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Foreword

The investment promotion puzzle remains unsolved. Of the var-
ious instruments for investment attraction, nearly every country
in the world aims to attract foreign direct investment (FDI) and
has established an investment promotion agency (IPA). Public
resources are allocated to these agencies and the IPAs themselves
undergo frequent reforms to attract and retain FDI in both greater
quantities and of higher “quality” Meanwhile, the literature has
been virtually silent on investment promotion and its effects on
FDI. As a result, we know little about what such agencies look like
in different countries, what they do, how they do it, and whether
and to what extent they make a difference.

There is some evidence that investment promotion can help coun-
tries attract and retain FDI. The few available studies suggest that
investment promotion can indeed bring tangible results for host
economies. For example, Harding and Javorcik (2011) use coun-
try-sector-level data to show that IPAs” priority sectors received
155% more FDI after being targeted, which translated into an addi-
tional annual FDI inflow of US$17 million for the median coun-
ty-sector combination. Furthermore, IPAs that handle investors’
inquiries in a more professional manner and have higher-quality
websites also attract larger volumes of FDI (Harding and Javorcik,
2013).

However, little is known about the exact channels through which
these effects can take place, in general, and the role of IPAs’

X
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characteristics and activities in shaping these effects, in partic-
ular. For example, are certain kinds of institutional arrangements
more prevalent than others among IPAs? Do IPAs differ in the
activities that they undertake and services that they offer to firms?
How do IPAs define and implement their targeting strategies?
Finally, which of these dimensions render an agency most effec-
tive and translate into higher FDI flows and greater impacts on
investor location decisions? Without answers to these questions,
the IPA management teams and government experts to which
IPAs report may not have all the relevant information they need to
guide their strategic orientation.

This report is an early step toward answering these questions,
as is “Mapping Investment Promotion Agencies in OECD
Countries” (OECD, 2018) (see box 1.1). It presents rich new
information on the organization, activities, and operative prac-
tices of IPAs in 51 countries, comprising 32 OECD countries and
19 Latin American and the Caribbean (LAC) countries (outside
of the OECD area), providing a thorough understanding of who
agencies are, what they do, and how they do it. The main aim is to
provide IPA experts and their governments with an overview of
the current status of investment promotion in different countries,
in particular through a cross-regional perspective, and support
reflection on their future strategic orientations. It is also hoped
that it will become a building block for further research in the area
of investment promotion, including proper impact evaluations.
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Overview:

The Why and The
What of Investment
Promotion

Foreign direct investment (FDI) has increased substantially
over the last four decades. When measured as a share of GDP,
global FDI inward stocks grew from around 6% to almost 40%
between 1980 and 2017, thus almost reaching the share in world
output. Simultaneously, the number of multinational firms and
their affiliates rose by more than 300% and 400%, respectively
(figure 0.1).

Economic theory suggests that FDI can have multiple benefits
for receiving economies. Thus, it can facilitate the access to inter-
national flows of knowledge, foreign technology, and other foreign
resources, and can thereby foster economic growth and develop-
ment and raise national welfare (e.g., Hanson, 2001; Alfaro, 2016).
Available empirical macro evidence generally points to FDI hav-
ing a positive impact on the host countries. This is particularly
the case when these countries meet certain minimum conditions
related to their degree of financial development, intensity of com-
petition and level of openness, quality of infrastructure, availabil-
ity of human capital, and local R&D and learning efforts (e.g.,
Alfaro et al., 2004; Wang and Blomstrém, 1992; Borensztein et al.,
1998; Blalock and Gertler, 2002).

XVil
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FIGURE 0.1 FDI INWARD STOCKS AND NUMBERS OF MULTINATIONAL
AND AFFILIATE FIRMS
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Source: Authors’ calculations based on data from IMF-OECD-UNCTAD, Dun and Bradstreet’s Worldbase, and
the World Bank’s WDI.

In addition, several micro-level studies confirm these positive
effects of FDI on domestic economies and uncover the various
channels through which they can arise, including demonstration
and competition effects, labor turnover, and buyer-supplier link-
ages. For example, firms may imitate the business practices of for-
eign-owned rivals that would otherwise be too risky to adopt when
exposed to them through the local presence (Wang and Blomstrém,
1992). By increasing local competition, foreign presence may also
incentivize domestic-owned firms to upgrade their capacities or use
existing resources more efficiently (Blomstrom and Kokko, 1998). As
multinational firms tend to adopt efficient and competitive manage-
ment practices and provide employees with higher-quality training,
they may also benefit local firms via labor turnover, particularly of
highly skilled workers (e.g., Balsvik, 2011; Poole, 2013), and can lead
to spin-offs as former employees of multinational firms start their
own businesses in their home countries (e.g., Muendler et al., 2012).!

' See also Keesing (1967); Bloom (1992); and Glass and Saggi (2002).
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Another channel through which FDI affects the local economy
are vertical production linkages with local firms in upstream
sectors of the supply chain (e.g., Aitken et al., 1997; Javorcik, 2004;
Alfaro and Rodriguez-Clare, 2004; Alfaro Urea et al., 2019; and
Carballo et al., 2019).> Multinational firms may transfer knowl-
edge, provide suppliers with technical assistance, and allow for
access to new (or improved) inputs by firms in downstream indus-
tries (Rodriguez-Clare, 1996). In particular, interactions between
multinational firms, foreign buyers, and local firms in the context
of global value chains can be a conduit for knowledge acquisition
that can lead to process and product innovation and industrial
upgrading—which, in turn, may spill over to other firms that are
not participating in the same supply chain (e.g., Gerefh, 1999;
Javorcik and Spatareanu, 2008). As a consequence, multinational
firms can also help enhance domestic export activities, both in
terms of increasing the export orientation of firms (e.g., Aitken
et al., 1997; Greenaway et al., 2004) and upgrading the quality of
their exported products (e.g., Harding and Javorcik, 2012).

However, FDI and the aforementioned benefits for the receiving
economies may be limited by prevailing trade and investment
costs. Despite new and emerging technologies, one important
component of these costs are information barriers. Firms seeking
to invest abroad must learn about the general and sector-specific
regulations that need to be complied with. They must then ana-
lyze the costs and conditions implied by these when establishing

* In contrast, FDI spillovers to local firms within the same industry appear to be more elusive (e.g., Lopez-
Cordova, 2002; Damijan et al., 2003). Evidence of positive horizontal spillovers is accordingly much weaker
than evidence of vertical spillovers (Havranek and IrSova, 2010, 2013).

’ Admittedly, spillovers are not ubiquitous. The externalities from FDI may be uneven across sectors, as
some activities have stronger and more diversified linkages with the rest of the economy, and these link-
ages may differ across countries (Volpe Martincus and Gallo, 2009). Even within sectors, such externalities
may arise only when “modern technologies” are used (Glass and Saggi, 1998; Harrison and Rodriguez-Clare,
2010). In this vein, for spillovers to occur there should be some technological gap between multinational
companies and domestic firms (Findlay, 1978; Blalock and Gertler, 2002). If this gap is too large, however
(Lipsey and Sjoholm, 2005), the superior technology of the multinational company may be out of reach for
domestic firms that lack sufficient human capital. More generally, the national absorptive capacity needs to
be above a certain threshold (Lipsey and Sjoholm, 2005).
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and operating in the destination country, including tax treatments,
projected demand for their products and services in that coun-
try and from relevant partner countries, the processes and costs
of exporting and importing their inputs, and the network of local
suppliers along with the quality of their products and services.
Crucially, firms pursuing cross-border economic opportunities
must engage in a costly process of identifying business partners
and assessing their reliability, trustworthiness, timeliness, and
capabilities (Rangan and Lawrence, 1999; Rangan, 2000).

These nontrivial costs, when not addressed by public policies,
may lead to suboptimal levels of investment. Given the vir-
tual nonexcludability of knowledge acquired about new business
opportunities abroad and its nonrival use, information can spill
over to other firms, thus generating free-riding. For example, fol-
lowers may eventually imitate the pioneering firms without incur-
ring the pioneers’ costs. In doing so, the followers obtain major
benefits from the leader’s initial investments (and, if they are com-
petitors, can even reduce the value of potential benefits for lead-
ers). These externalities—as well as those described above relating
to possible learning and spillovers to domestic firms—are typically
not included in multinational firms’ private assessment of the costs
and benefits associated with doing business overseas and investing
abroad. More specifically, the returns accruing to the firms carry-
ing out these new investments (private returns) would be lower
than the corresponding returns for the economy as a whole (social
returns), and investment in their development would then be
suboptimal—thereby potentially providing a rationale for public
intervention (Blyde et al., 2014).

