then their peers on such incentives. We interpret this as further
evidence in support of our proposed causal mechanism – individuals without insider
experience regarding the factors that firm managers consider when making loca-
tional decisions are more likely to have overconfidence in the e�ectiveness of tax
incentives due to availability heuristics. What reduces overreliance on incentives
is not education, but experience. Notably, no other factors appear to influence the
preferences of individuals with MBAs as to which types of tax incentive packages
they think are most e�ective (although business matchmaking is significant at the
90 percent level).
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Comparison of Preferences for Incentive Packages for Respondents with and without MBAs

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2
Change in Probability of Preferring Incentive Package

Results for Individuals with MBA

   Grants for Job Training
   (Baseline = No Grants for Job training)
Workforce Development:
   More Than 50 km to Port
   (Baseline = Less Than 5 km to Port)
Connectivity to Jobs:
   IPA Helps w/ Permitting and Gov't Meetings
   IPA Helps w/ Permitting
   (Baseline = No Aftercare Services)
Aftercare Services:
   Active Consultation and Facilitation w/Business
   Business Contacts
   (Baseline = No Business Contacts)
Business Matchmaking:
   10 Year Tax Holiday
   5 Year Tax Holiday
   (Baseline = No Tax Holiday)
Tax Incentives:

−0.1 0.0 0.1 0.2
Change in Probability of Preferring Incentive Package

Results for Individuals without MBA

Figure 5: Respondents without MBAs exhibit a preference for business matchmaking services.

Summarizing all the results above, we find extremely strong and consistent ev-
idence for all three of our hypotheses.

Conclusion
This paper is an e�ort to answer the question of why investment incentives con-
tinue to be o�ered, given that there is little evidence of their e�ectiveness. We use
data from an original conjoint survey, conducted on members of investment pro-
motion agencies across the developing world. The core of our analysis is a conjoint
experiment, inwhich respondents rate the perceived e�ectiveness of di�erent hypo-
thetical investment incentive packages. We then subset the responses and compare
them based on the backgrounds of the respondents to determine how the profes-
sional background and institutional environment in which they operate influences
the outcomes.

Several important things are worth noting in regards to our findings. We find
strong and persuasive evidence of support our primary theory: that the decisions of
investment promotion agencies are crucially a�ected by their organizational struc-
tures and the professional incentives that their members face. Importantly, it is
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not only the way in which those organizations are structured, but also the beliefs
of their members, that a�ect the decisions of the organizations. Our theory and
evidence make a major contribution to the growing literature on investment in-
centives. In particular, we believe that we have added to the existing explanations
as to why investment incentives – despite being economically ine�cient and often
unnecessary to attract investment – continue to be o�ered at such high levels. The
results are not only theoretically important, but also contribute to a renewed focus
on ideational approaches and ones that explore bureaucratic politics using insights
from behavioral economics.

In addition, our results not only explain why investment incentives are o�ered
more frequently, but also why other potential policy tools are under-utilized. It is
clear in our results that there are systematic patterns in how di�erent individuals
perceive the value of distinct components of investment incentive packages and
what role, if any, tax breaks should fill in those packages. Notably, some individuals
in IPAs see other factors– notably business matchmaking and aftercare services– as
more important than tax holidays. These contributions help us explain variation
across IPAs in ways that have other theories have not been able to.

The results are not inconsequential to the real world. There are billions of dollars
of state funds at stake in the decisions behind investment incentives. Moreover, if
tax holidays are not an e�ective method of attracting investment, it is important
to understand what factors are actually perceived as e�ective by individuals with
experience in the business world. The results have the potential to shape the patterns
of firm decision in the developing world. We hope, as a first foray into this topic,
our paper can begin to make policy-relevant contributions.

Despite its contributions, this paper is not without opportunities for improve-
ment in future research. Perhaps the greatest limitation of this paper is the relatively
small sample size of 63. However, there are reasons to believe that this is less of an
issue than it might appear at first glance. First, each respondent is presented with
eight di�erent packages, dramatically increasingly the sample size. Second, the re-
sults need to be viewed in the context of a relatively small number of investment
promotion agencies across the world. We deployed several di�erent strategies to
correct for the small number of investment promotion agencies. One of our strate-
gies was to examine not only national-level agencies, but also subnational (state or
province) and local/municipal IPAs. We also surveyed multiple people at each IPA
in order to increase our sample size. In addition, our results need to be viewed in
the context of typically a low-response rate context. While, to our knowledge, this
is the first survey of IPAs in the developing world, surveys of firms in the global
south o�er a comparison case. Firm surveys typically have characteristically low
response rates, usually in the single digits.

