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The Basque Country Competitiveness Report 2019 is available online and in PDF. To
read the full report and download the graphics please click here:

Furthermore, updates of the different indicators presented in the Competitiveness
Report can be consulted in real time via the Competitiveness Observatory. Analyses
and related work can also be found. To access the observatory please click here:
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The Basque Country is a territory that is open and interconnected with the world,
and which has achieved a considerable level of wellbeing. Our environment has be-
come a place of uncertainty and profound transformation, which is changing quickly.
There are threats which may bring into doubt our level of competitiveness and well-
being, but there are also opportunities which we must leverage to improve our fu-
ture situation. A short-sighted dynamic could lead us to react to each challenge
individually, overlooking the relationship between them and the need to seek sus-
tainable systemic solutions.

Positioning ourselves in response to this reality is our individual responsibility and
requires a level of complex, yet necessary, cooperation. As a research institute,
Orkestra seeks to provide rigorous, data-based analyses to support making these de-
cisions with the best information possible. Consistent with our mission, the Compet-
itiveness Report is an assessment of the situation with regard to the factors affect-
ing the competitiveness and wellbeing of the Basque Country. It has been published
since the institute was created in 2006.

Beyond the periodic assessment, there are spheres and trends which require in-
depth analysis. One of these spheres is based on the premise that territories which
have skilled people are more competitive and achieve higher levels of wellbeing. In
line with this, as a new feature this year, the Competitiveness Report for 2019 in-
cludes a topic-specific report on skills as a resource, both individual and collective,
with which we must equip ourselves in upcoming years.

The debate around skills is a complex one, affecting individuals, firms, societal stake-
holders, the education sector, public decision-makers and society as a whole. The
Competitiveness Report 2019 Are skills the panacea? deals with this debate and pro-
vides analyses that help to tackle the structural changes on the way.

With these two reports, Orkestra seeks to serve as an agent of change, using re-
search to make the Basque Country more competitive and boost socioeconomic de-
velopment, thus fostering wellbeing among its citizens. Our commitment is to con-
tinue generating knowledge to tackle the challenges in our territory and contribute to
the overall debate around competitiveness and socioeconomic development.

Lastly, | would like to highlight the work and commitment of everyone who forms
part of and works with Orkestra. The institute would not be possible without our



sponsors, who accompany and support us, and provide support for this open initia-
tive, which works for our society. We hope to live up to the trust placed in our efforts
by socio-economic stakeholders and Basque society in general.

Ivan Martén Uliarte

Chairman

Orkestra-Basque Institute of Competitiveness
Deusto Foundation
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The Basque Country Competitiveness Report 2019 was produced with funding from
SPRI, the Basque Business Development Agency, which reports to the Basque Gov-
ernment.

The Competitiveness Analysis has been prepared by a group of people’ coordinated
by Susana Franco. The entire Orkestra team was also involved in a variety of ways,?
and we thank them for their collaboration throughout the entire process. We would
also like extend our thanks for the contributions of the members of the Board of Di-
rectors and the Advisory Board, as well as Orkestra’s sponsor institutions.

Calculation of the variables that form part of the Basque Country Competitiveness
Observatory, on which this report is based, as well as preparation of other analyses
in the same, was possible thanks to data provided by Eustat by means of purposeful
and impartial exploitation of its databases at Orkestra’'s request. Our sincere thanks
to Eustat for all the assistance provided. We also thank Sabi-Informa for its collabora-
tion in providing data for other analyses in the report.

In addition, we would like to extend our thanks for the involvement of all the stake-
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the various projects carried by Orkestra in recent years.

Orkestra assumes full responsibility for any errors or omissions in the content of this
report.
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letier, Angélica Marfa Rodriguez, Eduardo Sisti, Rakel Vazquez, James Wilson and Agustin Zubillaga.
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The majority of the final outcome indicators for the Basque Country, both eco-
nomic and social, have improved, and generally speaking, the region remains in
a favourable position. This suggests the existence of a balanced model of so-
cioeconomic competitiveness in line with what is referred to as ‘competitive-
ness in solidarity’.

The Basque Country faces a major challenge related to unemployment, espe-
cially among the youngest segment of the population and those over the age of
55. To this we may add that in aspects such as temporary and part-time work,
the quality of new employment contracts has not improved significantly with the
recovery from the crisis.

In determinants of competitiveness, the Basque Country is in a good position
with regard to business environment indicators thanks to strong institutional
quality, policies and strategies implemented, and individual training and educa-
tion levels, among other aspects.

In terms of firm performance, productivity and cost indicators show positive
results. When looking at the financial aspect, firms have shown themselves to
be risk-averse, they have continued to reduce their debt level and consolidate
their equity. In innovation, they show relative strength in technological innova-
tion (primarily process innovation), and weakness in non-technological inno-
vation (organisational and marketing) as well as in the combination of the two
types of innovation. Despite modest results in some innovation indicators, the
strong performance of the Basque Country in the sales of new products indi-
cator is noteworthy. We have also observed that there is a core group of firms,
particularly industrial and larger firms, that engage in significant innovation ac-
tivity.

The last year saw a consolidation of internationalisation among Basque
firms, with positive growth in their export levels, and an increase in both the av-
erage value of exports and the percentage of regular exporters. There has, how-
ever, been a decline in the number of exporters.
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® There are several global trends (ageing, digitisation and automation of produc-

tion processes, climate change, etc.) which pose serious challenges for main-
taining and improving levels of wellbeing. To this must be added the fact that
the primarily socio-political uncertainties - which nonetheless have an unde-
niable economic dimension and impact - of which the last competitiveness re-
port warned, have not only been confirmed, but have even been accentuated.
These include the greater likelihood that Brexit will take place and the possibility
that no agreement will be made in this regard; the expansion of the trade wars
initiated by Trump into other spheres such as foreign exchange and technology;
and the instability in Latin America (Argentina, Brazil, Venezuela, Colombia, etc.).
For this reason, more than ever, proactive policies are needed that foster adapt-
ability, new pathways and the diversification of the economic structure.

Taking advantage of the healthy financial situation and positive financial lever-
age of firms, we should continue moving forward on driving innovation, es-
pecially in such areas as the education and training of workers and improve-
ments in the skill level of their positions, continue with restoring job quality,
increase R&D and innovation activity at firms (especially non-technological), and
consolidate the internationalisation of Basque business, both in the number of
exporters and the volume of their exports.



Analysing territorial competitiveness is important in order to identify and implement
the most suitable policies to support socioeconomic development. Although it is
firms and not territories which compete in global markets, the countries, regions and
cities or towns where they are located supply many of the elements which influence
their ability to compete. In fact, it is interaction between firms and their environment
that generates innovation, wealth and, ultimately, wellbeing.® The aim of this com-
petitiveness analysis of the Basque Country is to understand what determines the ef-
fectiveness of the firms located in the region to compete and generate economic and
social value. Therefore, competitiveness is not an end to itself, but a means of gen-
erating wellbeing among the population and a key lever to achieve the Sustainable
Development Goals set by the United Nations and adopted by the Basque Govern-
ment.*

The combination of the most important elements, both social and economic, is
shown in lllustration 1, within the competitiveness framework which provides the
structure for this competitiveness analysis. As we can see from the illustration, this
framework is divided into four levels indicating the different factors which determine
the territory's competitive performance.

At the top are the outcome indicators, which include the overall goals to be
achieved in terms of citizen wellbeing. They include economic indicators, such as per
capita income, as well as other, broader elements related to social cohesion.

Below this are the intermediate performance indicators. While these are not the
overall goals to be achieved by the region, they are important to achieving the final
outcomes. They comprise indicators related to employment, productivity, innovation
and foreign trade.

The third level is made up of the determinants of competitiveness, in other words,
the elements that impact the results for the two previous levels. This level is particu-
larly important because it is where policies can have a more obvious impact. The de-
terminants are divided into three categories: firm performance, territory and cluster

For a selection of recent analyses of these relationships, see Huggins, R. and Thompson, P. (Eds) (2017).
Handbook of Regions and Competitiveness: Contemporary Theories and Perspectives on Economic Development.
Cheltenham, UK: Edward Elgar.

See: Basque Government (2018). Agenda Euskadi Basque Country 2030.



Final
competitiveness
outcomes can
produce a virtuous
circle, feeding
both intermediate
output indicators
and determinants
of competitiveness

specialisation, and quality of the business environment. This last category comprises
aspects relating to three of the axes on the Porter Diamond (1990)°: the quality of the

territory's ‘factors’ of production, the existing ‘demand’ and the ‘context for firm strat-

egy and rivalry'.

Framework for regional competitiveness

Growth and wellbeing

Outcome indicators
Levers of growth
(productivity, employment,
innovation, etc.) Intermediate performance

indicators
Firms “Determinants of  TRLCEEULELL

Stakeholders (Performance) competitiveness (@VNE)
and environment \ /

Quality of
business

environment

Given attributes Endowments

(Location, Natural Resources,
Institutions, etc.)

Compiled by authors.

And lastly, at the base of the framework, endowments refer to certain character-
istics of the territory that have an impact on competitiveness, but which are more
or less given, at least in the medium term (location of the territory, natural re-
sources, size of the region, institutions, etc.). As these characteristics have been
analysed in previous reports, they are not included in this report.

Beginning this year, the competitiveness framework explicitly includes an ele-
ment which was implicit in previous years: despite being presented as a hier-
archy, with lower levels that impact higher ones, the final competitiveness out-
comes can produce a virtuous circle, feeding both intermediate performance
indicators and determinants of competitiveness, given that, for example, the
greater the wellbeing of those who live in a territory, the more they will be in a
position to contribute to the competitiveness of firms and the more attractive the
territory will be to both talent and capital. More wealth and earnings can also be
allocated to public support programmes for R&D.

The report is arranged in sections and subsections organised according to the
logic of this framework. At the start of each section (or subsection), there will be

Porter, M. E. (1990) The Competitive Advantage of Nations. London: The Macmillan Press.



a table showing the relative position of the Basque Country in comparison with:
all 218 regions of the European Union (EU-28); the group made up of the Basque
Country and 30 comparable regions with similar structural characteristics; and
the 19 Spanish autonomous communities and cities. As we indicated in the 2018
Basque Country Competitiveness Report, the comparable regions have been
identified using a methodology which is based on elements found at the base of
the analytical framework and among the components of specialisation. Without
necessarily being good or bad per se, they influence intermediate performance
and final outcomes. They are also difficult to change in the short term, as they
are natural characteristics or the result of long historical processes. Therefore, if
the aim is to assess the results obtained by indicator and compare with regions
whose knowledge may be transferrable, it makes sense to compare ourselves
with regions that have similar characteristics.

These tables will show both the position of the Basque Country in the last year
for which there are data at the regional level in Europe and the change in com-
parison with the previous year. The tables contain bubble charts, which show the
regions positioned from worst to best, from left to right, with the largest bubble
marking the position of the Basque Country. The values of the regions are rep-
resented in a line that shows its concentration. Therefore, a number of bubbles
close together indicates that there may be a difference in the ranking, but the val-
ues for that indicator are very similar.

Although regions are the main focus of comparison, being considered more ap-
propriate than countries (as national averages do not reveal territorial differences
and regional competitiveness levels differ from those of countries), they have a
couple of disadvantages: (i) there are no regionalised data published for certain
indicators (for example, export data), and (ii) there is a greater delay in the most
recent year available in the statistics published by Eurostat. For this reason, in
some cases, for the comparative analysis of the Basque Country, we have used
national data published by Eurostat (for Spain, Germany and the EU-28 group),
and Eustat (Basque Statistics Office) data for the Basque Country, provided that
they are available and calculated using a methodology comparable to that utilised
by Eurostat. In addition to making it possible to learn about a more recent year,
this also provides the opportunity to analyse evolving trends somewhat longer
than the change occurring in the last year, which is the trend analysis that has
taken priority in regional comparison.

As a summary, Table 1 shows the most recent value available for the Basque
Country for each of the indicators analysed in the report, as well as the values for
Spain, Germany, EU-28 and, when they are available, those for the comparable re-
gions. Additionally, Table 2 includes the position occupied by the Basque Coun-
try in the comparative rankings with European, comparable and Spanish regions.
Given the abovementioned delay in the availability of regional data, the years of
comparison in this table will in some cases be earlier than those in Table 1. The
analysis of these data will be broken down in subsequent sections.



(sJoren

9v8 6L — 6€8  €7L 9l07,  — — — — OLL LLOZ oy er0) 9) sNPoId pASUBLPUN SJES
. . o . . o o _ o . (swiy
O¢ 86 Vs '8 910¢ 98 £10¢ [101 9) S1dNpOoJd 13XJBW-03-MaU S3|es
. . _ . . o _ o o . (suy
oLl S6 VL 0L 9107 SOL LI0T |p10y o5) s19npoud WII-01-M3U S3|eS
098 L08 — L8 S8 9l0o¢ — — - — 608 /107 (suuy 103 9) S1onpoad paSueypun sajes
6'¢S €99 8'/S L'€S 045 Ll0C| V€S LS 8'LS €es  ¥09  8loc (suonediignd 9) LO Ul suoiedlignd
‘ . . . . , . , , , sjuey
0et'c  €9€C (A4 8Gl'Cc 18EC LlOT| 88cC lCET 89G'C ev0'c  09¢'Cc  8l0¢ -|geyul uolfjiu Jad (Sop) suoliedlignd
96/8 9€Sl 'S0 ¥'66E  €90C VlOC| O0¥/8 €¢SL SOLy €¢or LTl SloC Syuelqeyur uoljjiur 1ad syuaied | Dd
. . o . . . . o . . (3 'spues
£99 [ €89 LS9 Ll0C) 1’89 8'7S €69 0/9 8l0¢ “noup) sakoidws ad npnpoud sseddy
. . . . . . . o . . (ddd ‘spuesnouyy)
€69 799 1’59 's9 §'88 LlOC| COL 8'99 7'99 06 8l0¢ safojdwa Jad Ayanonpold usieddy
. . - . . } ; o . } (ddo %) 1usun
Sl L'e LT LY 9l0C, ¢ S S'¢ 9¢ L10C _sopy) 1oJIp USI3J0) JO MOl PleMINg
S0 9l — e 8¢C 9l0C, 60 Sl - 8L 9¢ L10¢ (das %)
JUSWIISIAU| 103JIp UZI2J0) JO MO} pJemu|
0cel  0€sl — 8'¢cEl  ¥9clL Llog| L'LgEL 1'8SL — oorlL L'SEL  8l0¢C (001=2007) sHodx3
LSO 6L0 S¥0 4] 6¢0 9l0C¢ LSO SE0 L70 €0 LE0  L1l0C ('dod [e301 95) UOIRISIUI DU BAIIR[SY
0'€ 06 — €S ¥6 LlOC| LT L' — €0'S 058 8l0C (dod3uiliom 9)>Iom suli-Led Alejun|ondl
A . N A . . . \ . . (seakoidws |p10)
6CL L'9¢ eyl Stc LL0C 0S¢CL  089¢ 0CrL  S8'SC 8LOC oy 150 nu0d Aesodwal yum seakodw3
. . o . . . . - . . (dod 3upjiom
8'S el AN €6 LlLOC, LS 60L €Ll 6'8 8L0¢ 06) U1 Ajluuey Ul 5J10M pue pakojdula-§as
g9 €8 9l g9l ¥0z [l0Z| €9  Lve  TSL TSI 66l 8L0C (yc-g), pose
9210J "qe| %) 21k uawAojdwaun Yinoa
L'e L L 9L gLl Zl0¢ ve €Sl 99 89 €0l  8l0c (0AGL <32104 qe| %) Sled JuswAoiduiaun
. . . . . ; _ . . . (r9-S1
9LL 6'GS JASY) ¥'C9 0¢9 LloC Lt 0'£S 9'99 €'¢e9 0€9  8l0¢ page dod o) 3184 JUsWAC|dWS 3jewa
€SL €19 L'69 9'/9 759  L10C, 09L 979 9'0L 9'89 L99 8l0¢ (¥9-G1 pade "dod 9) a3eJ JuswAho|dwi3
9v 99 — 4 0s 9l0c, Sv 99 - 'S 'S L10¢ (02s/08s) Alljenbau
. . o . . . ) - . . (%) sasuad
00¢€ L'8€ 7'9€ 8/l 9l0C¢| €6¢ 99¢ 8'ce V2L L10T g leUBUL paipadxaun 3de) 03 Ajigeul
¢Sl /pESL — LES'9L 729l 9107 057l 80G'GL — 606'9L 966'0C /10T (ddd) awodul ue|pawl JusjeAnb3
S9l g'ee orl €Ll 06 9log| L9l 9'lc Syl 691 L'6 L10¢ ("dod [e101 9p) 3104 A11sA0d JO YSIY
€9 vEl S0l 601l l'6  LlOZ] 65 Szl 00l S0l /8 8lo¢ (vz-S| pa8e "dod %) 21eJ 133N
9L L'L 8¢ v'E SS  Llogl vl 79 7'C 0¢ LY 810¢ (92404 "qe] %) JusWAodWaUN WJS3-8U0T]
. ; ; : . . . : . / (ddd)
LLENT €egsl 9eL'LL S¥S'9L 00L'0C SlOC| 08F'lc €lgql 818'LL  ¢SS9lL 00L'0C 9l0¢C edes Jad awWodUl 2jqesodsip ployssnoH
CeEL'/E 079/ 9/6'8C  000'0£ L9E'/E /10T 9S6'LE 861'SC — GE6'0E 889'8€  810¢ (ddd) euded Jad 4ao
‘8au . Anunop ‘82l . Knunoy
Auewusp ujeds aiqesedwoy 82N3 Gnbseg “22A Auewsn ujeds aiqesedwoy 823 anbseg “2°A J—