To correct such market failures, governments around the world
have resorted to several policies to attract FDI. A first genera-
tion of these policies included incentives to foreign firms in the
form of income tax holidays, tariff exemptions, and subsidies for
infrastructure, not infrequently bundled in the framework of free
zone regimes (e.g., Greenstone and Moretti, 2003; Greenstone et
al., 2010; Farole, 2011; Davies and Francois, 2015; Zeng, 2015; and
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Davies and Desbordes, 2018). More recently, a second genera-
tion of policies involved a more tailored approach to investment
attraction, including the use targeted firm support for innovation
(OECD, 2011), such as R&D tax credits and the establishment of
investment promotion agencies (IPAs).

Today, virtually each country has at least one IPA that seeks to
attract and facilitate FDI. In Latin America and the Caribbean
(LAC) and the OECD, the regions that this report focuses on, the
number of countries with IPAs has quadrupled in the last 30 years
(figure 0.2). In general, these agencies aim to attract and facili-
tate investment and provide assistance, primarily to foreign firms.
These services can be grouped into four main categories. National
image-building encompasses actions that aim to improve the per-
ception of the country as an attractive location for FDI. Investment
generation entails identifying and approaching potential investors.
Investment facilitation and retention consists of providing investors

FIGURE 0.2 NUMBER OF COUNTRIES WITH INVESTMENT PROMOTION
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with assistance in analyzing business opportunities, obtaining per-
mits for establishing a business in the host country, and spread-
ing information on available incentives. This category also entails
providing support for accessing these incentives and investment
aftercare for already multinational firms that have already set up
operations in the country, which involves facilitation services and
development support in tandem with the corporate evolution of
these firms. Policy advocacy comprises all activities that seek to
improve the investment climate, identifying the public inputs
needed by the private sector, and coordinating with the rest of
the public sector to deliver those inputs (e.g., UNCTAD, 2008a;
Harding and Javorcik, 2011; Blyde et al., 2014).

A priori, these activities are significantly less expensive and are
more aligned with the goal of correcting market failures that other
investment attraction policies. Thus, national image-building and
investment generation are primarily information services that can
be viewed as a means of subsidizing location searches, which counter
the disincentives arising from potential free-riding. Similarly, after-
care and policy advocacy are essentially actions which aim to solve
coordination problems in the provision of public-sector inputs that
facilitate investments. However, despite how widespread IPAs are,
little is known about the current landscape of investment promotion
around the world and the role IPAs play in FDI attraction.

Unlike other aspects of public support for firms, including export
promotion policies, there has been little comparative research
on investment promotion policies in general and the activities
of IPAs in particular in recent years.* As a result, there is limited
information on who IPAs are (e.g., how they are organized, who
they report to, and what resources they have); what do they do
(e.g., what functions and activities they perform); and how they do
it (e.g., whether and how they target investments, cooperate with

* The few available studies to present such information include Wells and Wint (2000), UNCTAD
(2001, 2008b), Morisset and Andrews-Johnson (2004), Charlton and Davis (2006), and Javorcik
and Harding (2011 and 2013), drawing on data from the early and mid-2000s.
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other entities, and monitor and evaluate their own activities). The
primary data gathered through the IDB/OECD survey (see chap-
ter 1) allows for an up-to-date, accurate and detailed characteriza-
tion of these IPAs’ features, thereby helping fill in this major gap in
policy knowledge. The main findings from the analysis of the orig-
inal data are presented below, and the similarities and differences
between LAC and OECD IPAs are highlighted.

WHO INVESTMENT PROMOTION AGENCIES ARE

o 'The median IPA is an autonomous public agency reporting
to one or several ministries. In OECD countries, IPAs report
about 1.5 times more frequently to multiple ministries than
in LAC, particularly to the ministry of the economy or for-
eign affairs (45% and 25%, respectively). In LAC, a vast major-
ity (72%) report to the ministries of trade, investment, and/or
industry. Most IPAs have a board of directors whose composi-
tion varies, but LAC IPA boards tend to have higher levels of
private-sector participation (63% compared to 38% in OECD
IPAs) and tend to play a stronger role in the agency (almost
half of LAC IPAs appoint the CEO or the general manager, as
compared to 21% in OECD IPAs).

o The median IPA has an annual total budget of US$7 million
and an annual budget for investment promotion of US$3
million. Generally, LAC agencies are significantly smaller
than their OECD counterparts: the median IPA in LAC has a
total budget of US$5 million while the OECD median is over
twice as high—US$14 million. To put these numbers into per-
spective, the largest OECD IPA has a budget equivalent to
4.6% of Nicaragua’s gross domestic product (GDP) or 3.7% of
Jamaica’s, for example, even though it still accounts for less
than 1% of inward FDI flows into OECD countries. In LAC,
a lower share of IPAs’ investment promotion budget comes
from government sources than in OECD countries (65% com-
pared to 98%).

XX
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The median IPA employs 100 staff, 32 of whom work on
investment promotion. Some agencies have nearly 2,000 staff
working on this area while others have a single employee.
The median number of investment promotion staff is 41 in
OECD and 20 in LAC countries, which again points to the
smaller size of LAC IPAs. There are substantial differences in
IPAs’ internal structures as defined in terms of the distribution
of their personnel across functional positions. In particular,
LAC IPAs have significantly larger shares of managerial and
administrative positions and lower shares of professional posi-
tions relative to their OECD counterparts. In addition, while
in OECD IPAs managerial positions tend to be paid than the
relevant public-sector (and even market) comparison, this is
also the case for professional, administrative, and nonpayroll
employees in LAC.

LAC and OECD IPAs also vary in terms of other relevant
organizational dimensions. OECD IPAs use a wider scope
of planning and reporting tools (in particular, business plans
and targets, which are less common in LAC) and also have a
much wider network of overseas offices than LAC IPAs (the
LAC median is 0 compared to 13 in OECD countries). LAC
IPAs tend to be more independent on average, as measured
by the proposed IPA institutional independence index (see box
2.3), However, it was found that this independence is more
common in countries with lower government effectiveness. As
such, in some cases, this independence may be compensating
for a weaker regulatory framework.

WHAT INVESTMENT PROMOTION AGENCIES DO

IPAs tend to have several official mandates (six on aver-
age), besides promoting inward FDI. There is a high varia-
tion across agencies but, on average, LAC IPAs tend to have a
slightly higher number of mandates than OECD ones. It was
also found that larger and more developed countries’ IPAs
tend to specialize more (i.e., have a smaller number of man-
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dates), possibly because other agencies in the country can
undertake certain functions. On average, adding a new man-
date is estimated to cost US$1.3 million. In addition to inward
FDI promotion, IPAs’ most frequent mandates include export
promotion, innovation promotion, green investment promo-
tion, regional development promotion, and domestic invest-

ment promotion.

o IPAs carry out multiple specific investment promotion
activities to promote FDI. The total number of such activ-
ities ranges from 13 to 55 and the median (of 39 for all
IPAs) is similar in OECD and LAC IPAs. Overall, investment
generation and facilitation and retention jointly account
for roughly three-quarters of IPAs’ investment promotion
budget and staff. Most IPAs execute all the main specific
investment generation activities, although there is greater
differentiation across agencies within policy advocacy and
investment facilitation. For example, OECD IPAs more fre-
quently offer investors assistance in securing financing and
the relevant business permits than LAC IPAs. The two pro-
posed functional specialization indices (see box 3.4) suggest
that IPAs spread their resources relatively evenly across the
various functions—in other words, their levels of specializa-
tion are low.

HOW AGENCIES PROMOTE INVESTMENT

« Virtually all IPAs target some investments over others when
performing their functions. While nearly all IPAs prioritize
certain sectors and source countries, the majority also prior-
itize specific investment projects, and nearly 40% prioritize
specific investors. Meanwhile, more than 20% exclude certain
sectors, countries, and projects, with this share being predom-
inantly accounted for by OECD IPAs. Still, IPAS’ strategies
entail different degrees of targeting intensity, as shown in the
proposed targeting intensity index (see box 4.2). For example,
some agencies neither prioritize nor exclude sector/countries,
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projects, or investors (e.g., Colombia and Peru), whereas oth-
ers do (e.g., Sweden and United Kingdom). Generally, OECD
IPAs target more intensively than LAC IPAs—that is, they pri-
oritize or exclude to a greater extent. In addition, IPAs look at
various specific criteria to operationalize their targeting strat-
egies. They also allocate differing shares of staff to target coun-
tries and sectors and have dedicated organizational units for
this purpose. Interestingly, agencies that target more intensely
also tend to have a narrower range of activities and larger bud-
gets, suggesting that they may be able to offer higher-quality

services.