Our results also need to be viewed in the context of relatively sensitive set of
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questions. Bureaucrats may be understandably anxious about answering questions
regarding the inner workings of their agencies, even given anonymity. For work-
ers that may fear political retribution, answering a question about how their agency
functions– given that they distribute large amounts of state funds– could be a con-
cern. We suspect that this factor may have depressed response rates for our survey.
Given that the project was sponsored by WAIPA (the World Association of In-
vestment Promotion Agencies) and the Indiana University Bloomington Survey
Research Center, we believe these factors would be likely to improve trust among
respondents to the degree possible possible.

Further, since this is the first survey of investment promotion agencies in the
developing world, this research is an important step towards an improved under-
standing of how investment promotion agencies, especially those in the developing
world, make decisions about how to o�er investment incentive packages. Given our
relatively small sample size, we feel that our results are particularly impressive and
provide clear and consistent support for our hypothesis. We suspect that a larger
sample would show even stronger results.

In short, we find that individual-level factors and the institutional level ones
clearly have important roles in shaping what types of incentive packages are viewed
as e�ective. Importantly, we see these results as complementing, rather than replac-
ing, the existing explanations for investment incentives advanced by other schol-
ars (Jensen et al., 2014, 2015; Jensen and Malesky, 2018; Baccini et al., 2014; Li,
2016; Li et al., 2018). We also hope that this paper forms part of an increased focus
on agency-level politics and especially how the ideological factors of bureaucratic
decision-makers a�ect outcomes in the real world. By focusing on those individ-
uals who actually administer investment incentives and examining the factors that
shape their decision-making process, we believe we gain theoretical purchase on
capturing the most crucial factors behind investment incentive packages.

There is a growing literature that attempts to answer this question, focusing on
a number of di�erent explanations, including the structural power of business, fis-
cal competition between and within states, and electoral pandering by politicians.
While not discounting the important findings of these other scholars, we focus in-
stead on the bureaucratic politics of the organizations that administer investment
incentives in an e�ort to get as close to the decision-making process as possible. Im-
portantly, we also focus on the ideational aspects of that process, using ideas both
from constructivist approaches within international relations and behavioral eco-
nomics. We also focus on the incentives that individuals face and how they respond
to those incentives, building on approachesmore common in behavioral economics.
We hope that others build both on our approach and our survey, continuing to push
forward the literature.
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1 
 

Investment Facilitation Priorities Survey 
 
 
Thank you for agreeing to help us with this important research. 
   
This study is part of a broader research collaboration between Indiana University and Princeton 
University, and is endorsed by WAIPA, the World Association of Investment Promotion 
Agencies. Your response is critical to gaining a complete picture of the strategies that 
investment promotion authorities (IPAs) use and believe to be most successful in attracting 
investment. Final results will be shared with you and can be used to understand successful 
strategies to promote investment.    
  
The study should only take 10-15 minutes. Your participation is voluntary. Please be assured 
that your responses will be kept confidential and reported on in the aggregate only. 
 
We encourage you to complete the study on a desktop or laptop computer so that it will be 
easiest for you to see and answer the questions.   
 
If you have any questions about the study, please contact Sarah Bauerle Danzman, Assistant 
Professor of International Studies at Indiana University, at sbauerle@indiana.edu. 
   
Please select "Next >>" to begin. 
 
Note: While completing the survey if you need to leave and come back later, you can do so, and 
your responses will be saved. 
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2 
 

What best describes your position within your investment promotion agency (IPA)? 

o Senior Management  

o Middle Management   

o Non-Management   
 

 
Which of the following describes your highest level of education? 

o No university degree  

o Undergraduate university degree   

o Professional business degree (MBA)   

o PhD   

o Other, please specify:  ________________________________________________ 
 
 
What best describes your professional background before arriving at your current investment 
promotion authority (IPA)? 

o Career government bureaucrat   

o Private sector  

o Other, please specify:  _____________________________________________ 

o I have always worked at this IPA   
 
What best describes your IPA's mandate? 

o National   

o Subnational (such as state or province)   

o Local/municipal   

o Other, please specify:  _____________________________________________ 
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3 
 

 
How is the head of your IPA chosen/hired? 

o Political appointment   

o Seniority through the civil service   

o Open candidate search   

o Other, please specify: ________________________________________________ 
 
 
How many employees does your IPA have? 

o Less than 10  

o 10-19   

o 20-29   

o 30 or more   
 
 
What best characterizes your IPA's relationship with the central government? 

o The IPA receives specific guidance from cabinet-level ministers on strategy and 
implementation.   

o The IPA has independent authority over its strategy and implementation but interacts 
frequently with ministries to coordinate policy objectives.   

o The IPA operates independently and without much interaction with other government 
officials.   