940j3q Jeal |

Juadal ISON

uoneAouU|

AIAdNpold

uones
-l|leuoIPUIRIU|

uoneJdiw 19N

3dUewIo)
-J1ad 21e1p
uswAojdwa | -awiaiu|

SowIodINQO

sJoledlpul mmwcw>_u_uwQEOu J0J sen|eA



(‘dodeoy)

8v. 005 £'89 8/5 08y [l0Z L9  O€S £'69 665 0TS 807 gaceipind sujuo syew ouw SiempinpU
[16 0€8  SS8 €V8 088 (10, €06 098 L83  8S8 006  BLOT o g sseone pUeapeosd Ui Spoaoenor
. . . , . . . . . . {suoneongnd o)
€TS 267 b1y 8L 06l Ll0Z| [0S 067 60 SBE 9L BLOT Lopeindoos Ansnpul Ui SUORESIGNG
) : ) ) ) ) : : : : (SUONesI[aNd %) Uoh
L1S 005 1'ZS [TS 875 L10Z, 6€S SIS 85 SSS 675 807 5150000 eUoREIBII LM SUOREMANg
67 61 = v0Z 18l 9l0c, 20t 0C1L = 90¢ S8l __Z10¢C (ddD %) 2unpusdxa '8y [e101
¥9L €Ll 8El GEl 861 9107] 89l 9Ll = 661 ¢0C¢___£10C____(uawkoidwa %) 2uuosiad 0’y [e10L
€60 S50 690 S0 9107| €60 _ 50 = 890 _9v0_ Zl0C (dD %) 2.mIpuadxs Qg JlIANd
190050 550 850 850 9107|290 150 = 650 650 /107 (UswAojdws %) [pUU0SIad gy Jllqnd
. . . . ; . . . . . (79-G¢ pade "dod 9) uon
8 6%6 56l 60l  TEL [l0Z] T8 SOl LEL ULl L0 BU0T ynns Sununuos ur peljoius Lonamdod
€y TSy LES 96y vSS 9107 Tvr LSy 8 967 T8S  LI0T s suuien pub Gohesos [eUsIeIO
990 8zl €60 €80 151 /107|990 671 60 ¥80 151 8107 (%) Xapul UoiesIenbIang
S8z 90y Ole  SOE LSy 9107 Ler LTy 9UE  SOE 0LV LI0Z god o) siuapms uonesnbe £y
W9 5¢
598 1'6G L9L S/ TLL o Ll0Z) 998 709 96/ '8/ 8'LL 8l0z pase 'dod g) uonednps Aieiay Jo Atep
-Uu0d3s Jaddn yum 9-Gz pase uonendod
89¢  9SL iz Uz 8L L107] T4 09 610 91T U6l 80T 4ouaps ut pafoidiue camiaser vy
pOv  6SE Ty 00y LZE Ll0T, L0V 8SE LTy €0V LLE 8L0T m>_mc8c_.mmom_%ﬁcﬁﬁﬁwwmww
. . A . . . . . . . (JUSWAC|dWS 0p) SULINPDEJNUBL Do)
86 R 95 85 18 L0766 L'y 9'G 85 S8 80T g umpow pue LBl Ul uswAoldwg
$79 565 = 179 685 /107| 1'€9 165 = 579 985 8107 (96) 1500 IN0ge| 1N
[ly _ cee = T9E  [8E [107| Ot LcE = /e __£6e  8l0C (3 puesno)sakodus ad s1500 noge|
. . . . . (U=A0UIN] 9p)
gl 80 - cl 91l 910¢ o o o o 9l £10¢ Q\_DtUCQQXQ gy |euldalXa pue |eulaiu|
80 €0 — S0 S0 910¢ — — — — 0 £10¢ (J3A0UIN] 95) 2JNpUadXa AUdUIYdBN
L'e 'l — 0¢ [ 910¢ — — — - 4 £10¢ (Jar0uIN %) aJnpuadxa UoNeAOUU
. . . . . SollJunod N3 JoYylo Yyim
8t Ve o s L9 9l0c o - o o el L10C yopenouur Ul s1es9d00d 1eU) mcﬁc u_w %
L'0L (A — 8¢l '€l 910¢ — — — - 1 £L10C uopeAouUl Uy 1eJadood 1eyl mc%fo %
A . A . . UONeAoUUT [e3r50[ouy)d
TS YLE — 705 958 9l07, — — — —  86E L1071 00 pue eoSoloutons E_L mct_u__ u_oﬂ_x
1€ 95l = 622__€ll_9107]  — = = — 11 L0e Lo[eAOULI SUNSSLIeW LM SULI 4O %
9GE  9¢¢ — s8¢ L/ZL_9loz]  — — = —  G/L  /10Z _ UOBeAouUU| [PUOReS|UESIO LyM SULIl JO %
69Y 08¢ — 99¢ _gl¢ 9l0¢] — — — —  7lz___ /10T uoperouu] [eoi30[0uydar-uou Ly SULl JO %
'/l 81l — 61 89C 910¢ — — — - 8'9¢C £10¢ uoleAouUl $$330.4d YIm SWil JO 9
6le €ll = 65 8% 9107 — = = S A A UoReAoUUl 1NPold Uam SUL JO %
00s __ /cC = S6E  ¥6E 9107 — — - — 90y /10C___ UOReAoUU| [2130]0ULD3} LAIM Sl §O 9%
L'E9 69¢ — 909 L7y 910¢ — — — — [4% £10¢ SWIJ BAIIRAOUUL JO 04
. . . . . . . . . . Ampcwumﬁ o\OV ﬁ>>OUC_>> ‘_mw\/\ﬁv
76 68 €11 60l S5  vlozl L6 L6 1L 801 LS ST Lopei0qe(0> uBimio; qum used 1od
Ol 8S9 99 Y69 vT9 vloe| Sl T99  LL9 869 SS9 SLOT (yopum seay) UONUSAULO Muiet 1o)
661 790 €1 €61 /el 9107|602 990 = 961 6eL /10T (ddD %) 2Jmipusdxe qgy Wi
0L 050 280 9,0 ov'L 9l0¢, [O'L 150 — 8.0 el /10¢ (QuawAodwa 9) [puUOSIad QY Wl
Auewsan ujeds w_nm._mmﬂ_Eou 8en3 ML_““MM% dea) (Aueuniap uteds w_n_m‘_mmﬂ_..:ou 8c-n3 MLNMMMM 183A

940j3q Jeal |

Juadal IsoiN

Jo3ed1pu|

uswi
-UOJIAUD SSaulsng :SSausA
-nadwod Jo siueulwia1sg

uonesi|e1nads :ssauan
-nadwod Jo sjueulwia1eg

2oueWIO0LIad Wl :SSUDA
-nadwod Jo siueulwia1sg



Ranking of the Basque Country in competitiveness indicators

Outcomes

Intermediate
performance

Determinants
of competitive-
ness: Firm per-
formance

Determinants of
competitiveness:
Specialisation

Determinants
of competitive-
ness: Business
environment

all European comparable Spanish aut.
Indicator regions regions comm.

Year Mostrecent A  Mostrecent A | Mostrecent A
GDP per capita (PPP) 2017 28 2 4 1 1 1
Household disposable income per capita
(PPP) 2016 28 -1 6 0 1 0
Long-term unemployment (% lab. force) 2018 167 -1 30 0 0
NEET rate (% pop. aged 15-24) 2018 88 -4 12 1 0
Risk of poverty rate (% total pop.) 2017 14 -3 2 -1 2 j
Employment rate (% pop. aged 15-64) 2018 135 -2 28 -2 7 0
Female employment rate (% pop. aged 2018 118 > 27 1 5 1
15-64)
Unemployment rate (% lab. force > 15y.0.) 2018 165 3 28 1 2 0
Youth unemployment rate (% lab. force
aged 15-24) 2018 17 3 22 0 1 0
Relative net migration (% total pop.) 2017 67 26 16 9 6 0
Apparent productivity per employee
(thousands, PPP) 2017 7 0 2 0 L 0
PCT patents per million inhabitants 2015 97 2 28 1 4 0
Publications (WoS) per million inhabitants 2018 77 3 21 1 7 0
Publications in Q1 (% publications) 2018 14 27 2 13 3 1
Firm R&D personnel (% employment) 2016 11 0 4 0 1 0
Firm R&D expenditure (% GDP) 2016 44 -3 13 1 0
PCT patent co-invention (4-year window) 2015 107 15 20 2 6 2
(% patents)
PCT patents with foreign collaboration (4-
year window) (% patents) 2015 187 > 31 ol 16 =
Employment in high- and medium-high-
tech manufacturing (% employment) 2018 33 ! 4 0 2 0
Employment in knowledge-intensive servi-
ces (% employmen) 2018 112 3 25 0 4 0
Human resources employed in science B
and technology (% total pop.) 2018 110 4 2/ ! 2 0
Population aged 25-64 with upper secon-
dary or tertiary education (% pop. aged 2018 153 1 27 1 2 0
25-64)
Tertiary education students (% pop. aged 2017 27 4 3 1 5 1
20-29)
Overgualification index (%) 2018 200 0 30 0 18 0
Vocational education and training stu-
dents (% pop. aged 15-19) 2017 41 A E 4 2 2
Population enrolled in continuing educa-
tion (% pop. aged 25-64) 2018 >4 = 13 4 2 -
Public R&D personnel (% employment) 2016 75 3 14 0 8 1
Public R&D expenditure (% GDP) 2016 110 4 22 -1 10 0
Total R&D personnel (% employment) 2016 19 -4 4 -1 1 0
Total R&D expenditure (% GDP) 2016 58 -5 13 0 1 0
Publications with international coopera- 5, g 75 8 17 1 4 0
tion (% publications)
Publications with industry cooperation (%
publications) 2018 140 -13 30 1 8 0
Households with broadband access (%
households) 2018 49 11 14 3 4 -2
Individuals that make online purchases (% 2018 121 1 31 0 9 2

total pop.)



Table 3 summarises the position of the Basque Country with regard to final out-
come indicators, those which measure social wellbeing targets. Consequently,
this includes both purely economic performance and more social indicators of
performance. The Basque Country continues to rank very well with regard to the
GDP per capita indicator, moving up several positions compared to the previous
year. The Basque Country also ranks very well in terms of household disposable
income, an indicator which both the OECD and Eurostat® consider more appro-
priate for measuring the development of the population’s level of wellbeing, as it
rectifies some of the reasons why GDP, which measures what is produced within
the territory, does not always have a favourable impact on wellbeing. There are
several reasons for this: generating those products may have involved non-resi-
dent factors of production (both workers and capital) which divert part of the in-
come generated; for solidarity reasons or others, some of the income may be
transferred to other territories (to either other autonomous communities or to
developing countries); or the government and firms may appropriate part of the
income to reduce their debt level.

On this subject, see the OECD publication How’s life? 2017: Measuring Well-being or the Eurostat statistical
annex SDG 10 - Reduced inequalities (statistical annex).


https://www.oecd-ilibrary.org/economics/how-s-life-2017_how_life-2017-en
https://www.oecd-ilibrary.org/economics/how-s-life-2017_how_life-2017-en
https://www.oecd-ilibrary.org/economics/how-s-life-2017_how_life-2017-en
http://ec.europa.eu/eurostat/statistics-explained/index.php/SDG_10_-_Reduced_inequalities_(statistical_annex)

THE BASQUE COUNTRY COMPETITIVENESS REPORT 2019: DIAGNOSTIC ANALYSIS

TABLE 3 Status of the Basque Country in terms of the final outcome indicators

GDP per capita (PPP; 2017) Household disposable income per capita (PPP; 2016)
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Long-term unemployment (% share active pop.; 2018) NEET rate (% pop. aged 15-24; 2018)
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14 ¢ - e comean@ 13
2 ® [ ) -1
2 ® I+

Source: Eurostat and Eustat (Basque Statistics Office). Compiled by authors.

NB: Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and
the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).




Variation in final outcome indicators
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Graph 1 shows the variation in the values for these indicators. Following the stag-
nation experienced by the Basque Country and Spain during the crisis, GDP per
capita began to recover in both territories in 2014, something which had already
taken place in the other territories under consideration. Strong performance in
recent years has enabled Basque GDP per capita (in PPP terms) to exceed aver-
age levels in Germany. This had been the case before the crisis, but was cut short
during this period due to Germany's stronger growth. Unfortunately, the data for
household disposable income per capita (PPP) are older (2016). They show that
all territories experienced stagnation in that year and that, although the Basque
Country ranks better than the comparable regions, the EU-28 average and the
Spanish average, the gap with Germany was greater than that seen in GDP per
capita. It should be pointed out that the comparable regions are performing bet-
ter than the European average in this indicator (which is not the case for GDP per
capita). It will therefore be necessary to pay attention to trends in this indicator in
the future. As a complement to this, further on in this section we discuss develop-
ments in median household income.

As regards to indicators of a more social nature and beginning with the level
of long-term unemployment, the Basque Country has performed much better
than Spain and has been trending positively in absolute terms in recent years.
However, it still ranks poorly in relative terms compared to Europe. As Graph
1 shows, this is due to the significant deterioration at the start of the crisis. Al-
though it has made a recovery in absolute terms since 2015, it is still quite a bit
higher than the average for the EU-28 and the comparable regions, and even
more than Germany.