IPAs cooperate with a varying number of organizations, but
this tends to be relatively large. More than three-quarters col-
laborate with more than 20 public, private, and civil society
organizations to promote investment, and this is similar in
both LAC and OECD IPAs. The actual number ranges from
very few to more than 40. Interestingly, IPAs that use more
targeting-intensive strategies collaborate with a broader range
of entities. This suggests that collaboration can allow agencies
to focus more narrowly or that the definition of multitier pri-
orities often requires alignment with wider national economic
objectives and thus implies reaching a consensus and coordi-
nating with other stakeholders. The patterns of IPAs’ institu-
tional interactions are related to the mandates these have been
assigned, their institutional independence, and their special-
ization and targeting intensity strategies.

Most IPAs have monitoring and evaluation systems, but the
nature of their specific evaluation activities varies greatly.
About half of IPAs have a dedicated evaluation unit, and these
are more prevalent in OECD than LAC IPAs. IPAs also apply
different approaches to assess the effectiveness of their inter-
ventions—of these, proper impact evaluations in the form of
econometric analyses are the least used. Instead, most IPAs
resort to client satisfaction surveys, consultation with rele-
vant stakeholders, and benchmark exercises to gauge their
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performance. Assessments based on cost-benefit analyses
are also rarer and used more often in LAC. The number of
firms assisted is the most common activity indicator used. In
addition, most IPAs have customer relationship management
(CRM) systems, although there are large differences in the
coverage, use, and capacity of these. Finally, IPAs’ mandates
and targets do not always correspond well to the type of infor-
mation that is systematically gathered and evaluated.

The type of data and analysis presented in this report could
pave the way for more detailed impact evaluations. Figure 0.3
summarizes the various dimensions addressed in this study, com-
paring LAC and OECD IPAs. This study is a starting point in
this direction and suggests that there may be interesting relation-
ships between IPA characteristics and FDI outcomes that could
help guide policymakers” and IPA leaderships decisions on IPA
design and operations. For example, as shown in chapter 5, there
is a positive relationship (conditional on countries’ size and level
of development) between IPAs’ budgets (per capita), their target-
ing intensity (as captured by an index developed in this study),
and inward FDI, both in terms of total stock value (per capita) and
the total number of multinational firm affiliates established in the
country (per capita). Moreover, having a foreign office in a coun-
try is also associated with larger inward FDI stock values and a
larger number of affiliates from that country, all else being equal.
Further analysis undertaken in partnership with interested IPAs
could help better assess the impact of their activities and specific
types of services on inward FDI and the impact that assisted firms
have on the local economy.
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THE EVOLVING
INVESTMENT
PROMOTION PUZZLE

TO DATE, LITTLE HAS BEEN PUBLISHED ON THE CURRENT LAND-
SCAPE OF INVESTMENT PROMOTION AROUND THE WORLD. Most
governments worldwide aim to attract FDI. They do so through a
variety of means, which include the activities of the agencies charged
with promoting and facilitating FDI, which are typically referred to
as IPAs.® Unlike other aspects of public support for firms, including
helping them expand abroad through export promotion policies,
there has been limited comparative research into investment pro-
motion policies and the activities of IPAs in recent years.

Meanwhile, virtually all countries around the world have estab-
lished dedicated agencies to promote inward FDI, and that num-
ber has increased significantly over time. The number of LAC and
OECD countries with IPAs has quadrupled in the last 30 years.
Notably, most IPAs in LAC countries were created in this period
(figure 1.1).

IPAs have spread around the world following clear patterns over
time. Countries have tended to establish their own national IPAs
when distant and differently sized counterparts did so in previous
years (figures 1.2 and 1.3).

> See OECD (2006).
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FIGURE 11 NUMBER OF COUNTRIES WITH INVESTMENT PROMOTION
AGENCIES, 1925-2017
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the number of countries with national IPAs. LAC countries are shown in red and
non-LAC OECD countries are shown in dark gray.

Most existing IPAs have undergone major institutional
reforms and restructuring in recent years. On average, more
than six OECD and LAC IPAs experienced organizational
changes every year between 2007 and 2016 (figure 1.4). This
number increased to 8.4 in 2012-2017. This aggregate pic-
ture results from the fact that, on average, each IPA has been
reformed more than once, and roughly one-quarter of them
have been reformed three times since 2007, with these num-
bers being similar for both LAC and OECD IPAs (figure 1.5).
These reforms include modifications in the institutional design
of the IPA (i.e., internal organizational structure, changes in
legal status or the entity they report to). Such modifications
accounted for over 50% of all major reforms undertaken in the
last ten years by IPAs, on average, while removals and additions
of mandates, including mergers and demergers with other bod-
ies, accounted for 36%.
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FIGURE 1.2 WORLDWIDE SPREAD OF INVESTMENT PROMOTION
AGENCIES BY DECADE
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows world maps showing the countries with national IPAs in different decades. LAC coun-
tries are shown in red and non-LAC OECD countries are shown in dark gray.

As with the spread of IPAs themselves, there are clear geograph-
ical patterns in how these reforms spread. In particular, countries
appeared to have reformed their own national IPAs when counter-
parts that are far away and have different levels of development did
so in previous years (figures 1.6 and 1.7).

Building on this background, this report presents a comprehen-
sive mapping of IPAs based on a rich, unique set of data gathered
through an extensive survey of these organizations that covered
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FIGURE 1.3 PATTERNS THROUGH WHICH INVESTMENT PROMOTION
AGENCIES SPREAD WORLDWIDE
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the sign of the estimated effects of different factors on the probability of a country
having an IPA in the year in question based on a linear probability model with country and year fixed effects
estimated for 1950-2016. Countries’ GDP and GDP per capita are included as control variables. Factors whose
estimated effects are nonsignificant at the 10% level are reported as having a zero effect.

FIGURE 1.4 NUMBER OF INVESTMENT PROMOTION AGENCIES THAT
EXPERIENCED REFORMS, 2007-2017
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the number of IPAs that experienced reforms. LAC countries are shown in red and
non-LAC OECD countries are shown in dark gray.
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I FIGURE 1.5 REFORM INDEX OF INVESTMENT PROMOTION AGENCIES, 2017
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Source: Author’s calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the total number of reforms by IPA in 2007-2017. The horizontal lines represent regional
medians. LAC countries are shown in red and non-LAC OECD countries are shown in dark gray.

FIGURE 1.6 WORLDWIDE SPREAD OF REFORMS AMONG INVESTMENT
PROMOTION AGENCIES BY FIVE-YEAR PERIOD, 2007-2017
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows world maps showing the countries that reformed their national IPAs in different peri-
ods. LAC countries are shown in red whereas non-LAC OECD countries are shown in dark gray.
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FIGURE 1.7 PATTERNS THROUGH WHICH REFORMS SPREAD AMONG
INVESTMENT PROMOTION AGENCIES

Estimated Effect

Contiguity

Closeness

Same size

Same level of development _

-0+

Source: Author’s calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the sign of the estimated effects of different factors on the probability of a coun-
try reforming its IPA in the year in question based on a linear probability model with country and year fixed
effects estimated for 2007-2016. The countries’ GDP and GDP per capita are included as control variables.
Factors whose estimated effects are nonsignificant at the 10% level are reported as having a zero effect.

their organizational structure, activities, and operational modal-
ities (box 1.1). The dynamism of institutional changes described
above stresses the importance of accurate and up-to-date
information on investment promotion and points to peer-learning
opportunities. For this reason, the IDB and the OECD conducted
a survey of IPAs’ existing institutional and operational practices
across both LAC and OECD countries to identify current and
emerging trends in this evolving policy area. Some 32 IPAs from
the OECD and 19 from LAC (non-OECD) participated in the sur-
vey. The detailed new data obtained provide valuable insights into
the “whos,””

countries, the most important of which are presented in chapters

whats,” and “hows” of investment promotion in these

2, 3, and 4 of this report. This is followed by a preliminary assess-
ment of whether and to what extent these factors influence the
effectiveness of investment attraction, in chapter 5, and conclud-
ing remarks, in chapter 6.
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BOX 1.1: THE IDB/OECD SURVEY OF IPAS—A RICH NEW DATASET