 
 
Has your IPA identified priority sectors to target? 

o Yes   

o No   

o Don't know   
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Which of the following are priority sectors for your IPA? Please select all that apply. 

▢ Agriculture and fishing   

▢ Air and spacecraft   

▢ Apparel, textiles, and footwear   

▢ Automotive industry and other transport equipment   

▢ Biotech, pharma, and medical products  

▢ Business services   

▢ Construction and building materials   

▢ Education and health    

▢ Entertainment   

▢ Extractive industries   

▢ Financial services   

▢ Food and beverages   

▢ IT services   

▢ ITC and electronics   

▢ Machinery and equipment   

▢ Other manufacturing   
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5 
 

▢ Power, utilities, and telecom   

▢ Recycling   

▢ Renewable energy   

▢ Tourism and hospitality   

▢ Trade and retail   

▢ Transport and logistics services   

▢ Other, please specify:  
________________________________________________ 

 
 
Approximately how many investment deals did your IPA manage in the past year? If you are 
unsure, please provide your best guess. Please enter a number. 

_________ 
 
 
On what basis is your performance evaluated for salary increases and promotion? 
 
[TEXT RESPONSE] 
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Now we will ask you to review several pairs of policy packages. There will be a different pair 
shown on each of the next 8 screens. Please read each pair of packages carefully as each 
package may be only slightly different. For each pair, please identify the one that you believe 
would be most likely to entice investment and select the button under that package. 
 
(COMPUTER-GENERATED PAIRS HERE) 
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For the next two questions, please consider the following scenario: 
 
Imagine an IPA helped attract a foreign investor that specializes in road construction, an 
industry in which 80 percent of the market consists of federal government procurement 
contracts. After the company has invested, the federal government changes its procurement 
policies to favor domestically-owned companies, thus significantly harming the foreign investor's 
profitability. 
 
Which of the following best describes your view regarding this scenario? 

o The government should be allowed to use procurement practices to favor domestically-
owned firms   

o The government should NOT be allowed to use procurement practices to favor 
domestically-owned firms    

 
 
Imagine the foreign investor decides to pursue arbitration or litigation over this issue, the costs 
of which amount to USD$1 million. How should this cost be allocated between the government 
and the firm? Please answer in percent (%). The percent values should add to 100%.  
 

Government  ____% 
 
Firm   ____% 
 
Total   100%  
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To what extent can your IPA pursue the strategies most likely to attract investment? 

o Not at all   

o Somewhat   

o To a large extent   
 
 
To what extent could your IPA attract more investment if it had more autonomy from the 
government over strategy and tactics? 

o Not at all   

o Somewhat    

o To a large extent   
 
 
In your opinion, when your IPA attempts to close an investment deal, who are its competitors? 
 
[TEXT RESPONSE] 
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Please rank the top three most important roles of an IPA in attracting investment (1 = most 
important, 2 = 2nd most important, and 3 = 3rd most important). 
 
______ Facilitate linkages between businesses and the government  
______ Facilitate linkages between investors and local businesses  
______ Promote the location as a good place to do business  
______ Provide incentives to convince firms to invest  
______ Resolve obstacles for firms who are already invested in a location  
______ Close deals on new investments  
______ Identify high priority investments to target for broad development objectives  
______ Facilitate workforce training and development to increase local pool of qualified workers  
 
 
Which of the following best characterizes the proper role of the IPA in relation to foreign 
investors and the government? 

o The role of the IPA is to advocate for the investing firm   

o The role of the IPA is to advocate for the policy priorities of the government   
 
 
Before asking for any final comments or additional feedback you'd like to share, we have a 
couple of quick questions. First, please provide your email address, so that we can be sure to 
exclude you from any follow-up email reminders. Please note that your email address will ONLY 
be used for this purpose. We will separate email addresses from the survey data before 
analyzing any responses.   
 
[TEXT RESPONSE] 
 
 
Second, how were you approached about participating in this study? 

o I received an email with a link to the survey   

o I saw the link to the survey on LinkedIn   

o Other, specify: ________________________________________________ 
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Finally, please provide any comments that you would like to share about your survey responses 
or any additional thoughts you may have related to successful strategies to promote investment. 
If none, please leave blank. 
 
[TEXT RESPONSE] 
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