In contrast, in absolute terms, NEET (percentage of young people aged 15-24 who
are not in education, employment or training, which is included as a final out-
come indicator because it is an indication of what is most likely undesired em-
ployment among the youth population) rates are below the average for Europe,
Spain and the comparable regions. This is positive because it indicates that young
people are continuing their education in the event that they do not want to or
cannot work. Even so, it is important to note that the Basque Country fell a few
positions in the last year, due to the fact that, although the value for this indicator
continued to drop, it did so to a lesser extent than in the other European regions.

Lastly, as regards to the indicators for which data are available at the regional
level in Europe, it is worth mentioning that, despite the increase seen in the last
year in absolute terms and dropping a few positions in the rankings, the Basque
Country leads European regions in terms of lower poverty rates.

The analysis is rounded out with trends in several indicators that are not availa-
ble for European regions as a whole, but which we do have for the Basque Coun-
try and the European countries. These make it possible to further explore some
aspects of economic conditions among the population. The first of these, men-
tioned earlier, is equivalent to median disposable income (in PPP terms), which
is calculated based on the Living Conditions Survey. This indicator standardises
household data based on the number of equivalent units of consumption com-
prising them, taking into account the economies of scale that occur when mem-



bers of the household share the income.” Median income is a better represen-
tation of standard of living than average income, because if high-income groups
have very high values, the average values may be quite a bit higher than the re-
spective median values. In Graph 1 we can see that, unlike household disposable
income per capita, equivalent median income increased in the Basque Country
in 2016, then dropped slightly the following year. Even so, these values remain
much higher than those for the EU-28 and Spain, and very close to those for Ger-
many.

Another indicator which allows us to evaluate the wellbeing of the population and
its vulnerability is the inability to face unexpected financial expenses, also com-
puted using data from the Living Conditions Survey. The Basque Country has
had very strong performance in this area, with percentages much lower than the
other territories, even during the crisis period, and these have continued to drop
since 2014.

Lastly, as regards to income distribution, the S80/520 index (which measures the
ratio between the 20% of people with the highest equivalent per capita income in
the income distribution and the 20% of people with the lowest income) indicates
that, although inequality increased during the crisis, it has declined again since
2013, approaching the values for the EU-28 and Germany.

It is thus possible to conclude that in a favourable economic context, the majority
of the final outcome indicators for the Basque Country have improved and that
in general, the region remains in a favourable position in comparison with other
territories. Unlike Spain, the Basque Country has managed to return to low lev-
els of inequality, comparable with its European neighbours. However, in some in-
dicators such as long-term unemployment, there is still evidence of the greater
impact of the crisis on Spain and the Basque Country. The crisis left in its wake a
group of people who have had difficulty re-joining the job market, and although
that group has decreased, their numbers continue to be significant.

For more details on calculations for this indicator, see the

11


https://www.ine.es/ss/Satellite?L=es_ES&c=INESeccion_C&cid=1259944504067&p=1254735110672&pagename=ProductosYServicios/PYSLayout&param1=PYSDetalleFichaIndicador&param3=1259937499084
https://www.ine.es/ss/Satellite?L=es_ES&c=INESeccion_C&cid=1259944504067&p=1254735110672&pagename=ProductosYServicios/PYSLayout&param1=PYSDetalleFichaIndicador&param3=1259937499084
https://www.ine.es/ss/Satellite?L=es_ES&c=INESeccion_C&cid=1259944504067&p=1254735110672&pagename=ProductosYServicios/PYSLayout&param1=PYSDetalleFichaIndicador&param3=1259937499084
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We will now discuss the intermediate performance indicators, those which con-
tribute to achieving the final outcomes presented in the previous section. These
indicators include elements related to employment and unemployment, produc-
tivity, net migration and innovation outcomes. The indicators are analysed in
the following subsections, along with an additional analysis of certain indicators
which are available for the Basque Country and as totals for Spain, Germany and
the EU-28, but not for European regions as a group. Thus, in the first subsection
we analyse the results in terms of trends in employment, as positive economic
outcomes will only extend to the population as a whole if they are achieved by
means of job creation and the resulting reduction in unemployment. If the econ-
omy is able to generate jobs, this will translate into a positive trend in net migra-
tion, as this is closely linked to the economic situation. Job creation will depend
on firms being able to increase their foreign sales and will be reflected in flows
of foreign direct investment. For this reason, internationalisation outcomes are
also analysed in one of the subsections. These outcomes will in turn be the re-
sult of higher productivity, which depends on the results achieved in terms of
innovation.

Employment indicators have been trending positively in recent years, with a
steady rise in both total and female employment rates (see Graph 2). The lat-
ter is lower than the total, but close to the European average. However, in both
cases there is room for improvement. Values for the Basque Country, although
higher than those for Spain, are lower than those of Germany and the compa-
rable regions, and in the case of total employment, the European average. As a
result, in Table 4 we can see that the Basque Country continues to rank in the
middle in comparison with the European regions, low in comparison with the
comparable regions, and middle-to-high in comparison with Spanish autono-
mous communities and cities.



Status of the Basque Country in terms of employment and unemployment indicators

Employment rate (% pop. aged 15-64; 2018) Female employment rate (% pop. aged 15-64; 2018)
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Unemployment rate(% active pop. >15 years; 2018) Youth unemployment rate (% active pop. aged 15-24; 2018)
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Eustat (Basque Statistics Office), Eurostat. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and
the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).

Variation in employment and unemployment indicators
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Higher employment depends both on increasing the labour force participation
rate and on growing the percentage of the labour force in work. For this rea-
son, it is of interest to analyse what is happening with unemployment rates. We
present both the total unemployment rate and that which affects the young-
est group of people, between the ages of 15 and 24 (which is almost double that
of the population as a whole). In both cases, the Basque Country ranks low and
even middle-to-low in comparison with European regions, low in the ranking
with comparable regions, but in a good position within Spain. This is despite the
fact that unemployment rates have been declining in recent years, although less
sharply than in previous years.

Another segment of the population which receives less attention is persons over
the age of 55, despite the fact that demographic pressure is making it increas-
ingly more necessary for them to continue to hold jobs. However, they may have
difficulty finding employment should they lose it. To give an understanding of
the comparative position of this cohort of the population, Graph 3 shows labour
force participation and unemployment rates. The blue lines on the graph repre-
sent the EU-28 average and we can thus see that the Basque Country has a com-
bination of higher-than-average unemployment rates and lower labour force
participation rates. Therefore, it is also necessary to focus on this group in order
to prevent them from leaving the labour market and make it possible for them to
remain employed in positions suited to their capabilities.

Labour force participation and unemployment rates (aged 55-64), (%, 2018)

25

20 ° e

Employment rate (aged 55-64) (%, 2018)

BASQUE
COUNTRY

30 40 50 60 70 80 90
Employment rate (aged 55-64) (%, 2018)
Basque Country Comparable Reg. 0 Spain © Spanish Comp. Reg. Other —— Linear (EU-28)

Eurostat.

And although it is important to create jobs, it is also necessary to analyse their
quality. In this regard, Graph 4 shows trends in three indicators which measure
job quality in the Basque Country, and in comparison with the EU-28 average,
Spain and Germany. The first graph measures the percentage of self-employed



persons (business owners without employees or independent workers) and peo-
ple who work in family businesses or firms within the working population. In
both cases, these people’'s employment conditions are not usually comparable
to those of employees. Thus, for example, Garcia Perea and Roman (2019)2 point
out that despite the introduction of the ‘flat rate for self-employed workers' in
payment of Social Security contributions, independent workers continue to lack
the level of social protection generally enjoyed by employees. These authors like-
wise make reference to the fact that the percentage of workers who are not em-
ployees that choose to be own-account workers due to a lack of options is 26%
in Spain, a figure which is higher only in three other EU countries.

In Graph 4 we can see a drop in the percentage of self-employed persons at the
start of the crisis, as firms probably made a greater effort to retain internal em-
ployees, marking the beginning of the downturn in subcontracting of self-em-
ployed persons. However, in 2012 and 2013 there was a significant upturn in this
indicator in both Spain and the Basque Country. This is because large compa-
nies turn to this resource when they have to downsize their employee positions,
which then account for a smaller share of the total. When business activity and
jobs begin to recover, employee positions (the option preferred by workers) be-
gin to rise again and self-employed numbers stop growing. As a result, percent-
ages having fallen back to 2010 levels. Levels in the Basque Country are below
the Spanish and European averages but above Germany, where the proportion
of employee positions is higher. A closer look at what is happening in other Eu-
ropean countries reveals that the countries with the highest employment rates
for non-employee positions are Greece and ltaly, whereas those with the lowest
rates are Germany, Austria and France. As Garcia Perea and Roman (2019) indi-
cate, there thus appears to be a relationship between level of development and
percentage of the population that are employees, although the trend appears to
be that the percentage of employee positions is declining in most countries.

As regards to stability in terms of contracts, we find that although below the
Spanish average, the percentage of temporary contracts is much higher than in
Germany and the European average. And even more concerning, unlike what is
happening in those territories, where these percentages remained relatively sta-
ble throughout the period under consideration, in the Basque Country, it has
been increasing steadily since 2014.

Lastly, with respect to degree of dedication (full-time or part-time), we find that
from 2009 to 2014 there was a sharp increase in involuntary part-time jobs (that
is, those with a part-time contract who state that this is because they cannot find
a full-time job). This is so common that in the last few years, almost 12% of peo-
ple in work in the Basque Country found themselves in that situation. Since then,
this percentage has dropped to 8.5%, although it is still some way from the Euro-
pean average (5%) and even further from that of Germany (2.7%).

Garcia Perea, P. and Roman, C. (2019). ‘Caracterizacién del empleo no asalariado en Espafia desde una
perspectiva europea’. Boletin Econémico (Jun).
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Job quality

Self-employed and work in family firms Employees with temporary contracts
(% working pop.) (% total wage earners)
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Eurostat and INE (Spanish National Statistics Institute). Compiled by authors.

The self-employed data for Germany and the EU-28 includes members of cooperatives, as these data are
not disaggregated at the European level.

Net migration is included as an intermediate performance indicator because a
competitive territory creates jobs that attract more people than the number of
those who leave it, although there are exceptional socio-political factors which may
distort the territory’'s pull effect in its migration balance. Thus, for example, many
regions of Greece and Southern lItaly are reporting very high migration balances as
a result of restrictions on the freedom of movement of persons which are being es-
tablished within the EU for socio-political reasons. If these restrictions didn't exist,
those immigrants would leave for other countries. In Table 5 we can see that the
Basque Country ranks in the middle among the European regions as a whole and
that the majority of the comparable regions have more favourable migration bal-
ances. Graph 5 shows the trend for this indicator, which in the Basque Country fell
during the early years of the crisis,® becoming negative only after 2012 and bottom-

In previous competitiveness reports, we saw that in the early years the migration balance was negative, in
part due to people originating from the Basque Country moving abroad and in part because of the foreign
population returning to their countries of origin. However, the overall balance remained positive because
more people arrived from the rest of Spain than those who moved there.



ing out in 2013. After that point, it began to climb again, returning to positive num-  Since 2015, the
bers in 2015. Trends in other territories have varied, but in the last two years for  Basque Country's
those regions that have available data (2016 and 2017), the migration balances of  migration balance
all the territories under consideration were closer, with the Basque Country and  has been positive,
Spain reporting slightly higher values than the European average and lower than reaching levels
Germany. slightly above the
European average

Status of the Basque Country in terms of net migration indicators
Relative net migration (% total pop.; 2017)
e 126
16 o 19
6 ® =
Eurostat. Compiled by authors.
Except when no data were available, the rankings have been compiled based on 218 European regions (in

blue), the Basque Country and the group of 30 comparable regions (in green), and the 19 Spanish autonomous
communities and cities (in red).

Variation in net migration indicators

Relative net migration (% total pop.)

0.5

-2
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

——— Basque Country — EU-28 ~—— Comparable reg. = = - Spain = = - Germany

Eurostat. Compiled by authors.

17



18

Graph 6 shows the trend in Basque exports, in comparison with other territories.
Here we can see that the effects of the crisis were overcome beginning in 2009,
such that by 2011 Basque exports had returned to pre-crisis levels. Throughout
the period, Basque exports followed a similar trend to that of the other territo-
ries considered, but they grew more slowly than those of the rest for the period
as a whole. However, as was the case in 2017, in 2018 that the Basque Country
saw the highest growth in export value (6.8%). This is partially due to the higher
growth seen in exports of the oil refining sector within total Basque exports for
2017 and 2018.

Variation in export value, valued in euros (2007 = 100)
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Unctad and Eustat (Basque Statistics Office).

Analysis of Table 6 allows us to consider the performance of Basque exporters
in comparison with those in Spain. In 2018 we see a change in the trend of in-
creases in the number of exporters in recent years, falling 1.5% in comparison
with 2017. With regard to that year, this drop constitutes a smaller proportion
of Basque exporters out of total Spanish exporters (7.8%) and out of all Basque
firms with employees (21.4%). However, it should be noted that the percentage
of Basque firms as a whole represented by Basque exporters is greater than that
of Spanish exporters in relation to Spanish firms as a whole (21.4% compared to
13.7%).

What is more, despite a drop in the Basque export base, the value of the re-
gion’'s exports was higher in 2018 than in the previous year (topping 25 bil-
lion euros), as was the average value of exports per firm, which in contrast, de-
creased in Spain. Another positive element is that the percentage of regular
exporters (that is, those that have exported over the last four successive years)
was up 3.6% in the last year, thus returning to the growth trend which com-
menced in 2012 and which was cut short in 2017. In the case of Spain, however,
this declined.



In both territories, firms exporting less than €50,000 account for 81% of all exporters
(Basque and Spanish) and just 0.2% of export value. In terms of cumulative export
percentage, however, there are significant differences. While in the Basque Country,
the top 25 firms by export volume represent 45% of exports and the top 1,000 ac-
count for 97%, in Spain the top 25 account for 24% and the top 1,000, 68%. This high-
lights the higher level of corporate concentration among exporters in the Basque
Country.

Profile of Basque exporters compared to Spanish

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Y No. of export firms 6,837 7171 7,162 7,479 11,399 13,180 13,547 13,923 14,461 14,831 16,145 15,906
E % of Spanish firms 7.0 7.1 6.7 6.8 9.3 9.6 9.0 9.4 9.8 10.0 10.0 7.8
£ % of total firms with
3 employees 8.5 8.7 93 14.7 17.3 17.6 18.6 19.6 19.5 223 21.4
£p %of fims with over o0 404 373 370 253 233 228 226 210 207 195 190
o & €50,000in exports ' ‘ ' ' ' ' ' ' ' ' ' '
==
B8 % of Spanish firms
x % with over €50,000 in 7.8 8.2 7.9 8.1 8.0 8.1 7.9 8.0 7.9 8.0 8.2 7.9
= exports
("]
] % of regular exporters,
.é. Basque Country 375 356 382 364 230 204 217 316 322 328 308 319
ES] 0
H S/(’pgifnregu'arewo“ers' 402 391 365 354 303 279 272 310 324 335 313 254
value of exports, Bas- 1 575 50579 14942 17,875 20,487 20971 20,631 22,501 21,866 21,615 24,109 25473
que Country (million €)
Value of exports, Bas-
que Country (% of 103 10.7 9.3 9.6 9.5 9.3 8.7 9.4 8.8 8.4 8.7 89
Spain)
Average value of ex-
ports per firm, Basque 2,790 2,828 2,086 2390 1,797 1,591 1,523 1616 1512 1457 1,493 1,601
° Country (thousand €)
2 Average value of ex-
: ports per firm, Spain 1,899 1866 1486 1,708 1,748 1,644 1,560 1,627 1,695 1,725 1,711 1,396
s (thousand €)
g % of exports, firms
° with over €50,000 in  99.8 998 99.7 99.7 99.8 99.8 99.8 99.8 99.8 99.8 99.8 99.8
-
= exports
Q
X % of exports, 5 largest,
£ Basque Country 23 23 22 21 23 23 21 24 23 25 26 26
w
° % of exports, 25 lar-
& gest, Basque Country 43 42 39 43 43 43 41 44 43 44 45 45
2 ?OfeXpO“S'f"argeSt' 11 10 1 10 9 10 10 10 10 11 11 10
pain
% of exports, 25 lar-
gest, Spain 25 24 23 23 23 24 25 25 25 25 25 24
% of export value, re-
gular exporters, Bas- 92 92 93 91 93 92 93 91 93 94 96 95
que Country
0, -
) of export value, regu 9 90 92 91 91 91 92 93 93 94 95 95

lar exporters, Spain

ICEX (Spanish Institute for Foreign Trade) and INE (Spanish National Statistics Institute). Compiled by authors.