The IDB and the OECD have collaborated to design a comprehensive survey of IPAs
to facilitate the gathering of comparative, up-to-date information on the current
state of play in the world of IPAs. The survey was shared with IPA representatives
from LAC and OECD countries in the form of an online questionnaire made up of
nine parts:

 Basic profile * Prioritization

» Budget » Monitoring and evaluation
e Personnel « Institutional interactions
« Offices (home and abroad) « |IPAS’ perceptions of FDI
 Activities

National IPAs from 32 (of the 35) OECD countries and 19 IPAs from LAC countries
(outside the OECD area) participated in the IDB/OECD survey and completed the
questionnaire between May and September 2017. The participating OECD countries
were: Australia, Austria, Canada, Chile, Czech Republic, Denmark, Finland, France,
Estonia, Germany, Greece, Hungary, Iceland, Ireland, Israel, Korea, Latvia, Japan,
Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, Slovak Republic,
Slovenia, Spain, Sweden, Switzerland, Turkey, the United Kingdom, and the United
States. The participating LAC countries (outside of the OECD area) were: Argentina,
Barbados, Brazil, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador,
Guatemala, Guyana, Haiti, Honduras, Jamaica, Nicaragua, Paraguay, Peru, Trinidad
and Tobago, Uruguay, and Venezuela. The IDB/OECD survey of IPAs also serves
as the main data source for a separate study, focusing on OECD economies only
(OECD, 2018).2

The detailed data gathered through the survey, which is the basis for this map-
ping report, provides a rich basis for describing recent developments in the invest-
ment promotion and facilitation policy landscape and for providing a comparative
perspective of IPAs’ work in different regions and countries. In the future, the
data could also serve as a basis for further research and to inform the public’s
understanding of the role of IPAs. Similar initiatives are currently being under-
taken in other regions, including the Middle East and Africa, Southeast Asia, and
Southeastern Europe.

@ Chile and Mexico are treated as LAC economies for the purposes of this report and are
included in the corresponding LAC medians and averages. As such, the OECD averages and
medians reported in this study may differ slightly from those reported in the parallel report
“Mapping of Investment Promotion Agencies in OECD Countries” (OECD, 2018).
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WHO INVESTMENT 2 |
PROMOTION
AGENCIES ARE

THERE ARE LARGE DIFFERENCES BETWEEN COUNTRIES REGARD-
ING THE INSTITUTIONAL CHOICES THEY HAVE MADE FOR THEIR
IPAS AND HOW THEY ORGANIZE THESE. Government institutional
frameworks for investment promotion and facilitation, includ-
ing how IPAs are set up and run, respond to the specific policy
objectives each country sets and the sociopolitical environment in
which they operate. This chapter provides a comparative analysis
of choices made by governments regarding the institutional struc-
ture and organization of IPAs (legal status, reporting line, gover-
nance, internal organization, planning and reporting tools, and
the use of a network of offices abroad and at home) as well as their
use of available resources (budget and staft). As such, the chapter
aims to answer the question of what the average IPA looks like,
highlighting some common features and differences across LAC
and OECD economies.

LEGAL STATUS AND REPORTING

The median IPA is an autonomous public agency. The major-
ity of IPAs are organized as autonomous public agencies. The
remaining ones are either part of the government, such as a unit
in a relevant ministry, or private/joint public-private entities. The
latter format is particularly common in LAC countries, account-
ing for nearly one-third of all the IPAs surveyed in the region
(figure 2.1).
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I FIGURE 2.1 INVESTMENT PROMOTION AGENCIES’ LEGAL STATUS, 2017

Autonomous public agency

Governmental

(department or a unit at a ministry)

Other

Private

Joint public-private agency
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the percentage share of IPAs with alternative legal statuses. LAC countries are shown
in red and non-LAC OECD countries are shown in dark gray.

The median IPA reports to a single ministry, but there are signif-
icant differences regarding the specific ministry to which agen-
cies report (figures 2.2 and 2.3). Most IPAs in LAC and OECD
countries report to one or several ministries. Those reporting to
multiple ministries account for almost one-third of the total and
the share is higher in OECD than in LAC countries (45% of IPAs
compared to 29%). There are also differences regarding the type
of ministry IPAs report to. For example, while 45% of IPAs in
OECD countries report to the ministry of the economy, in LAC,
the vast majority (72%) report to the ministry of trade, invest-
ment, and/or industry. Moreover, in OECD countries, a higher
share of IPAs report to the ministry of foreign affairs than in LAC
(25% compared to 14%). When IPAs report to several ministries,
this usually takes place via an interministerial taskforce or a coun-
cil. For example, in LAC, APEX Brazil reports to the Deliberative
Administrative Board and the Fiscal Council while Uruguay XXI
reports to six different ministries. A significant share of IPAs also
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FIGURE 2.2 INVESTMENT PROMOTION AGENCIES’ REPORTING
SCHEMES BY TYPE OF AUTHORITY, 2017
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the percentage share of IPAs reporting to alternative authorities. LAC countries are

shown in red and non-LAC OECD countries are shown in dark gray.

FIGURE 2.3 INVESTMENT PROMOTION AGENCIES’ REPORTING
SCHEMES BY TYPE OF MINISTRY THEY REPORT TO, 2017
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Investment Ministry
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the percentage share of IPAs reporting to the specific ministries among those
reporting to one or several ministries. LAC countries are shown in red and non-LAC OECD countries are

shown in dark gray.
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report to a board of directors. In contrast, only a few agencies in
LAC or OECD countries report directly to the head of state (pres-
ident or prime minister). The agencies that do so include those
of Germany, Nicaragua, El Salvador, Turkey, and the United
Kingdom (figure 2.2).

Finally, the IPAs surveyed in this report sometimes coexist with
other national or subnational agencies that perform the same
or related functions (box 2.1). This may influence the way these
agencies coordinate with other bodies and at times pose coordina-
tion challenges (see chapter 4).

BOARD OF DIRECTORS AND CEO

The majority of IPAs in LAC and OECD countries have a board
of directors whose composition varies. The board is a body of
elected or appointed members who jointly oversee the activities of
the organization. Some 86% of LAC IPAs and 67% of OECD IPAs
have an overseeing body of this sort (figure 2.6). The median size
of this body is ten members in both LAC and OECD countries.

The composition of the board of directors varies from one IPA
to the next, although the private sector tends to play a stron-
ger role in LAC. Most boards have a chairperson (with an excep-
tion of Latvia and Guatemala) and are dominated by public- and
private-sector representatives. These sectors account, on aver-
age, for 40% and 45% of total board members respectively, across
all TPAs. The boards of LAC IPAs tend to have higher levels of
private-sector participation than IPAs in OECD countries (63%
compared to 38%, respectively) and lower levels of public-sector
representation (figure 2.7). Interestingly, only a few agencies in
either OECD or LAC have representatives from research institu-
tions or universities on their boards (El Salvador, Estonia, Ireland,
and Norway) and the same holds for representatives from civil
society organizations, such as NGOs and trade unions (Finland,
Norway, Slovakia, Sweden, and Uruguay).
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BOX 2.1: ORGANIZATIONAL CHOICES: ONE COUNTRY, ONE IPA?

The organizational configuration of investment promotion varies from country to
country. This configuration may feature different degrees of fragmentation. At one
end of the spectrum are countries with a single IPA at the central government level
that concentrates most relevant resources and can bring together most public- and
private-sector efforts. In such cases, there is virtually no fragmentation at either
the national or subnational levels. At the other extreme are countries where sev-
eral agencies and other players are engaged in investment promotion at the cen-
tral, regional, or other levels.

This fragmentation of responsibilities in this policy area may occur along several
lines. One is horizontal, where different national public-sector organizations linked
to different government units can be simultaneously involved in investment pro-
motion (e.g., responding to the different ministries), each with its own specific
support programs and personnel. Fragmentation may also be vertical, as sepa-
rate public- and private-sector organizations may be active at both the national
and subnational levels (e.g, in specific regions, municipalities, or cities), espe-
cially in federal or highly decentralized countries. For example, in France, Spain,
and Brazil, subnational IPAs operate in each region and in larger cities, while in
smaller countries like Sweden, there are over a dozen of agencies operating at the
subnational level.