In order to try to make a more detailed estimate of certain aspects of the ma-
jor exporters in the Basque Country, we have taken the 25 largest by export vol-
ume according to the SABI database. It should be pointed out that this selection
of firms does not coincide with that mentioned above in Table 6, which is taken
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from the ICEX (Spanish Institute for Foreign Trade). Thus, in the case of SABI, the
exports of firms operating in the Basque Country (and which therefore export
from the Basque Country) but headquartered elsewhere, are not counted (the
case of firms such as Mercedes and Michelin). By contrast, the exports of Basque
firms made from their plants situated outside this autonomous community are
credited to the Basque Country. Furthermore, it is possible that some Basque
firms are not included in SABI (for example, cooperatives) or they do not appear
as exporters because their export figures are not known.

Taking these elements into account, the territorial analysis of the 25 Basque
firms with the highest volume of exports presented in Appendix 1 shows that the
majority of them are located in Bizkaia (60%). In the group of Basque exporters
contained in SABI, this location also dominates, but by less than 50%. Therefore,
territorial concentration increases as we consider firms with higher levels of ex-
ports. In terms of jobs, we also find certain particular features among the leading
exporters. They are mainly large firms with 500 or more employees (SMEs repre-
sent 32%), while the largest firms only represent 4% of total Basque exporters,
compared to 92% by SMEs. The economic activities of the 25 largest exporters in
the Basque Country are concentrated in metallurgy and motor vehicle manufac-
turing, and they all have a volume of exports in excess of 160 million euros (20%
of them over €500 million). Exports as a percentage of average sales are close to
72% for these large exporters, whereas they represent less than 42% for all other
firms.

Foreign direct investment (FDI) is made up of those transactions by means of
which a direct investor acquires or increases their interest in a firm resident in an-
other country (firm receiving the direct investment or, hereinafter, firm with di-
rect investment) such that they may exert effective influence in the management
of that firm. Indicators of inward and outward foreign direct investment are asso-
ciated with such aspects as the attractiveness of a territory for doing business, ac-
cessing its knowledge and/or high-level innovation system, market, inputs, etc. In
this context, we analyse indicators of inward and outward investment capital, dis-
tinguishing between stock level and flow within these.

In relation to FDI stock, from Graph 7 we can see that, as generally is the case
in advanced economies, the Basque Country has much higher values in terms
of outward FDI (capital of Basque investors abroad) than inward. However, this
could also be interpreted as a sign of barriers of a different type (for example,
the cooperative nature of most of its business fabric, which hinders its acquisi-
tion by foreign capital) or even - according to Dunning's eclectic theory, which in-
cludes the conditions which must exist for that direct investment to take place -
fewer location benefits in the Basque economy to attract this capital. Whatever it
may be, the Basque Country appears to be in line with such advanced economies
as Germany, Japan and Korea, characterised by a high degree of specialisation in
manufacturing and a relatively small stock of foreign direct investment captured
from abroad. The high values of outward stock are therefore a reflection of in-
vestments and rollouts by Basque firms abroad.



Inward and outward FDI stock (% of GDP, 2018)
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Ministry of Economy, Industry and Competitiveness, foreign investment bulletins. UNCTAD. Datalnvex.
Eustat (Basque Statistics Office). Compiled by authors.

Beyond the graph there are several OECD countries with a stock of inward and outward capital above 100%
(Belgium, Ireland, Luxembourg, Netherlands and Switzerland).

The analysis of the stock is supplemented by trends in FDI flows. From Table 7 it
is clear that FDI began to flow into the Basque Country to a greater extent from
2013, surpassing the values for Spain and Germany almost every year, and the
European average most years. By 2016 and 2017, inward flows had reached an
absolute level higher than those prior to the crisis. As regards the trend in out-
ward FDI flows, before the Basque economy received the second great pounding
in the crisis in 2011, outward FDI flows were holding up better than in the other
economies. However, between 2011 and 2015, outward FDI from the Basque
Country stayed at very low levels, before recovering after 2015 and generally
moving into a position above other territories.'®

It should be borne in mind that some of the fluctuations in FDI flows originate in financial sector inves-
tments.

The Basque
Country's inward
and outward flows
of foreign direct
investment are, in
general, above the
European average
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Foreign direct investment (% of GDP)
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Inward flow of FDI EU-28 4.6 1.6 2.3 2.1 2.4 2.8 1.9 1.4 3.1 3.2 1.8
% GDP
. ) Germany 2.3 0.2 0.7 1.9 1.8 0.8 0.4 0.1 1.0 0.5 09
Spain 43 4.7 0.7 2.8 1.9 1.9 2.7 1.8 1.6 1.6 1.5
Basque Country 2.3 0.5 0.2 0.3 0.8 0.7 1.7 2.1 1.2 2.8 3.6
Outward flow of EU-28 6.8 39 2.1 2.7 2.7 24 1.9 1.2 3.7 2.7 25
FDI (% GDP)
Germany 4.9 1.9 2.0 3.7 2.1 1.8 1.1 2.6 3.2 1.5 2.2
Spain 9.3 4.6 0.9 2.6 28 03 0.9 25 4.2 3.1 3.1

Basque Country 424 71 2.3 3.2 8.1 0.7 2.0 1.1 0.7 4.7 2.6

Ministry of Economy, Industry and Competitiveness, foreign investment bulletins. UNCTAD. Datalnvex. Eustat (Basque Statistics
Office). Compiled by authors.

Other indicators of the internationalisation level of the local productive fabric relate
to the shareholding interest held by local firms in foreign firms, and the interest of
foreign-owned companies in local firms, information which obtained from the SABI
database. In the first case, Table 8 shows that shareholdings in firms abroad held by
both Basque firms and those from the rest of Spain have been increasing in recent
years, and this figure is higher in the case of Basque firms of all sizes. Sharehold-
ings in local firms held by foreign shareholders have also increased, but are lower in
the Basque case than in Spain. This means that the percentage of Basque firms with
shareholdings abroad is greater than those which are affiliates, with the opposite be-
ing true for Spanish firms of every size in 2017.

Firms with foreign shareholders

% of active firms with affiliates abroad % of active firms with foreign shareholders
Employee band Employee band
<50 50-249 >249  Total <50 50-249 >249 Total
Rest of Spain 2008 0.4 9.1 30.4 0.7 Rest of Spain 2008 0.7 8.7 24.7 1.0
2011 0.5 1.7 32.8 0.9 2011 0.8 10.3 24.6 1.1
2013 0.6 129 29.7 1.0 2013 1.0 124 253 1.3
2017 0.9 14.7 324 13 2017 1.4 15.6 31.9 1.8
Basque Country 2008 0.7 16.0 34.7 1.5 Basque Country 2008 0.7 10.5 18.6 1.2
2011 0.9 19.7 37.2 1.7 2011 0.7 10.3 15.2 1.1
2013 0.9 191 35.1 1.7 2013 09 10.5 17.6 1.3
2017 1.2 22.1 385 1.9 2017 1.2 15.0 23.1 1.7

SABI-Informa. Compiled by authors.

The results achieved in terms of productivity constitute another intermediate perfor-
mance indicator, as improving this area is a requirement in order to be competitive.
Table 9 and Graph 8 present the comparative position and trend in apparent produc-
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tivity per employee in purchasing power parity terms. Basque productivity remains at ~ Apparent

the top of all the rankings considered, with much higher values than the rest of the  productivity of

territories and steadily increasing values. However, the picture would be different |abour values

if the analysis were conducted based on hours worked rather than per worker be-  for the Basque

cause, as we will see in section 4.1.3, the number of average hours worked is higher  Country are much

in the Basque Country than in other territories. Furthermore, unlike that of other ter-  higher than in the

ritories, here it has increased in recent years. other territories,
and have increased

steadily
Status of the Basque Country in terms of productivity indicators

Apparent productivity per employee (thousand PPP; 2016)
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Eustat (Basque Statistics Office), Eurostat. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in
blue), the Basque Country and the group of 30 comparable regions (in green), and the 19 Spanish autonomous
communities and cities (in red).

Variation in productivity indicators
Apparent productivity per employee (thousand PPP)
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Eustat (Basque Statistics Office), Eurostat. Compiled by authors.
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Measuring data in PPP terms has the disadvantage of applying national aver-
age values, without taking price differences in different regions into account. As
a result, in the case of the Basque Country (where prices are higher) this may
lead to an overvaluation of productivity. For this reason, the analysis is supple-
mented with productivity values (measured as the coefficient between GVA and
the number of people in work) in constant terms (see Graph 9). Measuring in
euros corrects for overvaluation in output measurement, and measuring in con-
stant terms counteracts the effects of inflation. In this case, we can also see that
Basque productivity has been increasing at very similar rates to the German av-
erage, far above the European average and even further above Spain. One posi-
tive aspect is that even though some years ago, increases in productivity were
primarily due to production remaining steady and job cuts, in recent years, it
has been accompanied by net increases in employment. This will be discussed
in greater depth in section 4.1.3, where, in analysing the trend in labour costs,
we also analyse their relationship to productivity. It will also be seen that an-
other element which explains the higher productivity of the Basque Country is
its industrial specialisation, as this sector has higher productivity than in other
sectors.

Apparent productivity per employee (thousand € constant 2015), 2008-2018
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Eurostat and Eustat (Basque Statistics Office). Compiled by authors.

One of the most commonly used indicators for measuring technological output
is patents per million inhabitants, despite the limitations it presents (for exam-
ple, not all industries use patents as a way to protect their innovations to the
same extent, nor does everything that is patented turn out to be exploited com-
mercially or take the form of a true innovation). This is an indicator which the



OECD has not updated since last year and for which, due to the delays which oc-

cur in publishing data on patent applications and these being associated with

their priority date, data are only available up to 2015. As indicated in last year's The Basque
report, the Basque Country’s ranking in this indicator stands out as positive Country ranks low
when compared to the Spanish autonomous communities and cities, but it is in  in the patents per
an intermediate position with regard to European regions as a whole, and the  million inhabitants
Basque Country ranks close to the bottom among comparable regions, a consid-  indicator, some
erable distance from the German level (internationally, the most notable country  distance from the
for this indicator), as well as from the EU-28 average. European average

Status of the Basque Country in terms of innovation indicators

PCT patents per million inhabitants (4-year window) Publications (WoS) per million inhabitants

(patents; 2015) (publications per mill. inhab.; 2018)
al 12 ey I 13
28 T 5 -
4 = 7 =

Publications in Q1 (%; 2018)
R ) Ter

2 113

3 T
OECD REGPAT and InCites. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and
the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).
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The Basque
Country’s position
in the ranking for
scientific output is
clearly higher than
that for patents
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Variation in innovation indicators
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OECD REGPAT and InCites. Compiled by authors.

In the science world, innovation output can also be measured using publications
per capita indexed in the Web of Science (considered to be high quality in the aca-
demic sphere). This is a new indicator incorporated into the Competitiveness Ob-
servatory by Orkestra using InCites as a data source. Doing so makes it possible
to obtain more recent estimates than those produced by Leiden University for the
2019 Regional Innovation Scoreboard (RIS). In this we see that, comparatively, the
Basque Country's position in the ranking in terms of scientific output (primarily
dependent on the research activity of universities and research centres) is clearly
better than in patents (primarily dependent on the research activity of firms and
technology centres). This is the result of the strong commitment of the Basque
Country, starting in the first decade of the century, to reverse the weakness of its
scientific system, compared to other advanced economies. Thus, the growth of
publications in the Basque Country was very high until 2015, when it topped the
Spanish average, and since then, it has been growing at a similar rate to that of
other comparable territories. One area in which Basque publications stand out
positively is the indicator that measures the percentage of publications in jour-
nals with the greatest impact (those in the first quartile in terms of their impact
factor). The Basque Country ranks very high in this indicator, indicating that there
is an effort to publish in journals with the greatest impact.



Index of innovative companies compared to sales of new-to-firm or new-to-market
products (normalised values, 2016)
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Regional Innovation Scoreboard with data from the Community Innovation Survey 2016.

The 2019 RIS was published recently. This publication calculates a compound indi-
cator which combines output indicators and input indicators. The resulting typol-
ogy may turn out to find similarity between regions that have very disparate perfor-
mance, including in the same group regions with good and with mediocre results
for innovation input with others that report the opposite performance, achieving
good results despite not having invested as much. For this reason, as on previous
occasions, instead of considering this compound indicator, we have reviewed the
indicators used in order to incorporate those we consider most relevant into this
analysis, including them in the appropriate section. Some of the indicators overlap
with those that already form part of the framework, while others have been calcu-
lated specifically for that report, for example, through express requests from the
Community Innovation Survey, as they are not available at the regional level in Eu-
rostat. One of these indicators used to measure innovation performance is the per-
centage of sales that come from new-to-firm or new-to-market products, as this
makes it possible to analyse to what extent innovation translates into higher sales.
Unlike the patent indicator, which is in reality an indicator of the success of an in-
vention process, frequently linked to R&D activities, but not necessarily to innova-
tion, the sales of new products indicator more properly reflects that innovation has
taken place and has reached the marketplace, also without necessarily having any-
thing to do with prior R&D activities (as that sale of a new product may be due to
an activity as prosaic as the purchase of a new machine). In Graph 11 we can see
the very notable performance with regard to this indicator, much higher than might
be expected if we consider the modest result in terms of the percentage of SMEs
introducing product or process innovations, although the Basque Country stands
out among Spanish regions in the latter indicator.
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Sales from all firms with 10 or more employees, according to their degree of product novelty
(Basque Country, 2014-17; remainder, 2016)

Basque Basque Basque Basque

Country Country Country Country Spain EU-28 Germany
2014 2015 2016 2017
Sales unchanged products (% Total 85.1 81.0 81.5 80.9 80.7 87.2 86.0
of total firms) Industry 83.7 78.5 76.8 76.8 72.2 823 81.0
Services 87.8 85.7 90.0 89.1 89.2 91.1 91.5
Small 92.1 88.4 92.0 89.4 95.9 92.2 95.2
Medium 79.4 79.6 80.5 80.0 88.3 89.9 922
Large 82.3 734 69.1 71.6 70.7 84.4 82.6
Sales new-to-firm products (% Total 9.5 10.3 10.4 10.5 9.5 7.4 11.0
of total firms) Industry 10.1 11.0 13.1 123 15 10.1 14.8
Services 8.3 8.9 5.6 7.0 7.5 53 6.9
Small 6.2 6.6 5.0 7.6 2.7 4.5 4.2
Medium 1.7 12.4 13.9 12.8 7.8 5.8 6.4
Large 1.2 12.4 12.8 1.2 13.1 9.1 135
Sales new-to-market products Total 54 8.7 8.1 8.6 9.8 54 3.0
(% of total firms) Industry 6.2 10.5 10.2 11.0 16.3 7.6 42
Services 3.9 54 4.4 3.9 33 3.6 1.6
Small 1.7 5.0 3.0 3.0 1.3 33 0.6
Medium 8.8 8.0 5.6 7.2 3.9 43 1.4
Large 6.5 14.2 18.1 17.2 16.2 6.5 3.9
Sales unchanged products (% Total 76.8 72.0 723 71.6 729 83.9 84.6
of total innovators) Industry 78.3 725 70.7 71.1 65.7 79.2 79.7
Services 72.0 70.7 77.6 73.5 82.5 88.2 90.3
Small 80.8 741 79.4 73.9 89.2 86.7 91.9
Medium 69.2 69.8 731 71.7 81.6 86.0 90.9
Large 80.5 72.7 67.8 704 67.2 82.6 82.2

Eustat (Basque Statistics Office) and Eurostat.