How fragmented the system is can have major implications for the resources
assigned to investment promotion and the impacts this has. In more fragmented
systems, the resources assigned to the main national IPA cannot be interpreted
as being representative of the countrywide allocation of resources for investment
promotion. More specifically, it may be the case that while one country’s IPA is
larger than another’s, the latter country may, on aggregate, be devoting more funds
to investment promotion. A given total amount of resources may also lead to differ-
ent outcomes, depending on the specific assistance programs undertaken and how
they are coordinated. Such initiatives can be articulated to reinforce each other,
or they can overlap and lead to ineffective spending, producing a scenario where
more resources do not necessarily ensure better results.

Horizontal organizational fragmentation is more prevalent in LAC than in OECD
countries. Several national LAC IPAs coexist with other national-level entities
that also promote FDI in Barbados, Brazil, Dominican Republic, Ecuador, Guyana,
Honduras, Trinidad and Tobago, and Venezuela. Among the OECD countries, only
Japan, Latvia, the Netherlands, and the United Kingdom have more than one

13
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BOX 2.1: ORGANIZATIONAL CHOICES: ONE COUNTRY, ONE IPA? (continued)

agency with investment promotion responsibilities at the national level. Generally
speaking, horizontal fragmentation is more prevalent in smaller and less devel-
oped countries (figure 2.4). Similar trends are found in other regions, notably the
Middle East and Africa (OECD, 2019).

In contrast, vertical organizational fragmentation is larger in OECD countries than
in LAC. In several OECD economies there are both national and subnational IPAs,
including in Austria, Australia, Canada, Spain, Finland, France, Israel, Iceland,
Norway, New Zealand, Poland, Portugal, Sweden, Slovenia, Slovakia, Turkey, the
United Kingdom, and the United States. In LAC this is the case only in Brazil,
Colombia, and Mexico. Overall, vertical fragmentation is more prevalent in larger
and more developed countries (figure 2.5).

FIGURE 2.4 INVESTMENT PROMOTION: HORIZONTAL
ORGANIZATIONAL FRAGMENTATION AT THE
NATIONAL LEVEL AND COUNTRIES’ SIZE AND LEVEL

OF DEVELOPMENT, 2017
Horizontal Fragmentation Size: Level of Development:
GDP GDP per capita
0.254 0.4
15.69%
Yes (LAC) 0.20+ 0.3+
49.02% 0.15+
No (OECD) 0.2 1
0.104
0.054 0.1
07 T T T T T 0 L T T T T T
22 24 26 28 30 7 8 9 10 1
GDP (ln) GDP per Capita (In)

—— Other national agencies have investment promotion functions
—— No other national agency has investment promotion functions

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure in the left panel presents the percentage share of IPAs that coexist with at least one
national-level entity that also performs investment promotion functions. LAC countries are shown
in red and non-LAC OECD countries are shown in dark gray. The figure on the center and right pan-
els show kernel density estimates of the (natural logarithm of the) GDP (as a proxy for economic
size) and of the (natural logarithm of the) GDP per capita (as a proxy for level of development) of
countries that have more and do not have more than one national-level entity that promote inward
FDI (red and dark gray lines, respectively).

(continued on next page)
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BOX 2.1: ORGANIZATIONAL CHOICES: ONE COUNTRY, ONE IPA? (continued)

FIGURE 2.5 INVESTMENT PROMOTION: VERTICAL
ORGANIZATIONAL FRAGMENTATION ACROSS
GOVERNMENT LEVELS AND COUNTRIES’ SIZE AND
LEVEL OF DEVELOPMENT, 2017

Vertical Fragmentation Size: Level of Development:
GDP GDP per capita
0.254 0.51
23.53% 0.20+ 0.4
No (OECD)
33.33% 0.15+ 0.31
No (LAC)
0.10 0.2
35.29%
YO 0.05 0.1
0 7 T T T T T 0 L T T T T T
22 24 26 28 30 7 8 9 10 "
GDP (ln) GDP per Capita (ln)

—— There are sub-national agencies with investment promotion functions
— There are no sub-national agency with investment promotion functions

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure in the left panel presents the percentage share of IPAs that coexist with at least one
subnational entity that also performs investment promotion functions. LAC countries are shown in
red and non-LAC OECD countries are shown in dark gray. The figure on the center and right pan-
els show kernel density estimates of the (natural logarithm of the) GDP (as a proxy for economic
size) and of the (natural logarithm of the) GDP per capita (as a proxy for level of development) of
countries that have more and do not have more than one national-level entity that promotes inward
FDI (red and dark gray lines, respectively).

The board of directors can potentially play an important role in
an IPA, performing tasks such as appointing the general man-
ager and approving the IPA strategy and targets. In practice, the
role of the board varies significantly from agency to agency: some
are only consultative while others may have important responsi-
bilities. Thus, in about half of LAC IPAs, the board appoints the
CEO or general manager, but this share is much lower in OECD
IPAs (21%) (figure 2.8). As will be shown below (box 2.4), the
board also approves the IPA’s strategy and other planning and
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FIGURE 2.6 INVESTMENT PROMOTION AGENCIES’ BOARDS OF
DIRECTORS, 2017 - BOARD OF DIRECTORS: YES/NO

IPA does not &
have a board (OECD)
20%

IPA has a board

(LAC)
36%
Y
IPA has a board (OECD)
40% T IPA does not have

a board (LAC)
4%

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the percentage share of IPAs with a board of directors. LAC countries are shown
and non-LAC OECD countries are shown in dark gray.

FIGURE 2.7 INVESTMENT PROMOTION AGENCIES’ BOARD OF
DIRECTORS, 2017 — SIZE AND COMPOSITION OF THE
BOARD OF DIRECTORS
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the size and composition of the board of directors by sector of representation for IPAs
that have a board. The horizontal lines represent the regional medians. LAC countries are shown in red and

non-LAC OECD countries are shown in dark gray.
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FIGURE 2.8 APPOINTMENT OF INVESTMENT PROMOTION AGENCIES’
CEOs, 2017
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the percentage share of IPAs according to how the CEO is appointed. LAC countries are
shown in red and non-LAC OECD countries are shown in dark gray.

reporting documents in LAC more frequently than in OECD
countries. Overall, it appears that the board may be playing a
stronger role in agencies that are private or more independent
from the government—indeed, all private and joint public-private
IPAs and most autonomous public IPAs have a board in both
LAC and OECD countries, but this is much less common among
government-run IPAs.

PLANNING AND REPORTING TOOLS

IPAs use several planning and reporting tools, the public avail-
ability of which varies. The majority of IPAs in OECD and LAC
use five main tools: an IPA strategy, targets, business plan, activ-
ity reports, and financial reports, some of which are less fre-
quent in LAC countries (figure 2.9, top panel). For example, only
a minority of LAC IPAs have a business plan. Likewise, about
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FIGURE 2.9 USE OF PLANNING AND REPORTING TOOLS BY
INVESTMENT PROMOTION AGENCIES, 2017

Tool Use
LAC OECD
100% — 100% —
80% — 80% —
60% — 60% |
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20% 20%
% - 0% -
Strategy ~ Targets Business  Activity  Financial Strategy ~ Targets Business  Activity  Financial

plan report report plan report report

Public Availability
LAC OECD

100% — 100% —
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60% — 60% |
40% 40%
20% 20% -
% — 0% -

Strategy ~ Targets Business  Activity  Financial ° Strategy ~ Targets Business  Activity  Financial

plan report report plan report report

B No M Yes W No M Yes

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017). Note: The
figure shows the percentage share of IPAs that state they use a particular tool (top panel) as well as the per-
centage share of agencies using a tool that they also make publicly available (bottom panel). The horizon-
tal lines represent the regional medians. The five planning and reporting tools shown above are all used by
the majority of reporting IPAs in LAC and OECD countries, with the exception of the business plan, which is
used by 85% of OECD IPAs but just 28% of LAC IPAs. LAC countries are shown in red and non-LAC OECD coun-
tries are shown in dark gray.
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one-fifth of LAC IPAs do not appear to use specific targets to
monitor the IPAs performance (Haiti, Guatemala, Uruguay, and
Venezuela), while this is the case for only one OECD IPA (Czech
Republic). Although the majority of IPAs in both regions do not
make these documents publicly available, LAC countries do so
even less than the OECD countries (33% compared to 44%). IPA
financial reports and targets are the type of information most
frequently made public (figure 2.9, bottom panel) and are often
available on the IPAs’ websites. In terms of frequency of planning
and reporting, most plans are made on an annual basis in both
OECD and LAC countries, with LAC agencies tending to revise
their strategies and publish their activity reports more frequently
(figure 2.10). Finally, on average, IPA boards play a more active
role in approving these types of planning documents in LAC than
in OECD countries: 52% of the former reported that the board
approves such documents as compared to 42% in the latter (figure
2.11, bottom panel).