This analysis can be rounded out with a more detailed study of the Innovation Survey
published by Eustat (Basque Statistics Office). Although it is necessary to take some
methodological differences into account (which are discussed below in section 4.1.1),
Table 11 shows that the percentage of sales corresponding to products which have not
undergone changes is usually very large in the economy (in any event, over 80% for all
firms, and over 70% for innovative firms). Additionally, this percentage is higher in ser-
vices than in industry, and in small firms than in the largest ones. Those differences are
also all the more marked when the comparison focuses on products with a more radi-
cal degree of innovation: those which are new to the market, and not just to the firm.
In the comparison by territory, the Basque Country has shown some improvement in
the degree of innovation in its products, ranking on the same level as Spain and ahead
of the average for the EU and for Germany. The improvement is even greater if we fo-
cus solely on the group of innovative firms, for which the Basque Country shows a
lower percentage of sales from unchanged products. The Basque Country's improve-
ment has taken place particularly in industrial and larger firms although Basque SMEs
also show improved innovative behaviour when compared to the other territories.
What is more, we find that progress in the percentage of sales due to innovative prod-
ucts has been greater in the new-to-market category than just new-to-firm.
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Unlike approaches to measuring innovation based on the use of a wide battery
of indicators, which are largely based on innovation surveys, the traditional ap-
proach most used in economics to measure innovation is that pioneered by No-
bel Prize winner Solow in the mid-20th century. Utilising what is known as growth
accounting, this author proposed measuring innovation using total factor produc-
tivity (TFP).

In the topic report that accompanies this analytical report as part of the competi-
tiveness report for this year, we have performed a growth accounting estimate
for the Basque Country, using a methodology similar to that employed by The
Conference Board for a wide range of countries. From the results of this, shown
in Table 12, it is possible to conclude that TFP is beginning to recover following
a sharp downturn early in the crisis. However, current growth rates are lower
than those achieved during the 2001-2007 period and would be even lower still if
they were compared with those achieved in the final decades of the last century.
As TCB (2019)"" and the OECD (2019)'? warn, mature economies are facing low
growth in productivity and standard of living. Amid this grim outlook (which is of
particular concern for the USA), the Basque Country is close to the EU-28 average
and clearly above that of Spain.

Contribution of total factor productivity (TFP) to growth of the apparent
productivity of labour

2001-2007 2008-2012 2013-2018
Basque Country 0.42 -0.57 0.21
Spain -0.87 -1.08 0.11
Germany 0.38 -0.55 0.36
EU-28 0.25 -1.06 0.25
USA 0.83 0.07 -0.07

Compiled by authors based on data from Eustat (Basque Statistics Institute), IVIE (Valencian Institute
of Economic Research), Alberdi (2015)'3 and The Conference Board.

In line with previous reports, the analysis of innovation as an intermediate per-
formance indicator reveals the existence of certain weaknesses, especially as re-
gards to patents, where the Basque Country ranks near the bottom among com-
parable regions. However, another set of indicators demonstrate that efforts
made in recent years are bearing fruit. Highlights include firstly, strong perfor-
mance in terms of scientific output, and secondly, the level of novelty of products
sold by Basque firms.

Apparent productivity of labour, an indicator which must improve in order to be
competitive, remains above that of comparable territories and is increasing stead-

OECD (2019). OECD Compendium of Productivity Indicators 2019. OECD Publishing, Paris.

The Conference Board (2019).

Alberdi-Larizgoitia, A. (2015). Indizea. Informe para Innobasque 2015. Innovacion, capital intangible y pro-
ductividad de la economia vasca 1995-2012. Vitoria-Gasteiz, Spain: Ekonomiaz.perea.
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ily. In recent years, this productivity has also been accompanied by a net increase in
jobs. One element which could partially explain this higher productivity in the Basque
Country is its specialisation in the industrial sector, as productivity levels for this sec-
tor are clearly higher than those of the other sectors (and the economy as a whole).

The Basque economy has also seen positive growth in its export levels, although this
has been due to trends in certain sectors. Until 2016, Basque exports followed a sim-
ilar trend to those of the other territories considered, but with lower growth rates,
whereas in 2017 and 2018, it was the Basque Country which saw the highest growth
in export value, partially due to higher growth by oil refining exports. Basque exports
also show significant dependence on a small number of firms, where a high per-
centage of all exports are concentrated. Among the remaining exporters, their num-
ber had been trending very positively in recent years, but decreased in the last year,
which has resulted in an increase in the average value of exports per firm. However,
one particularly positive item is the upswing in regular exporters.

All of this has translated into job creation, positive growth for employment rates,
and immigrants once again coming to the Basque Country. Nonetheless, there is still
considerable margin for improvement in different aspects related to jobs. Firstly, to-
tal and female employment rates still remain low in relation to comparable regions.
Secondly, the quality of new employment contracts did not improve during the pe-
riod of recovery from the crisis. This is reflected in the high percentage of temporary
contracts - which have also been steadily increasing since 2014, unlike in other terri-
tories - the higher level of involuntary part-time employment than in the other terri-
tories analysed, and high unemployment rates, especially among young people and
persons over the age of 55.



The determinants of competitiveness are the most critical elements of the theoreti-
cal framework presented in Illustration 1, as they are the factors which affect the per-
formance of a territory in terms of the outcomes (final and intermediate) analysed
in the previous sections. Additionally, whereas public policies cannot usually directly
impact outcome indicators,’ it is however possible to reinforce the factors which un-
derpin these results.

The theoretical framework identifies three groups of determinants of competitive-
ness: those associated with firm performance; those associated with the structure
of clusters and groupings of related activities in the economy; and those associated
with the business environment in general. Although it would be possible to think of
many potentially interesting elements in each one of these groups, the available in-
formation is normally limited for the European regions as a whole. The aim of this
section is to focus the analysis on certain aspects which are particularly significant
and for which there exist available data for the regional comparison, and accompany
them with other analyses specific to the Basque Country in which the comparison is
made not with regional, but national data, then present an overview in order to learn
how the Basque Country ranks in comparison with these other regions.

Under firm performance, we will be analysing various elements, starting with inno-
vation inputs, which are more directly related to the innovation outcomes described
in the previous section, and for which there are available data at the regional level
in Europe. Next we describe the economic and financial performance of firms to un-
derstand how they have dealt with their debt and the results they have achieved in
terms of profitability. Lastly, we analyse trends in labour costs.

As we can see in Table 13, the firm performance indicators available at a regional
level are very limited and are limited to performance relating to R&D, on both per-

Among the outcome indicators considered, disposable income per capita and equivalent median income
are in fact directly influenced by the effect of valuation and transfers.
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sonnel and expenditure, as well as the weight of patent applications by firms within
all patent applications by regional stakeholders. Additionally, although not exclu-
sively related to the realm of business, this section includes performance with regard
to patent co-invention.

Status of the Basque Country in terms of the firm performance indicators

FTE R&D personnel of firms (% total employment; 2016)
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.
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Eurostat, Eustat (Basque Statistics Office) and OECD REGPAT. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and
the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).

The Basque
Countryisina
strong position
in the ranking for
both business
R&D personnel
and expenditure,
although
expenditure has
stagnated in
recent years and
is a considerable
distance behind
Germany
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As regards to performance in the area of R&D, the Basque Country ranks very
well in all areas, both personnel and expenditure. As mentioned in previous re-
ports, this aspect requires clarification, because it is necessary to take into ac-
count that these figures include R&D personnel and expenditure at technology
centres and CRCs, meaning that the comparison is slightly distorted. Even so, as
we can see in Graph 12, expenditure levels are quite a bit lower than the Ger-
man average. What is comparable is the trend in the value of these indicators. In
the case of the R&D personnel indicator, which had dropped in 2015 and 2016, it
went up again in 2017, which is also the case of the European average and in Ger-
many. Business R&D expenditure, however, stagnated in the last two years, and
with the decline in previous years, it is now on par with the EU-28 average, above
the value for Spain, but a considerable distance from Germany, which has fol-
lowed an upward trend in recent years.



Variation in firm performance indicators
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As last year's competitiveness report showed, with regard to indicators related
to patents, the Basque Country is not as well positioned, in middle to low po-
sitions in the rankings. This is also reflected in the trend graphs, where we can
see that the levels of patent co-invention and patents with foreign collaboration
(which reflect the ability to take advantage of knowledge located abroad, over-
coming the limitations of being based solely on own knowledge) are lower than
other territories in recent years. However, it is worth noting the positive trend
in the most recent year available (which, in the case of patents is 2015). This up-
ward trend is not seen in the percentage of patent applications by firms, which
dropped in that last year.

To better understand business performance in terms of innovation, the compar-
ative data at the regional level are supplemented by analysis of the innovation
survey conducted by Eustat (Basque Statistics Office), whose results are com-
pared with data for Spain, Germany and the EU-28 average as published by Eu-
rostat. Table 14 shows that a little over 44% of enterprises with 10 or more em-
ployees carry out some sort of innovation. This percentage, although higher than
Spain for firms (37%), is lower than that of the EU (51%) and Germany (64%). The
Basque Country faces a significant challenge in this respect. Given that innova-
tion performance is different in industry and services, and also depending on
firm size, the data have been broken down based on these characteristics. We
find that the disadvantage in comparison with the EU-28 and Germany appears
in both industry and services, but is especially concentrated in small firms. How-

The percentage of
enterprises with 10
or more employees
that do some

type of innovation
is lower than in
other comparable
territories,
especially among
smaller firms
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ever, although large and medium-sized firms do not reach German levels, the
percentage of innovative Basque firms is above the EU average.

Percentages of firms with 10 or more employees that innovate, by type of
innovation (Basque Country, 2017; remainder, 2016)

Basque
Country Spain EU-28 Germany
2017
% innovators Total 44 37 51 64
Industry 47 39 52 69
Services 41 35 49 59
Small 39 32 46 58
Medium 68 56 63 78
Large 83 75 77 91
% with technological innovation ~ Total 41 23 39 50
Industry 45 27 43 57
Services 36 19 36 44
Small 35 18 35 45
Medium 66 42 51 62
Large 83 48 50 62
% with product innovation Total 25 11 26 32
Industry 26 14 28 38
Services 24 9 24 26
Small 21 8 23 27
Medium 43 25 35 41
Large 59 44 51 63
% with process innovation Total 27 15 25 27
Industry 29 18 28 31
Services 24 12 22 24
Small 23 11 22 22
Medium 42 29 34 37
Large 63 50 50 60
% with non-technological inno- Total 21 28 37 47
vation Industry 20 27 36 483
Services 23 29 37 46
Small 19 25 33 41
Medium 31 40 46 60
Large 52 58 60 73
% with organisational innovation  Total 18 24 28 36
Industry 16 22 27 36
Services 20 25 30 35
Small 15 20 25 31
Medium 26 36 37 47
Large 49 52 51 60
% with marketing innovation Total 12 16 23 32
Industry 9 15 22 31
Services 15 16 24 32
Small 11 14 21 28
Medium 16 21 28 38
Large 20 35 40 53
% with technological and non-te- Total 40 37 50 52
chnological innovation Industry 36 42 51 51
Services 44 34 50 53
Small 38 32 48 48
Medium 43 48 55 58
Large 63 64 65 68

Eustat (Basque Statistics Office), Eurostat.

The percentages are calculated out of total firms with 10 or more employees, except for the last box (% with
technological and non-technological innovation), which is calculated out of all innovative firms.



Moving on to the analysis by type of innovation, technological innovation is also
higher among industrial firms than among those in services, and higher among
larger firms than smaller ones. The Basque Country ranks better in terms of this
type of innovation: its rate is almost double that of Spain, tops that of the EU-28, and
is closing in on Germany. Ratios of technological innovators in the Basque Country
are particularly high in larger firms, where they even top German rates. The relative
strength of the Basque Country in technological innovation rests primarily on pro-
cess innovation (in which even small Basque firms surpass German ones in percent-
age of innovation) and its position is weaker in product innovation (a type of innova-
tion more closely linked to greater autonomy and decision-making power at firms).

In non-technological innovation, service firms usually report percentages of innova-
tion greater than or equal to industrial ones (Germany being the exception to this
rule). The Basque Country makes a poorer showing than the other territories subject
to comparison (including Spain), especially for medium-sized firms, and most of all,
small firms. Additionally, this weakness of Basque firms in non-technological innova-
tion can be found in both organisational and marketing innovation.

Lastly, the literature has shown that significant competitive advantage derives from
combining different types of innovation. In this regard, the bottom box of Table 14
shows that Basque firms are ahead of Spanish ones (except for industrial firms), but
behind the EU and Germany.

Table 15 shows that the Basque Country has developed a considerable culture of co-
operation on technological innovation. Consequently, in this area it ranks ahead of
not only Spain, but also the EU-28 and Germany, for all firm types. However, small
firms, which are those that would need it the most, engage in this to a lesser extent
than do large ones. What is more, although the majority of cooperation on techno-
logical innovation takes place with partners from the same country, Basque firms (es-
pecially those in services) are more open to cooperation with other EU countries than
are firms in Spain and Germany, and the EU average.

Percentages of firms with 10 or more employees that cooperate in technological
innovation (Basque Country, 2014-17; remainder, 2016)

Basque Basque Basque Basque @ Spain EU-28 Germany
Country Country Country Country
2014 2015 2016 2017

% that cooperate  Total 14.8 15.1 13.1 15.5 7.3 12.8 10.1
Industry 14.1 13.6 12.2 147 8.8 13.0 133
Services 15.5 17.0 14.1 16.3 6.0 12.7 7.2
Small 109 11.0 8.0 11.1 4.7 10.2 6.2
Medium 29.6 31.5 34.0 33.1 15.8 19.2 16.5
Large 60.0 55.0 52.9 52.0 36.7 37.6 39.9
% that coope- Total 6.0 6.2 6.1 7.3 24 4.5 3.8
rate with other EU nqustry 53 4.9 5.0 4.7 29 52 5.1
countries -
Services 6.9 7.9 7.4 10.3 19 3.8 2.6
Small 3.6 4.0 33 4.6 1.1 2.7 1.7
Medium 144 135 171 17.5 5.8 8.0 6.3
Large 40.0 41.0 353 36.7 20.6 238 24.8

Eustat (Basque Statistics Office) and Eurostat.