I FIGURE 210 REPORTING FREQUENCY, BY TOOL, 2017
LAC OECD

Financial
report

Activity
report

Business
plan

Targets

Strategy

T T T T 1 T T T
0 20%  40%  60% 80% 100% O 20%  40%  60%

H W Over 3 years B W 2-3 years B H Annually

Every 6 months Less than quarterly
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: LAC countries are shown in red and non-LAC OECD countries are shown in dark gray.
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FIGURE 2.11 APPROVAL AUTHORITIES FOR PLANNING AND
REPORTING DOCUMENTS ACROSS INVESTMENT
PROMOTION AGENCIES, BY TYPE OF DOCUMENT, 2017

All Documents
LAC OECD

MW Board IPA and goverment M Board IPA and goverment
B |PA management Goverment B |PA management Goverment

By Type of Document
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plan report report plan report report
W Board IPA and goverment M Board IPA and goverment
M |PA managment Goverment M IPA managment Goverment

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: These five planning and reporting tools are all used by the majority of reporting IPAs in OECD and LAC,
with the exception of the business plan, which is used by 85% of OECD IPAs but just 28% of LAC IPAs. LAC coun-
tries are shown in red and non-LAC OECD countries are shown in dark gray.
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OFFICES AT HOME AND ABROAD

The median IPA has a single office in the home country (typ-
ically the IPA headquarters) and 5 overseas, 3 of which pro-
mote inward FDI. There are, however, significant differences
both across regions and specific IPAs. While most IPAs have only
one office in their respective home countries, a few of them such
as JETRO and the now-defunct PROMEXICO have 30 or more
regional offices (figure 2.12, top panel). Moreover, IPAs in coun-
tries which higher GDPs typically have larger networks of over-
seas offices, as do older IPAs, which have accumulated these offices
over time. Consistently, OECD IPAs have wider office networks
than those of their LAC counterparts. Thus, whereas the median
LAC IPA has no overseas office, the median OECD IPA has more
than ten such offices. Furthermore, six IPAs have more than 50
overseas offices (all of which are from OECD countries), and 22
IPAs have no overseas presence at all (13 of which are from LAC
countries) (figures 2.12, bottom panel).

FIGURE 212 NUMBER OF OFFICES AT HOME AND ABROAD BY
INVESTMENT PROMOTION AGENCY, 2017

Total Number of Offices at Home
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FIGURE 2.12 NUMBER OF OFFICES AT HOME AND ABROAD BY

INVESTMENT PROMOTION AGENCY, 2017 (continued)

Total Number of Overseas Offices
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the total number of IPAs’ offices both at home (top panel) and abroad (bottom panel),
along with the respective regional medians (horizontal lines). LAC countries are shown in red and non-LAC OECD
countries are shown in dark gray. Dark tones correspond to offices with investment promotion responsibilities.

In addition, IPAs have different ways of setting up and organiz-
ing offices abroad, which depend on factors that include the loca-
tion and forms of cooperation with existing embassies and other
diplomatic units (box 2.2). In particular, LAC IPAs tend to rely
more on sharing arrangements with the diplomatic corpus while
OECD IPAs tend to have their own offices abroad. Given that IPAs
and the diplomatic corps tend to report to different ministries, this
may lead to certain coordination challenges. In general, as will be
discussed in more detail in chapter 4, IPAs often look on consul-
ates and embassies as strategic partners, and more specialized, tar-
geted IPAs tend to cooperate more frequently with these.

IPAs tend to differ in terms of the spatial distribution of their over-
seas offices (figure 2.14), but these offices are generally located
in larger and more developed countries (figure 2.15). In particu-
lar, external offices specifically tasked with investment promotion
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BOX 2.2: ABROAD ALONE? TYPES AND RELATIVE IMPORTANCE OF IPAS’
OVERSEAS OFFICES

IPAs may have a presence abroad in forms other than operating their own overseas
offices: they may operate through offices hosted by, or shared with, other organi-
zations such as diplomatic missions, or they may even operate through individual
consultants without a dedicated physical space. OECD IPAs rely more on their own
offices in host countries than their LAC counterparts, which resort more to alter-
native office-space arrangements. Offices at embassies, shared offices, and other
kinds of arrangements account for virtually all overseas commercial missions for
Barbados, Guatemala, Jamaica, and Mexico, and a large portion thereof in Colombia
and Ecuador (figure 213, left panel).

Unsurprisingly, the geographical distribution of these IPA offices overlaps almost
exactly with that of the respective country’s diplomatic missions. To be more pre-
cise, only exceptionally do IPAs have overseas offices in economies where their
countries have no embassy or consulate. Interestingly, this also holds for a large
number of OECD countries (Moons, 2017).

FIGURE 213 TYPES OF INVESTMENT PROMOTION AGENCIES’
OVERSEAS OFFICES, 2017
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BOX 2.2: ABROAD ALONE? TYPES AND RELATIVE IMPORTANCE OF IPAS’
OVERSEAS OFFICES (continued)

In addition, in some cases, offices serve as regional hubs and accordingly coordinate
and manage the promotional activities not only for the actual host country but also for
others with which that country typically has close economic ties. This scheme is more
predominant among OECD IPAs (figure 213, top panel). London, New York, Tokyo, Beijing,
and Dubai are the cities most frequently chosen by IPAs as regional hubs, in that order.

IPAs with a presence abroad assign different shares of their personnel to their overseas
offices. In some OECD countries such as Denmark, France, and the Netherlands, more
than 50% of the employees are based in these offices. This percentage reaches at least
25% for three LAC countries: Colombia, Ecuador, and Mexico. Finally, employees working
abroad only make up 10% or less of the IPA's total personnel for Spain and, predictably,
in a number of countries whose IPAs only have a few overseas offices, such as Barbados,
Brazil, Estonia, and Latvia (figure 213, bottom panel).

FIGURE 213 TYPES OF INVESTMENT PROMOTION AGENCIES’
OVERSEAS OFFICES, 2017 (continued)
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure in the top panel shows the distribution of the APIs’ overseas offices by type (the
number that appears above the vertical bar corresponds to the number of regional nodes), whereas
the figure in the bottom panel presents the distribution of the APIs’ employees across domestic and
overseas offices for those APIs that have the latter offices and have reported such a distribution. LAC
countries are shown in red and non-LAC OECD countries are shown in dark gray.
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FIGURE 2.14 SPATIAL DISTRIBUTION OF INVESTMENT PROMOTION
AGENCIES’ OVERSEAS OFFICES, 2017
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows maps showing the geographical distribution of IPAs’ overseas offices for IPAs with at

least one office. Offices specifically tasked with investment promotion are colored in darker tones. LAC coun-
tries are shown in red and non-LAC OECD countries are shown in dark gray.
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FIGURE 2.15 SIZE AND DEVELOPMENT LEVEL OF COUNTRIES WITH
INVESTMENT PROMOTION AGENCIES’ OVERSEAS
OFFICES, 2017
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows kernel density estimates of the (natural logarithm of the) GDP (as a proxy for economic
size) and of the (natural logarithm of the) GDP per capita (as a proxy for level of development) of countries
with and without offices of IPAs (red and dark gray lines, respectively)

are more likely to be present in larger, more developed countries
that are closer to the IPA’s country of origin and are connected to it
through a bilateral investment treaty (BIT) (figure 2.16).°

Far from being static, the spatial distribution of IPAs’ overseas
offices changes over time. The opening of these offices has accelerated
substantially in the last few decades. The average IPA opened one
overseas office per year and more countries opened new offices with
time (figures 2.17-2.19). Some agencies may decide to open several
offices in particular years (see e.g., Australia and Colombia in figure
2.20), but the process tends to be gradual. Over time, these develop-
ments have changed the landscape of IPAs’ overseas office networks,

¢ In the case of IPAs whose mandates include export promotion, most of these offices, if not all of them,
also provide export assistance for domestic firms. In these cases, overseas offices are generally responsible for
export promotion but typically only a subset of these offices are actually involved in investment promotion—
those located in countries meeting the criteria mentioned above.
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FIGURE 2.16 SPATIAL DISTRIBUTION OF INVESTMENT PROMOTION
AGENCIES’ OVERSEAS OFFICES AND COUNTRY
CHARACTERISTICS, 2017
Total Number of Investment Promotion Agency Offices across Countries
Country-Specific and Bilateral Factors
IPA country GDP
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Source: Authors' calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the sign of the estimated effects of country-level and bilateral factors on the num-
ber of offices of an IPA (upper panel) and on the number of offices of an IPA specifically tasked with invest-
ment promotion (lower panel) in a given country as estimated with a Poisson model. Factors whose estimated
effects are nonsignificant at the 10% level are reported as having a zero effect.

resulting in an increase in their average number from about three in
the 1960s-1970s to 15 in 2011-2015.

RESOURCES: BUDGET AND PERSONNEL

The median IPA has an annual total budget of US$7 million and
an annual budget for investment promotion of US$3 million but
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FIGURE 217 EVOLUTION OF THE NUMBER OF INVESTMENT
PROMOTION AGENCIES’ OVERSEAS OFFICES
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the total number of overseas offices opened by IPAs every year from 1960 to 2017 (top
panel) and the cumulative number of these overseas offices over the same period (bottom panel).

there are significant differences across agencies (figure 2.21).
While the largest total budget is US$447.8 million, the smallest
is US$0.5 million. LAC agencies tend to have smaller budgets



WHO INVESTMENT PROMOTION AGENCIES ARE 29

FIGURE 218 OPENINGS OF INVESTMENT PROMOTION AGENCIES’
OVERSEAS OFFICES: LAC AND OECD

Median
New
New ) Total Number, Number
. . Total Number, Openings,
Period Openings, . Average per of Offices
. All Countries  Average per
Al Countries Country Opened per
Country

Country
1961-1965 0.2 52.8 0.0 2.6 0.0
1966-1970 0.6 54.4 0.0 2.7 0.0
19711975 1.4 60.8 0.1 3.0 0.0
1976-1980 0.8 66.2 0.0 3.3 0.0
1981-1985 1.0 68.6 0.1 3.4 0.0
1986-1990 1.6 77.0 0.1 3.9 0.0
1991-1995 7.6 106.4 0.4 5.3 0.0
1996-2000 3.2 129.4 0.2 6.5 0.0
2001-2005 1.6 137.4 0.1 6.9 0.0
2006-2010 12.0 175.8 0.6 8.8 0.8
2011-2015 18.6 298.6 0.9 14.9 6.6

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The table presents the total number of offices opened overseas, their cumulative number, the average
number opened per country, the cumulative number per country, and the median number across countries,
in all cases averaged over the respective five-year period identified in the first column and for countries with
at least one overseas office.

than their OECD counterparts: the median IPA in LAC has a total
budget of US$5 million while the OECD median is over twice as
high—US$13.9 million.” To put these numbers into perspective,
the largest IPA in the OECD area has a budget equivalent to 4.6%
of Nicaraguas GDP or 3.7% of Jamaica’s. On the other hand, the
median OECD IPAs budget accounts for less than 1% of inward
FDI flows into OECD countries. The median IPA employees 100
staff, 32 of whom work on investment promotion. Some agen-
cies have nearly 2,000 staff focusing on this area while others have
just one person doing so. The median number of investment pro-

7 The investment promotion budget of the median LAC IPA is US$ 1.3 million whereas that of the median
OECD IPA is more than four times larger—US$ 5.5 million.
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FIGURE 2.19 SPATIAL DISTRIBUTION OF OVERSEAS OFFICES OVER
TIME: LAC AND OECD

1960s 1970s

1980s 1990s

Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows world maps showing the IPAs’ overseas office networks in different decades. Some
overseas offices may correspond to predecessor agencies (e.g., Barbados). LAC countries are shown in red and
non-LAC OECD countries are shown in dark gray.

motion staft is 20 in LAC IPAs and 41 in OECD IPAs, which once
again highlights the fact that the former are smaller.

Larger and more developed countries tend to have larger IPAs
(figure 2.22). While some countries may have larger or smaller
agencies in terms of personnel and budget than implied by the size
of their economy or per-capita income (those that are above or
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FIGURE 2.20 OPENING OF INVESTMENT PROMOTION AGENCIES’
OVERSEAS OFFICES: SELECTED COUNTRIES
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the annual evolution of the Australian and Colombian IPAs’ overseas office networks.
In the case of Australia, some overseas offices may correspond to predecessor agencies. Colombia, a LAC
country, is shown in red and Australia, an OECD country, is shown in dark gray.

below the dotted line in figure 2.22, respectively), generally speak-
ing, the size and per-capita income of the country is positively
associated with the size of the IPA.
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FIGURE 2.21 INVESTMENT PROMOTION AGENCIES’ BUDGETS AND

PERSONNEL, 2016
Budget: Overall Distribution
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figures include a histogram of the distribution of IPA total budget and the respective kernel density
estimate (top panel) and each agency'’s total budget and the respective share of this assigned to investment
promotion (bottom panel). In the histogram, the x-axis measures the agencies’ budget and the y-axis mea-
sures the percentage of agencies. No data on the share of budget devoted to investment promotion is avail-
able for Colombia, Guyana and Peru. The horizontal lines represent the regional medians. LAC countries are
shown in red and non-LAC OECD countries are shown in dark gray.

(continued on next page)
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FIGURE 2.21 INVESTMENT PROMOTION AGENCIES’ BUDGETS AND
PERSONNEL, 2016 (continued)

Personnel: Overall Distribution
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figures include a histogram of the distribution of IPAs’ total number of employees and the respec-
tive kernel density estimate (left) and each agency’s total number of employees with the respective share
of these assigned to investment promotion (right). In the histogram the x-axis measures the agencies’ total
number of employees and the y-axis measures the percentage of agencies. The horizontal lines represent
the regional medians. LAC countries are shown in red and non-LAC OECD countries are shown in dark gray.
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FIGURE 2.22.A INVESTMENT PROMOTION AGENCY BUDGETS AND
COUNTRY SIZE AND LEVEL OF DEVELOPMENT, 2016

Size: GDP Level of Development: GDP per Capita
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FIGURE 2.22.B INVESTMENT PROMOTION AGENCY PERSONNEL AND
COUNTRY SIZE AND LEVEL OF DEVELOPMENT, 2016
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figures in the top panel are scatter plots showing the relationship between the (natural logarithm
of) countries’ GDP and GDP per capita (x-axis) and the (natural logarithm of) IPAs’ total number of employ-
ees (y-axis) (left and right panels, respectively). The figures in the bottom panel are scatter plots showing the
relationship between the (natural logarithm of the) countries’ GDP and GDP per capita (x-axis) and the (nat-
ural logarithm of) IPAs’ total budget (y-axis) (left and right panels, respectively). LAC countries are shown in
red and non-LAC OECD countries are shown in dark gray.
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Most IPAs rely primarily on financial resources directly assigned
by the public sector and apply alarge fraction of these resources to
personnel and consultancy expenses (figure 2.23). Generally, the
share of public sources in IPAs’ budgets is lower in LAC countries
than in OECD countries (70% compared to 98%, respectively) as
more LAC IPAs earn an income from their own assets, interna-
tional organizations and other sources. For example, Honduras’s
IPA earns income on its assets and endowments, and Costa Rica’s
IPA finances 30% of its budget from private sources, including by

FIGURE 2.23 SOURCES AND USES OF INVESTMENT PROMOTION
AGENCIES’ BUDGETS, 2016

Sources: Public, Private, and Other
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(continued on next page)
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FIGURE 2.23 SOURCES AND USES OF INVESTMENT PROMOTION
AGENCIES’ BUDGETS, 2016 (continued)

Use: Personnel
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the sources (public, private, and other) and uses (personnel and other) of IPAs’ total
budgets (top and bottom panels, respectively). LAC countries are shown in red and non-LAC OECD countries
are shown in dark gray.

charging domestic companies for inclusion in its register of local
suppliers. In terms of budget use, about half of agencies’ budgets
go toward personnel costs in both regions.®

This highlights that human resources are one of IPAs’ most val-
ued assets. The quality of human resources is, in turn, determined
by the staff’s level of education and previous experience, among
other factors. In general, IPA staff are highly educated and, to a

® Some countries also spend a relatively high share of their budgets on operational expenditure, which
includes travel and promotional materials (e.g., Brazil, Guyana, El Salvador).
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large extent, have relevant work experience. More than 97.5%
of median IPAs personnel hold undergraduate or postgraduate
degrees and one-third of its personnel has previous private-sector
experience (figure 2.24).