The Eustat indicator only takes cooperation with partners in other EU countries into account, while the EU
survey also includes those in EFTA countries and EU partner countries.
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Lastly, the intensity of innovation expenditure in the Basque Country is signifi-
cant: double that of Spain and higher than the EU average, although it lags be-
hind Germany. Unlike in other places, in the Basque Country it is higher in the
services sector than in industry, due to the significant weight of bodies such as
technology centres and separate company R&D units in Basque services. Fur-
thermore, it is generally large firms that allocate a higher percentage of their
turnover to innovation expenditure. However, in the Basque Country medium-
sized firms account for a larger share than large ones, due to the numbers re-
ported by that segment for a good portion of the bodies mentioned above. By
type of expenditure, acquisition of machinery and equipment requires the least
differentiating capabilities of firms and can be most easily copied by competi-
tors. For this reason, it is usually more accessible for small firms, despite the
fact that these are usually less capital-intensive in nature. However, this is not
the case with Spanish and Basque firms. As regards to innovation expenditure
on R&D (both internally and contracted out to other firms), the Basque Country
stands out quite positively, even almost catching up with Germany. The differ-
ence between the Basque and German models is that in the Basque Country, the
highest rates are found among service and mid-sized firms, due to the numbers
reported by bodies such as technology centres and business R&D units in that
category.

Innovation expenditure of firms with 10 or more employees (% of turnover;
Basque Country, 2014-17; remainder, 2016)

Basque Basque Basque Basque Spain EU-28 Germany
Country Country Country Country
2014 2015 2016 2017

Innovation expen- Total 2.16 2.25 2.24 2.25 1.17 2.01 3.1
diture Industry 182 18 18 205 123 304 475
Services 2.81 304 289 263 112 149 1.31
Small 128 158 163 133 070 148 1.66
Medium 271 256 243 260 087 133 1.29
Large 269 274 278 295 152 249 3.90
Machinery expen- Total 0.39 0.44 0.48 0.42 0.26 0.50 0.77
diture Industry 049 048 050 053 026 077 1.02
Services 022 038 044 019 026 028 0.50
Small 016 019 035 017 014 052 0.78
Medium 016 025 026 032 012  0.39 0.43
Large 094 099 093 085 038 054 087
Internal and exter- Total 1.65 1.66 1.62 1.64 0.75 1.24 1.78
?Uar'eR&D expendi- o 4 stry 125 129 131 139 085  1.92 2.98
Services 2.42 2.35 2.18 2.13 0.66 0.68 0.47
Small 107 128 116 106 051 0.73 0.58
Medium 243 219 207 217 068 077 0.60
Large 157 153 163 170 089 161 234

Eustat (Basque Statistics Office) and Eurostat.



Firm digitisation

Another aspect of note as regards to business performance is the digitisation of firms, which is
a broader process than simply incorporating technology and has an impact on their competi-
tiveness and sustainability. According to the digital maturity study of 427 Basque SMEs, their
capabilities are increasing in the ability to identify, detect and build digital growth opportuni-
ties, demonstrating that they are preparing themselves for the years to come. Therefore, firms
have been progressively incorporating digitisation as a lever for growth into their corporate
strategies. However, we can observe certain limitations as regards to leadership that views digi-
tisation as a competitive advantage beyond mere technology, as well as in the digital empower-
ment of employees.

Although firms are increasingly more aware of the importance of digital channels, there
are still only limited experiences of an advanced presence in new digital markets. Digitisa-
tion processes are primarily being carried out without agile frameworks and methodologies,
which could be suitable for this type of digital transformation process. Basque firms have
mainly continued to incorporate technology into existing processes, but they are not yet tac-
kling innovation in their business models on a mass scale. For this reason, thus far they have
been focusing primarily on improving security conditions, customer relations or the servi-
ces they provide, as well as marketing and advertising. They are currently planning activi-
ties aimed at training their workforce, improving sales and analysing products and services.
However, around 40% of firms have not even planned actions to analyse products and servi-
ces, deliver and/or develop new products, retrain their workforce or better understand their
customers. Given the complexity of digital transformation, it is necessary to overcome the
low levels of collaboration among SMEs, increasing collaborations with third parties, so that
open digital innovation will provide them with better conditions in which to compete.

Zubillaga Rego, A., Aramburu Goya, N., Lorenzo Ochoa, O., North, K. and Peletier Espiga, C. (2019), ‘Ma-
durez digital de la PYME vasca', Cuadernos Orkestra 56/2019.

The economic and financial performance of firms is an essential analytical dimension
for examining the strengths and weaknesses of a territory. Indebtedness indicators,
for example, reflect the tendency to assume risks or conditions that restrict access
to business finance. Business profitability indicators are indicative of the capacity
for growth, survival and adaptation in the changing business environment. Conse-
quently, the existence of firms with appropriate levels of debt and profitability has a
significant impact on territorial competitiveness.

The aim of this section is to describe and update the salient features of the economic
and financial situation of Basque businesses. To this end, we consider their economic
and financial situation in comparative terms within the Spanish and European con-
text.

Within the Spanish context, various studies produced by Orkestra' have identi-
fied certain characteristic patterns among Basque firms, such as adequate capi-

Diaz, A., Gil de San Vicente, I., Murciego, A, Sisti, E. and Vivanco, D. (2016). ‘Informe econémico-financiero de
la empresa vasca'. Cuadernos Orkestra 2016/20, December; Garciandia Telleria, F. and Aguirre Zubizarreta,
0. (2009). Informe econdmico-financiero de la empresa vasca. Una visién sectorial por segmentos de tamafio em-
presarial. Bilbao: Orkestra; Navarro, M. (2015). Andlisis econémico-financiero comparado de la empresa vasca.
Cuadernos del Informe de Competitividad del Pais Vasco 2015: Transformacion productiva en la prdctica. Bilbao:
Publicaciones Universidad de Deusto.



38

talisation, a lesser propensity to use external finance, and moderate profitabil-
ity levels in comparison with the rest of Spanish firms. The updated data for 2017
year-end closing show that Basque firms have increased the weight of their eqg-
uity and reduced the weight of their financial debt. This process, which has also
taken place in Spain as a whole, makes firms stronger. In contrast, although prof-
itability has seen positive growth since 2013, it has not returned to pre-crisis lev-
els in the Basque Country, whereas this has already happened in Spain. Lastly,
thanks to the decrease in the levels and cost of debt, Basque firms have in-
creased their capacity to manage their debt and the financing costs they bear. Ad-
ditionally, Basque firms had a higher return on assets (ROA) than the cost of debt
in 2017. As a result, finding themselves with positive financial leverage, they could
increase the firm’'s financial return through debt-financed investment policies, as
well as fostering more economic activity and jobs.

For the European comparison, Table 17 shows the variation in different indicators
related to the percentage share of the main balance sheet items, income state-
ment items and profitability and indebtedness indicators. Firstly, it is important
to note that among Basque firms we are still seeing an upward trend in the share
of equity in the balance sheet, whereas in the aggregate benchmark countries, we
can identify a slight tendency to increase their leverage. As regards to financial
debt, the Basque Country ranks considerably below the EU and trending down-
ward, and it has a higher level of commercial debt.

Secondly, in the last two years, the weight of earnings before interest and taxes
(EBIT) has followed a similar trend to the EU. That is to say, the Basque Coun-
try is operating with similar profit-margin ratios. For its part, net income in the
Basque Country has followed a similar pattern to the EU, although at a slightly
lower level. This leads us to infer the existence of relatively weaker financial per-
formance by Basque business.

Thirdly, following the crisis, the overall ROA of Basque firms is seeing a recovery,
although it still remains below that reported by the aggregate benchmark group.
This result appears to be mainly influenced by the profitability of financial assets
(return on financial assets), as the profitability level of their operating assets (op-
erating ROA) is similar to that of the benchmark European countries, the latter
being the indicator that would better reflect the competitiveness of production
activity carried out in the territory.

Lastly, analysing trends in indebtedness indicators such as the debt/EBIT ratio re-
veals the impact of the lower relative profitability of Basque firms. As regards to
covering costs deriving from financial obligations using operating earnings and fi-
nancial income, Basque business is in a similar situation to Europe. In turn, the
trend in apparent cost of debt is downward, reflecting the drop in interest rates
(the product of EU monetary policy). And in the case of the Basque economy, it is
slightly below the European benchmark.



Main indicators of economic and financial position

Basque Country (1) Europe (2)

2008 2013 2016 2017 2008 2013 2016 2017

Balance sheet Equity 37.1 453 452 49.8 325 349 364 34.8
Financial debt 39.8 34.7 343 31.2 40.1 40.4 39.7 382

Commercial debt 209 183 18.9 17.7 16.0 14.2 133 12.9

Profit and loss sta- EBIT 52 29 4.0 4.2 3.8 3.1 43 4.2
tement Financing costs 39 2.7 2.1 1.0 2.4 1.7 1.5 13
Net income 33 1.1 2.8 3.0 24 2.2 34 35

Profitability Total ROA 4.0 2.3 3.2 3.3 4.1 3.2 39 4.1
Operating ROA 5.9 3.6 52 6.0 5.9 4.7 5.8 6.1

Return on financial assets 5.6 2.6 2.5 2.1 7.7 5.7 4.9 4.9

Debt level Debt/EBIT 15.9 24.2 17.4 15.4 17.6 236 16.6 16.0
Fin. costs / (EBIT+FinInc) 0.5 0.7 0.4 0.2 0.4 0.4 03 0.2

Cost of debt 4.8 33 2.5 23 4.4 33 2.7 2.6

(1) SABI-Informa Database; (2) Bank for the Accounts of Companies Harmonised (BACH) project.

In short, in the last four years, conditions in the macroeconomic environment have
been beneficial for the financial development of the fabric of Basque business. How-
ever, despite ‘enjoying’ a situation of cheap money and high liquidity, firms continue
to show little predisposition to contract debt. Consequently, there thus remains a
slight tendency towards deleveraging. For their part, the operating profit reported by
Basque firms is similar to that reported by benchmark countries.

Labour costs continue to be a key determining factor of economic competitiveness
due to their potential impact on the development of the general price index (infla-
tion) and on foreign trade. As indicated in previous competitiveness reports pre-
pared by Orkestra, labour costs do not represent an exclusive indicator of com-
petitiveness, but rather interpretation of their variation and their effects must be
analysed alongside other indicators. Thus, factors such as public intervention, the
institutional framework of the labour market, and/or the level of commercial and fi-
nancial integration of an economy, among other things, are other underlying factors
of the balance between salary pressure and productivity.

The aim of this section is to update, from a comparative international perspective,
the analysis of the trends in labour costs in the Basque economy, and its significant
manufacturing industry, which is very open to international competition. To this end,
Graph 13 shows the trends in the different indicators broken down in this analysis.
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Basque firms
remain in a strong
position in terms
of productivity and
labour costs
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As regards to labour costs per employee (LCE), both the Spanish and Basque econ-
omies experienced a downturn as a result of the crisis somewhat later than the
other European economies, but more intensely at a later point. In the last year,
we can see an upturn in LCE in all territories, something which had already been
ongoing in Germany. Even so, in comparison with its 2013 position, the Basque
Country continues to report lower values than those of the other territories, both
for the economy as a whole and for the manufacturing industry.

Concerning productivity, we are again detecting the effects of the downturns in
the Spanish labour market, such as staff reductions and the disappearance of



lower value-added jobs. Consequently, there is evidence of a pronounced recov-
ery in the productivity indicator. Beginning in 2013, we see a similar trajectory
in productivity growth in the EU-28, Germany and the Basque Country, while in
Spain, progress in productivity stalled until 2015, when it began to gain momen-
tum again. In the manufacturing industry, the effects are magnified in compari-
son with the economy as a whole, and productivity grew at a more pronounced
rate in the EU-28, Germany and the Basque Country starting in 2013. However, in
the last year, productivity has maintained almost the same level as in the previ-
ous year.

The Basque and Spanish economies began an extended process of competitive
improvement in unit labour costs (NULC) in 2010.'® This trend in falling NULC
halted and even reversed slightly in 2018. In the manufacturing industry, variabil-
ity is more marked in comparison with that seen in the economy as a whole. After
2013, the Basque Country reported better competitive improvement in relation to
the three benchmark territories. Until 2015, Spain matched the Basque Country in
this improvement, then improvement slowed in Spain. During the last two years,
the EU-28 and Germany have experienced a pattern of growth. The improvement
in the competitiveness of NULC has been somewhat offset by appreciation in the
nominal effective exchange rate of Spain compared to developed countries, which
rose slightly between 2015 and 2018."7

And as regards to real unit labour costs (RULC),'8 the reduction taking place in the
Basque Country is even greater, creating favourable conditions for business mar-
gins to recover.

As a result of all this, in Table 18 we can see two noteworthy characteristics in
2018: the high correlation between LCE and productivity, and the differences in
ULC between the economy as a whole and the manufacturing industry. The first
characteristic is explained by the fact that high productivity means high sala-
ries, which in turn drive the search for greater innovation and the replacement of
workers with capital. As regards apparent productivity of labour for the economy
as a whole, it is possible to identify two groups: Germany and the Basque Coun-
try at a similar and higher level, and the EU-28 and Spain at a lower level. De-
spite everything, the ULC column gives a low value for the Basque economy due
to the combination of relatively lower LCE and high productivity. By contrast, in
the manufacturing industry, which has higher LCE and productivity levels than the
economy as a whole, the Basque Country has higher relative ULC than the other
areas, which is the result of lower relative productivity. In turn, given the manu-
facturing and industrial specialisation of the Basque economy, the greater pro-
ductivity found in this sector partially explains the higher level of productivity in
the economy as a whole.

NULC are calculated based on the nominal variation in both labour costs per employee and productivity.
Economists consider NULC to be the most suitable indicator of changes in labour costs for analysing the
impact of labour costs on foreign competitiveness.

If in 2017 the base was 100.0, in 2015 it was 99.3 and in 2018 it was 101.2.

Change in RULC makes it possible to determine to what extent firms are able to transfer changes in NULC
to their prices (so that RULC are reduced and business margins increase) or the opposite (when RULC in-
crease and business margins decline). Therefore, variation in RULC is the most suitable indicator to reflect
the influence of changes in labour costs on business profitability.
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Labour cost per employee (LCE) and productivity, and unit labour costs (ULC) (2018)

Overall economy Manufacturing industry

Labour cost Productivity
per employee per employee
(thousand €) (thousand €)

Unit labour Labour cost Productivity Unit labour

per employee per employee
cost (%) (thousand €) (thousand €) cost (%)

EU-28 37.1 59.3 62.5 40.8 69.9 58.4
Spain 327 54.8 59.7 384 70.2 54.8
Germany 43.0 68.1 63.1 56.5 91.0 62.1
Basque Country 393 67.0 58.6 46.2 72.1 64.0
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Eustat (Basque Statistics Office) and Eurostat. Compiled by authors.

The trend analysis is supplemented by the regional comparison, which is shown in
Graph 14 for the economy as a whole and in Graph 15 for the manufacturing in-
dustry. This confirms the result of the comparison between the Basque economy
as a whole and the averages for countries, with the additional information that the
majority of comparable foreign regions exceed the Basque Country in LCE and in
productivity, but also in ULC, and that, in comparison with comparable Spanish re-
gions, the Basque Country tops all of them in LCE and productivity. But the most
interesting thing is that, as regards to the manufacturing industry, the Basque
Country manages to have ULC below the average for the EU-28 regions and all of
its comparable foreign regions (except for two). In other words, the regional com-
parison does not appear to confirm the disadvantage which the comparison with
countries seemed to show for the Basque manufacturing industry.

Labour cost per employee and productivity (GVA per employee) for the economy of
the EU-28 regions as a whole (2017 or closest year)
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There are three regions which are not included in this graph, as their productivity is above 100.



Labour cost per employee and productivity (GVA per employee) for the
manufacturing industry in the EU-28 regions (2017 or closest year)
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Eustat (Basque Statistics Office) and Eurostat. Compiled by authors.

The labour cost analyses conducted thus far have been calculated in relation to
working personnel, but they could also have been calculated in relation to hours
worked. This would have an impact on calculations of LCE and productivity levels,
as the average annual hours of work per employee varies significantly from one
place to another. Graph 16 shows how the average number of hours worked per
year by an employee has varied.

Average number of hours worked a year per employed person
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Eustat (Basque Statistics Office) and Eurostat. Compiled by authors.

Two salient aspects can be identified in the graph. First, the number of hours
worked per operator in the manufacturing industry exceeds that of the economy
as a whole in all countries. Second, we can see that Germany clearly stands out
for its lower number of hours of work, while Spain is the country reporting the
highest annual averages for hours worked.
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From the perspective of trends, the performance of the economy as a whole is
somewhat different from the manufacturing industry. In the economy as a whole,
we see a slight downward trend in the number of hours worked in most coun-
tries. The exception is in fact the Basque Country, where since 2014, with the
economic recovery, there appears to be a slight upward trend in the number of
hours worked per operator. In the manufacturing industry, the drop was more
pronounced during the crisis in the EU-28, Germany and the Basque Country,
while in Spain, the (slight) trend was an increase in the average number of hours
worked.

From the analysis of the firm performance indicators it is possible to conclude
that Basque firms remain in a good position in terms of productivity and labour
costs. Although it slowed somewhat in the last year, we see a pronounced recov-
ery in productivity, especially in the manufacturing industry. In terms of labour
costs per employee (LCE), the Basque Country is still reporting lower values than
those for Germany, although higher than the average for Spain and the EU-28 as
a whole. From the combination of the two indicators, we can see an improvement
in competitiveness in the Basque Country in terms of unit labour costs (NULC)
and especially in real unit labour costs (RULC), which supports the recovery of
business profit margins.

Generally speaking, firms have had risk-averse financial strategies. They have
continued to reduce debt and consolidate their equity, making it more sound. Ad-
ditionally, Basque firms had a higher return on assets (ROA) than the cost of debt
in 2017, thus finding themselves with positive financial leverage. Although the
overall ROA of Basque firms is showing a recovery, Basque firms demonstrate a
lesser capacity to obtain profits from activity in other territories, especially as re-
gards to financial assets (return on financial assets). The profitability level of their
operating assets (operating ROA) is similar to that of the benchmark European
countries, the latter being the indicator that would best reflect the competitive-
ness of production activity carried out in the territory.

We do not see big changes in firm performance in aspects related to innovation
in comparison with earlier years in the recovery from the crisis. The percentage
of enterprises (10 or more employees) with some type of innovation is lower than
in other comparable territories, in both industry and services, although the lag
is particularly concentrated in smaller firms. However, we find considerable dif-
ferences between the performance of firms in technological innovation and non-
technological innovation. The Basque Country is better positioned in technologi-
cal innovation, with particularly high rates of technological innovation at larger
firms, to which is added the development of a considerable culture of cooper-
ation. The relative strength of the Basque Country in technological innovation
lies primarily in process innovation, including among small firms. However, the
Basque Country makes a poorer showing in non-technological innovation, both
organisational and marketing, especially among medium-sized firms, and most of
all, small ones. Lastly, with the ability to combine technological and non-techno-
logical innovation being an important source of competitive advantage, Basque
firms also have room for improvement in this area, as they lag behind the EU and
Germany.



However, it appears that since the recovery, Basque business is maintaining
the status quo and adopting a conservative profile in its efforts and types of in-
novation, as well as its financial strategy. Despite the preceding, or thanks to it,
Basque firms are managing to maintain good competitive capacity in terms of
productivity and costs.

The comparative specialisation indicators in Table 19 focus on two groups of ac-
tivities which are considered especially important: high- and medium-high-tech
manufacturing and knowledge-intensive services. The Basque Country contin-
ues to have one of the highest proportions of employment in high- and medium-
high-tech manufacturing in Europe, Spain and the group of comparable regions.
Although the value dropped slightly in the last year, the trend graphs show that
in recent years, employment levels in high- and medium-high-tech manufactur-
ing have been above the European average and the average for the compara-
ble regions, as well as Spain. However, the position with regard to knowledge-
intensive services is not as favourable. This indicator is trending upward, but the
Basque Country still falls in the middle of the ranking in comparison with Euro-
pean regions and low in relation to the comparable regions. Although it is above
Spain, it remains below the average for Germany, Europe and the comparable
regions.

Status of the Basque Country in terms of specialisation indicators

Employment in high- and medium-high-tech manufacturing
(% total employment; 2018)

+ meme - @ 11

Eurostat and Eustat (Basque Statistics Office). Compiled by authors.
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The Basque
Country continues
to rank well in
employment

in high- and
medium-high-tech
manufacturing,
but its position

is still not as
strong as regards
to knowledge-
intensive services

Employment in knowledge-intensive services
(% total employment; 2018)

13

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and

the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).
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In comparison
with the EU-28, the
Basque Country

is notable for its
larger share of
publications in the
physical sciences
and in engineering
and technology,
and smaller share
in life sciences and
in health, pre-med
and medicine

Variation in specialisation indicators
Employment in high- and medium-high-tech

manufacturing (% employment)
1 45

-------------------------------------------- 425
9 \/\/\/\
40

7 375

Employment in knowledge-intensive services
(% employment)

35

325

3 30
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

—— Basque Country — EU-28 —— Comparable Reg. - - - Spain - - - Germany

Eurostat. Compiled by authors.

The comparative analysis of specialisation is supplemented below by a detailed
analysis of scientific (measured in publications), technological (through an analy-
sis of patents) and commercial/economic specialisation (focused on exports). This
makes it possible to determine the territory's different fields of specialisation.
Having a more detailed understanding of these areas helps reveal the existence
of strengths to support smart specialisation strategies and detect possible inade-
quacies that would be necessary to mitigate or offset.

The InCites database makes it possible to analyse publications on the Web of Sci-
ence (WoS) by scientific domain.'® Table 20 allows us to see that while the two do-
mains that accounted for the largest number of publications in the EU-28 for the
2015-2018 period are life sciences; and health, pre-med and medicine (with ap-
proximately 25% of all publications in each one), in the Basque Country, the two
domains with the highest volume of publications are physical sciences; and engi-
neering and technology (with 26% and 23%, respectively).

WoS publications by scientific domain (2015-2018)

Percentage distribution

Specialisation index
(EU-28 =100)

Arts and pk:'z?rlr::;a Engl::grmg Life Physical Social
humanities ar.u:l_ technology sciences sciences sciences
medicine

Basque Country 2.3 17.7 23.2 22.5 26.1 8.1
Spanish Comp. Reg. 2.1 30.7 14.3 29.6 16.5 6.8
Spain 3.0 24.6 17.7 27.6 18.9 8.3
EU-28 3.8 24.8 18.5 254 17.8 9.8
Germany 2.3 235 183 26.4 22.3 7.3
Basque Country 62 71 125 89 147 83
Spanish Comp. Reg. 55 124 77 117 93 69
Spain 79 99 95 109 106 85
EU-28 100 100 100 100 100 100
Germany 61 95 99 104 125 75

InCites. Compiled by authors.

The specialisation index of each territory compares the share of publications in each domain with the European average.
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The Basque Country has considerable rates of specialisation compared to the EU-
28 in physical sciences (147) and engineering and technology, whereas it has an
underspecialisation in all other domains. In fact, the comparable Spanish regions
have precisely the opposite specialisation profile to the Basque Country: they are
specialised in health, pre-med and medicine and in life sciences, and underspecial-
ised in engineering and technology and in the physical sciences.

In general, the scientific specialisation profile of the Basque Country appears to
be quite in keeping with the main strategic priorities of its RIS3. For priorities such
as advanced manufacturing and energy, engineering and technology and physi-
cal sciences capabilities are more significant than life sciences and health, pre-
med and medicine. The same cannot be said of the other strategic priorities, bio-
sciences/health (or even the food opportunity niche). But the latter are supported
by a much less developed economic reality than advanced manufacturing and en-
ergy. What is more, in terms of trends, we can detect a decrease in underspeciali-
sation. As regards to the underspecialisation in social sciences, to the extent that
this domain has a strong relationship with non-technological innovation and it is in
this type of innovation where the Basque Country lags behind the EU-28 most ob-
viously, it seems clear that this sphere should be the focus of greater stimulus and
prioritisation by Basque science policies.

Given that no new patent data have been published since the previous competi-
tiveness report was released, it has not been possible to update this analysis.
Therefore, we highlight here the conclusions presented in the report: the Basque
Country is particularly specialised in mechanical engineering and other industries
(especially the fields of furniture and civil engineering), and to a rather lesser ex-
tent, in chemicals. The greatest underspecialisation (when compared to the Eu-
ropean average) is in electronic engineering, with a weakness in patents linked
to ICT. This offers a window of opportunity given the importance Industry 4.0 will
take on in the future to foster advanced manufacturing and opportunity niches
such as the creative industries.

As regards to the branches of the economy for which patents are sought, those
linked to metals are particularly noteworthy, especially machinery as well as met-
allurgy and metal products. The greatest underspecialisation is found in electrical
equipment and IT services, which may also be an obstacle to developing the Indus-
try 4.0 strategy.

In this section we will be analysing the economic specialisation of the Basque
Country based on foreign trade data. The data have been divided into 19
branches of activity, which have in turn been grouped based on their technologi-
cal level, economic use of the goods, level of growth, and technical and economic
characteristics.

As shown in Table 21, Basque exports have a significant degree of concentration
in four industries: motor vehicles (24%), metallurgy and basic metals (23%), ma-
chinery and equipment (14%), and refined petroleum products (8%). The speciali-
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sation indexes for these four branches are also high. The resulting risks are sig-
nificant, given the considerable link between the first three, which largely form
part of the same value chains, and the fact that the fourth is highly subject to en-
ergy price volatility and foreign oil supply. Be that as it may, it should be noted
that between 2008 and 2018, the degree of export concentration dropped consid-
erably, primarily due to the declining share of metallurgy and metal products ex-
ports. Additionally, as we will see below when analysing relative balance of trade,
the severity of this concentration is less because in these four sectors with the
largest share of exports, the Basque Country has strongly positive comparative
advantage rates.

The Basque Country primarily exports medium-tech products and those with me-
dium demand growth, intermediate goods and consumer durables, from econo-
mies of scale-intensive branches. In contrast, it has hardly any high-tech and high
demand growth exports, or from the science and technology-intensive branches.
Of the three major manufacturing branches which are classified as high-tech, the
Basque Country’'s greatest weaknesses are in pharmaceuticals, followed by elec-
tronics and IT, with aeronautics having relatively fewer weaknesses. In addition,
the Basque Country's percentage of consumer goods exports is very low. This
makes the Basque economy highly sensitive to the economic cycle, which may ex-
plain why Basque exports are more affected in times of crisis, and why, in con-
trast, in 2018, a time of relative growth in the economy of advanced countries, its
exports are also showing stronger growth.

As regards to specialisation, in addition to the four branches discussed, there are
several industries that are also notable for having a positive specialisation: non-
metallic industry (from exports of glass, cement, refractory ceramics, abrasive
products and non-metallic mineral products), wood, paper and printing (primar-
ily due to pulp, paper and paperboard), and rubber and plastics (primarily due
to rubber). And although there is no specialisation at the branch level, if we drop
down to the sub-branch level, railway equipment. It should also be noted that the
industries in which the Basque Country is underspecialised include some closely
linked to the strategic priorities and areas of opportunity included in the Basque
RIS3: pharmaceuticals (biosciences/health strategy); computer and electronic
products, and electrical materials and equipment (advanced manufacturing/In-
dustry 4.0 strategy); and food (area of opportunity of the same name).



Analysis of export specialisation

Industries

Technological
level

Economic use of
goods

Level of growth

Technical and
economic
characteristics

Levers of
competitiveness

Relative balance of trade

Percentage Specialisation Perc.of Relative Relative Relative
distribution index (2018) variation, balance balance balance
(2018) value 2008- of trade of trade of trade
2018 (P.P.)  (2008) (2013) (2018)
Agriculture and fishing 0.4 15 0.0 -69.7 -62.6 -76.6
Extractive Industries 0.6 37 0.4 -98.8 -98.5 -94.6
Food, beverages and tobacco 3.5 47 0.6 -6.3 25.7 12.4
Textiles, apparel, leather and footwear 0.5 10 -0.3 -37.9 -40.7 -45.2
Wood, paper and printing 2.9 108 0.3 7.8 21.7 16.5
Manufacturing of coke and refined petro-
e producé P 83 221 0.2 9.2 34 71.8
Chemicals 3.8 42 14 -25.2 -35.8 -20.8
Pharmaceutical products 0.2 3 0.1 -59.7 -11.7 -16.6
Rubber and plastics 59 181 -0.4 47.5 55.1 47.5
Non-metallic industry 1.8 133 0.1 36.0 46.7 38.8
Metallurgy and metal products 22.6 259 -7.0 19.5 29.7 19.1
Computer and electronic products 1.2 14 0.4 -55.5 -32.8 -20.6
Electrical materials and equipment 4.3 81 -1.3 16.2 31.6 14.8
Machinery and equipment 13.6 125 -0.5 36.7 48.8 36.3
Motor vehicles 24.0 188 6.2 51.1 64.0 56.8
Other transport equipment 3.6 84 0.1 40.4 60.7 34.1
Furniture 0.4 38 -0.1 13.3 17.1 1.2
Other manufactured goods 0.5 17 0.0 -16.9 -174 -19.3
Energy, water, services and unclassified 1.8 93 -0.6 -47.8 -50.1 -19.7
High 2.7 13 0.0 -13.0 -3.2 -4.6
Medium-high 49.7 119 6.6 32.1 39.1 35.0
Medium-low 39.6 208 -7.2 16.5 289 33.0
Low 8.0 42 0.6 -6.3 13.8 5.2
Consumer goods 54 22 -0.7 -9.7 13.6 -0.5
Consumer durables 24.7 182 6.4 51.1 64.0 56.8
Intermediate goods 51.4 128 -55 11.6 19.9 22.5
Capital goods 18.5 88 -0.3 33.8 47.6 32.7
High 7.1 28 -1.3 5.2 19.3 6.6
Medium-high 44.8 126 7.8 34.9 40.3 375
Medium-low 434 174 -7.1 16.0 28.0 30.8
Low 4.6 33 0.5 -15.9 11.8 0.2
Resource-intensive 18.1 105 1.5 -8.5 11.6 32.2
Labour-intensive 9.0 106 -0.8 22.6 334 22.6
Economies of scale-intensive 51.8 139 1.1 29.7 36.0 324
Science and technology-intensive 23 14 -0.2 14.1 3.5 34
Differentiation-intensive 18.8 88 -1.7 24.4 41.4 27.8
Global innovation for local markets 51.0 97 6.2 324 404 34.5
Regional processing 18.2 123 -0.3 29.1 43.2 32.4
Energy- and natural resource-intensive 28.1 198 -6.0 7.8 16.8 28.1
Global technology / innovators 1.2 13 0.5 -55.5 -32.8 -20.6
Labour-intensive products 1.5 16 -0.3 -22.4 -24.8 -25.8

Eurostat, United Nations, Comtrade Database and Directorate-General for Taxation. Compiled by authors.