All the same, IPAs show substantial differences in their inter-
nal structures and the distribution of their personnel across
functional positions. Notably, LAC IPAs have significantly larger
shares of managerial and administrative positions and lower
shares of professional positions relative to their OECD counter-
parts (figure 2.25), which may affect how these agencies operate.

FIGURE 2.24 PERSONNEL PROFILE OF INVESTMENT PROMOTION
AGENCIES, 2016

Education: Finished Higher Education
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(continued on next page)
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FIGURE 2.24 PERSONNEL PROFILE OF INVESTMENT PROMOTION
AGENClES, 2016 (continued)

Previous Experience: Private Sector
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the distribution of IPAs’ total number of employees by level of education (completed
superior education vs. rest) and previous experience (private sector vs. rest) (top and bottom panels, respec-
tively). LAC countries are shown in red and non-LAC OECD countries are shown in dark gray.

Several IPAs pay higher wages than the relevant public-sector
(and even market) comparison. This is the case for managerial
positions in OECD IPAs and for professional and administrative
positions and nonpayroll employees in LAC IPAs (figure 2.26).
When analyzed together with the previous figure, this suggests
that there are relatively fewer investment officers in LAC IPAs but
that these are better paid.

Finally, both the financial and human resources that IPAs draw
on to carry out their functions fluctuate over time. In particu-
lar, some the resource base of some LAC IPAs varies greatly over
time as measured by the coefficient of variation (i.e., the ratio of
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FIGURE 2.25 INTERNAL STRUCTURE OF INVESTMENT PROMOTION
AGENCIES BASED ON PERSONNEL FUNCTIONS, 2016
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the distribution of the total number of employees by position for the median IPA
in LAC countries (left panel) and non-LAC OECD countries (right panel). LAC countries are shown in red and
non-LAC OECD countries are shown in dark gray.

FIGURE 2.26 PERSONNEL REMUNERATION AT INVESTMENT
PROMOTION AGENCIES, 2016
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).
Note: The figure shows the percentage share of IPAs that pay wages above that of the relevant market/
public-sector comparison by personnel function in LAC countries (left panel) and in non-LAC OECD countries
(right panel). LAC countries are shown in red and non-LAC OECD countries are shown in dark gray.
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standard deviation to the average) of the agency’s total budget
and personnel over the past five years (e.g., Ecuador, Guatemala,
Jamaica, Trinidad and Tobago, and Venezuela). This is also the
case in some OECD IPAs (e.g., Estonia, New Zealand, Slovenia,
and Sweden). When combined with the relatively high rate of
staff turnover in some agencies every year, this varying resource
base may pose significant management challenges.

OVERALL SIZE

By way of summary, there is a large dispersion in IPAs’ overall sizes,
but these tend to be greater when they belong to larger, developed
countries (figure 2.27). As was discussed above, IPAs differ signifi-
cantly in terms of the financial and human resources available to
them and the extent of their presence abroad. These aspects can be
combined into a single overall size index (see box 2.3). This index
highlights how IPAs differ in terms of the resources they can access
to carry out their functions. Broadly speaking, in keeping with the
relationship between IPAs’ overall sizes and the size and level of
development of the country they belong to, OECD IPAs are substan-
tially larger than their LAC counterparts. Specifically, the IPAs of the
United Kingdom, France, Australia, Korea, and Japan are the larg-
est, while those of Haiti, Trinidad and Tobago, Honduras, Venezuela,
and Paraguay are among the smallest. The largest LAC IPAs are those
of Colombia, Mexico, Ecuador, and Brazil (figure 2.27).

INSTITUTIONAL INDEPENDENCE

Furthermore, as reflected in this chapter, there are multiple
institutional differences among IPAs. Agencies vary in terms of
their legal statuses, reporting schemes, funding sources, the role
and composition of their boards of directors, and their freedom
to set and pay wages. As a result, IPAs display different degrees
of institutional independence. Those IPAs which (i) are private
agencies; (ii) rely more on nonpublic resources; (iii) have a board
of directors with a higher share of seats in hands of the private
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FIGURE 2.27 INVESTMENT PROMOTION AGENCIES’ OVERALL
SIZE INDEX AND COUNTRIES’ SIZE AND LEVEL OF
DEVELOPMENT, 2016
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure in the top panel presents the OSI for each IPA for which this could be computed, based on
reported data on relevant variables along with regional medians. The OSl is a simple average of the relative
size of IPAs’ budgets, personnel, and networks of overseas offices. The figures in the bottom panel show the
relationship between this index and the (natural logarithm of) countries’ GDP and GDP per capita (x-axis). LAC
countries are shown in red and non-LAC OECD countries are shown in dark gray.
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BOX 2.3: THE OVERALL SIZE INDEX (0SI)

IPA size can be proxied by the amount of budgetary resources each IPA has at its
disposal, the number of employees it can deploy to carry out its activities, and the
geographical spread of its presence abroad through overseas offices. While these
different aspects of size are correlated with each other, this correlation is far from
perfect. Thus, a given two IPAs may have exactly the same budget and the same
numbers of personnel but one of the two may have overseas offices in more coun-
tries than the other. Similarly, two IPAs may have the same number of overseas
offices (for instance, zero) but their financial means and human resources may be
completely different. The overall size index (0SI) combines these three dimensions
into a single, comprehensive measure of size to consistently identify the largest
and smallest IPAs. Formally, the OSI is defined as follows:

OSI—(/) Budget Personnel Offices 100
3/|Budget"™ ~ Personnel”™  Offices"™

where Max refers to the maximum value taken by the variable in question (i.e., bud-
get, number of employees, and number of overseas offices) across IPAs. The index
thus varies from 0 (smallest) to 100 (largest).

sector and the capacity to appoint the CEO or general manager
to which the agency directly reports; and (iv) can pay salaries
aligned with market levels instead of observing rigid generic pay-
ment schemes, can be considered, in principle, to be less subject
to political cycles and thus more able to accomplish their func-
tions independently. IPAs can thus be described through an
institutional independence index (III) that summarizes their dif-
ferences in terms of the factors described above. In this regard,
LAC IPAs tend to be more institutionally independent than their
OECD counterparts (figure 2.28).

IPAs tend to be more institutionally independent in countries
where government effectiveness is lower (figure 2.29). In coun-
tries with solid institutions and a well-functioning public sector,
IPAs may not need to be highly independent to perform well, but
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FIGURE 2.28 INSTITUTIONAL INDEPENDENCE INDEX OF INVESTMENT
PROMOTION AGENCIES, 2017
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Source: Authors’ calculations based on IDB/OECD Survey of Investment Promotion Agencies (2017).

Note: The figure shows the institutional independence index for each IPA for which this could be computed,
based on reported data on relevant variables along with the regional medians. The institutional indepen-
dence index is a simple average of a set of binary variables capturing legal status, reporting scheme, budget
sources, composition and responsibilities of the board of directors, and contractual freedom. The index var-
ies from 0 (least independence) to 1 (maximum independence). LAC countries are shown in red and non-LAC
OECD countries are shown in dark gray.

this independence may become critical to their being able to suc-
cessfully carry out their functions in less favorable institutional
contexts. This independence can hardly be expected to compen-
sate for severe institutional weakness, though.
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BOX 2.4: THE INSTITUTIONAL INDEPENDENCE INDEX (111)

By their very nature, summary indices are approximative and do not necessar-
ily reflect the full extent of multidimensional differences across whatever entities
are being compared. When it comes to IPAs, this is the case with an organization’s
internal culture, for instance. Nevertheless, such indices are a useful departure
point for cross-country comparisons and can facilitate an understanding of the
role played by relevant underlying factors in shaping entities’ effectiveness in per-
forming their functions—in this case, IPAs’ ability to attract investment (which is
explored in chapter 5).

The institutional independence index (Ill) captures differences in several major
institutional dimensions across IPAs, namely their legal status, reporting schemes,
budget sources, the composition and responsibilities of the board of directors, and
contractual freedom. IPAs that are private, rely less on public funding, have a board
with nonpublic sector representation that can appoint managers and approve
strategies, and have more freedom to set their wage policies score higher on the
I1l. Formally, the Il is defined as follows:

= (%)(LS—&-Budget""’ +Board" + R+ SA+ ARM + WF)

where LS is a binary indicator that takes the value of 1 if the IPA is a private entity
and 0 otherwise; Budget"? is the share of nonpublic sources in the IPA's budget;
Board"? is the share of nonpublic members on the IPA’s board; R is a binary indi-
cator that takes the value of 1 if the IPA reports to the board and 0 otherwise; SA
is a binary indicator that takes the value of 1 if the 