The groups of activity in which the Basque Country specialises strongly coincide
with those that had the highest exports. Also noteworthy is the significant under-
specialisation in high-tech and high demand growth, science and technology-in-
tensive branches (that is, those which open up more windows of opportunity and
are less affected by competition from emerging countries), as well as consumer
goods producers. This, as indicated above, makes the Basque economy more
sensitive to the economic cycle. It is for this reason that we are unable to catego-

rise the Basque Country's industry specialisation profile as entirely satisfactory.
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Analysis of relative balance of trade,?° a more advanced indicator of comparative advan-
tage than specialisation indices, confirms that the four industries in the Basque Coun-
try which have the highest exports and which have a specialisation index over 100%
also have large positive relative balances of trade. Therefore, from the perspective of
competitiveness, they have considerable strengths. As regards to the specialisation in-
dexes, analysis of the relative balance of trade indicates that some branches in which
the Basque Country does not have a significant specialisation (or was even underspe-
cialised) have positive trade balances. This is the case of electrical materials and equip-
ment (highly important for Industry 4.0) and other transport equipment. Lastly, con-
firming what the specialisation analysis might suggest, in wood, paper and printing, the
Basque Country continues to report a considerable positive relative balance of trade.

And from the perspective of groups of activity, we see the same tendency: in addi-
tion to confirming the strengths demonstrated by the specialisation index analysis,
the capital goods, differentiation-intensive and science and technology-intensive
branches also have a positive balance of trade, all of them being attractive from a
competitive point of view. We also find advantages in other, more vulnerable, types
of activities: resource- and labour-intensive industries (which include manufacture
of metal products). The underspecialisation (with a negative relative balance of
trade) in the high-tech group is also confirmed.

As analysts indicate, development does not only consist of how much the prod-
uct grows, but also how the composition of what is produced is transformed. In the
previous section, we analysed how much Basque exports have grown, in compari-
son with those of other territories. Here we offer a brief analysis of how the export
structure has changed, based on the structural change index for exports (see Table
22). During the 2008-2018 period, there were two clear phases of Basque exports.
Between 2008 and 2013, the structure of Basque exports changed less, and what
change did occur was reactive in nature (sector adjustment in response to declin-
ing demand). Between 2013 and 2018, in contrast, the structure of Basque exports
changed more than that of the other economies. Behind this, it is possible to ob-
serve both reactive (recovery of markets lost during the previous phase) and proac-
tive (development of new activities and markets) behaviours.

Index of structural change in exports

B q

c::gtl:‘r; Comparable Reg. Spain Germany EU-28
Index of structural change 2008-13 16.3 14.5 139 9.8 8.4
Index of structural change 2013-18 21.6 6.2 9.3 7.0 8.1
Index of structural change 2008-18 20.1 14.2 13.1 124 11.5

Eurostat, United Nations, Comtrade Database and Directorate-General for Taxation. Compiled by
authors.

In general, if we look at the transformation over the entire period in the Basque
Country (see Table 21), we see growth in consumer durables and in medium-to-high-
tech and medium-to-high demand growth industries, as well as global innovation

The relative balance of trade index, also known as the Balassa index, is calculated as the difference bet-
ween the value of exports and imports in a given branch and is relativised by the sum of the exports and
imports in that same branch.



for local markets. While on the whole this is positive, the significant underspeciali-
sation in high-tech and high demand growth, and science and technology-intensive
branches remains uncorrected. There has also been a downturn in differentiation-in-
tensive industries. Metallurgy and metal products is the branch that lost the most ex-
ports, whereas motor vehicles made the most progress (despite a decline during the
2008-2013 period).

Index of structural change in exports

An alternative way to analyse export specialisation is by grouping exports into clusters, following
the methodology which groups economic activities based on patterns of co-location of employ-
ment, input-output links and links between occupations (see Delgado et al., 2016?!). This gives
us 51 clusters that group together different activities, which can also be used to classify exports
by means of a conversion table.

Graph 18 shows trends in Basque export clusters for the years 2017 and 2018. Given that the
2018 figures for global exports are not yet complete, Basque exports are given as a share of ex-
ports originating in Europe as a whole.
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Agencia Tributaria (Spanish Tax Agency) and United Nations, Comtrade. Compiled by authors.

The ‘business services’ cluster is outside the graph, as it does not represent any type and becau-
se its value is beyond the x-axis (change in share).

These clusters can be grouped based on the typology developed by Orkestra, which classifies
clusters according to their importance (share of Basque exports, represented by the size of the
circle), their competitive position (share of exports originating in Europe, position on the verti-
cal axis) and dynamism (increase in the share of exports, position on the horizontal axis). The
combination of these three characteristics yields the typology laid out in Table 23. Because of
their importance in Basque exports, these clusters and the underlying areas of economic activ-
ity warrant particular attention in order to implement suitable policies for their development.

Delgado, M., Porter, M.E. and Stern, S. (2016). 'Defining clusters of related industries’, Journal of Economic Geo-
graphy, v.16, pp. 1-38
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The Basque Country continues to have one of the highest proportions of em-
ployment in high- and medium-high-tech manufacturing in Europe. In the area
of knowledge-intensive services, its position is not as favourable, although it is
trending upward. Exports are concentrated especially in four branches of activity,
in which the degree of concentration has declined. Additionally, the concentration
is less serious because these are sectors in which the Basque Country has highly
positive indices of comparative advantage.

The Basque Country primarily exports medium-tech products and those with
medium demand growth, intermediate goods and consumer durables, from
economies of scale-intensive branches. In contrast, it has hardly any high-tech
exports or high demand growth exports, or from the science and technology-
intensive branches. In addition, the Basque Country’s percentage of consumer
goods exports is very low, making the Basque economy more sensitive to the
economic cycle.

Scientific specialisation seems to be aligned with the production system and the
priority sectors identified in the RIS3, especially advanced manufacturing and
energy. This is not the case of biosciences/health (or even the food opportunity
niche), in which these activities have a less developed reality.

The business environment is key to creating the conditions necessary to allow firms
to increase their productivity and compete effectively in international markets. In
this section, we analyse various spheres. The first group of indicators refers to as-
pects related to the labour resources available in the territory. The second group
deals with the innovation environment, as regards to public expenditure on innova-
tion and personnel, and the collaboration taking places in the academic sphere to
analyse whether foreign collaboration may be helping to bring in knowledge from
abroad and if there are jointly authored publications in the academic and industrial
world which may help to transfer scientific knowledge to business. Lastly, the final
group relates to the digitisation environment of the economy.

We thus begin with an analysis of labour resources (its status and change compared
to the previous year are set out in Table 24, with variation shown in Graph 19). In
human resources employed in science and technology, the Basque Country is in a
strong position in comparison with the autonomous communities and cities, inter-
mediate when compared with the European regions as a whole, and a low position
compared to the comparable regions. In recent years, the values for this indicator
have been improving, but this is also true of other territories. The Basque Country
has ranked below the average for Europe and the comparable regions since 2011,
and is some distance from Germany.

When we consider the entire population between the ages of 25 and 64, we find
that after the customary age for formal education is reached, the education level

53



The Basque
Country's weaker
position in terms
of training and
education level
for the population
aged 25-64 is
explained by lower
levels among the
highest age bands
and a smaller
percentage of the
population with
mid-level studies

fluctuates very little from one year to the next, increasing slightly because the
younger generation joining the cohort have more education than the elderly
people leaving it. Given that the highest age bands have the worst level of edu-
cation (compared to other European regions, and especially the comparable re-
gions, due to the low percentage of upper secondary education), this is one of
the business environment indicators in which the Basque Country has the weak-
est position, in comparison with both the European regions and the comparable
regions, although it ranks very well within Spain. Apart from the generational is-
sue, this is due to the fact that the percentage of the population with med-level
studies (upper secondary) is low, unlike countries such as Germany, where they
constitute a very significant portion of the population. Inadequacies in the high-
est age bands are offset by the education levels of younger people in terms of
tertiary education (although less so in upper secondary education). Thus, the
Basque Country continues to rank high in the three groups considered, and
above all among the territories considered in the trend graph and indicator for
students in tertiary education.

Status of the Basque Country in terms of human resources indicators

Human resources working in science and technology (%; 2018)

Population aged 25-64 with upper secondary or tertiary education

(%; 2018)
o g ean T4 ) e 1
27 |- 27 T
2 = 2 =
Students enrolled in tertiary education (% pop. aged 20-29; 2017) Overqualification index (%; 2018)
" —. 14 . D 96 =
LA 30 =
5 L1 18 =
Students enrolled in vocational education and training Population engaged in continuing education
(% pop. aged 15-19; 2017) (% pop. aged 25-64; 2018)
B T 120 v - e @ |5
9 T4 3 | -4
2 T2 2 L1

Eustat (Basque Statistics Office) and Eurostat. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and
the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).
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Variation in human resources indicators

Human resources employed in Population aged 25-64 with upper secondary or
science and technology (%) tertiary education (%)
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Eustat (Basque Statistics Office) and Eurostat. Compiled by authors.

Strong
performance in
Strong performance in terms of the population that has completed tertiary edu- tertiary education
cation is offset by the overqualification index, which has been defined as the ra- s offset by
tio between the population with tertiary education and the population employed  high levels of
in the most skilled occupations (directors and managers, science and intellec- overqualification
tual professionals, and mid-level engineers and professionals). This is without a gnd high youth
doubt the indicator in which the Basque Country has the weakest position, with unemployment
the highest overqualification indices at the European level. This is an indication  rates, including
that, despite efforts being made in the area of education and training, the region among those with
is not generating enough jobs that require those levels of qualifications. For ex- tertiary education
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ample, this is in line with the high youth unemployment rates, including those
with tertiary education, and is closely related to the challenge around skills dis-
cussed in this year's topic report.

Turning our gaze to another student enrolment indicator, the Basque Country’s
position in terms of vocational education and training is a little weaker than in
tertiary education (except in comparison with the autonomous communities and
cities), but it made gains in the last year. The trend graph shows that this change
in the ranking is linked to an increase in the value for the indicator, which offsets
the drop in the previous year. It is worth noting that the indicator remains higher
than that of all the others considered, and quite a bit higher than the German
average, a benchmark country in terms of vocational education and training.

As regards to the population engaged in continuing education, which is neces-
sary to continue acquiring skills, in the case of the Basque Country, we are see-
ing a more volatile annual change than in other territories, alternating between
increases and decreases. In the last year, the value of the indicator fell, and this
caused it to drop a few positions in the rankings, although it is still in a strong
position among European regions as a whole and in the middle within the group
of comparable regions.??

The second group of business environment indicators measures R&D capacity,
both public (government and universities) and total. In other words, they also in-
clude those for the business sector, already described in the analysis of firm per-
formance. Both are included to account for the possible distortion produced by
computing the R&D investment for technology centres and CRCs as private. This
explains why the relative positions in public R&D expenditure and personnel are
lower than the total. Table 25 shows the position in the ranking for 2016, the last
year for which there are comparable data for the European regions. However,
Graph 20 incorporates data for 2017, a year in which we see a slight improve-
ment in the values for both personnel and public and total expenditure. Total
R&D personnel figures are considerably higher than the Spanish, European and
even German averages, highlighting the positive levels in terms of human re-
sources allocated to R&D. The same cannot be said of expenditure, which has
been below the European average and a considerable distance from German lev-
els since 2013.

The jump seen in Graph 19 in 2013 for comparable regions is due to a change in methodology in how this
variable is calculated in the French regions, many of which are part of the benchmark group.



Status of the Basque Country in terms of public innovation inputs

R&D personnel at public institutions (% total employment; 2016) Public R&D expenditure (% GDP; 2016)

ommmeu@e o 13 ool - 14
14 o = 22 @ L
8 . T 10 . =

Total FTE R&D personnel (% total employment; 2016) Total R&D expenditure (% GDP; 2016)

- ewaws « w» @ -4 sesmeel |5
4 . L1 13 . =
1 ® = @ -

Publications with international collaborations
(% publications, 2018) Publications industry collaborations (% publications, 2018)

vl -8 P |13
17 @ 11 30 () 11
4 ® = = ® =
Eustat (Basque Statistics Office), Eurostat and Incites. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and
the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).
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positive trend
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publications in
collaboration with
foreign centres
contrasts with
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ample margin for
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Variation in public innovation input indicators

FTE personnel engaged in R&D, public

(% total employment) Internal R&D expenditure, public (% GDP)
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Eustat (Basque Statistics Office), Eurostat and Incites. Compiled by authors.

Be that as it may, the increase in R&D expenditure seen in the Basque Country in
2017 closes the gap with the European average, but not with Germany, which in-
creased R&D expenditure to an even greater extent. It is therefore necessary to
consolidate this change in trend with regard to expenditure in order to create the
conditions to show stronger performance in innovations which, due to the greater
complexity of their knowledge base, are more difficult for competitors to replicate.

In line with the indicators on scientific publications presented above, in this report we
have introduced several indicators which seek to measure whether scientific publi-
cations are being produced in collaboration with research centres abroad. The indi-
cator calculated to determine this (percentage of publications with co-authorship at
research centres abroad) shows positive growth, situating the Basque Country in a
middle-to-high position among European regions as a whole, middle in comparison
with the comparable regions and good when compared with the Spanish autonomous



communities and cities. However, the situation is not as promising when we look at
the indicator for publications in collaboration with industry. This indicator reveals am-
ple margin for improvement, having fallen in recent years, and may constitute a path
to facilitating the transfer of knowledge between the academic and business spheres.

Table 26 includes two indicators related to Internet use as proxies for the sophisti-
cation of demand. The households with broadband access indicator increased sig-
nificantly in the last year, as it had done in previous years, especially beginning in
2016, when it moved past the level of the Spanish and European averages. In 2017,
it also topped the comparable regions and in 2018 it is on a par with Germany. Con-
sequently, in 2018 the Basque Country ranks high in comparison with the average
for Europe and the autonomous communities and cities, and in the middle within
the group of comparable regions. This was made possible due to the rollout of infra-
structure. Not only does broadband now reach almost all households, but they are
also signing up to a greater extent than in previous years. This contrasts with the in-
dicator for online shopping, in which the Basque Country remains in the lower part
of the ranking among European regions, at the bottom among comparable regions,
and in an intermediate position within Spain. Box 2 discusses some other aspects of
the digitisation of the Basque economy and society.

Status of the Basque Country in terms of digitisation indicators

The Basque
Country's strong
position in the
households with
broadband access
indicator contrasts
with a weaker
position in the
online shopping
indicator

Individuals who make online purchases
Households with broadband access (%; 2018) (in the past 12 months) (%; 2018)

Eustat (Basque Statistics Office), Eurostat. Compiled by authors.

Except when no data were available, the rankings have been compiled based on 218 European regions (in blue), the Basque Country and

the group of 30 comparable regions (in green), and the 19 Spanish autonomous communities and cities (in red).

Variation in digitisation indicators

Households with broadband access (%) Individuals who make online purchases (%)

40 10
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—— Basque Country — EU-28 —— Comparable Reg. - - - Spain - - - Germany

Eustat (Basque Statistics Office), Eurostat. Compiled by authors.
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Principal conclusions of the DESI report on the Basque Country

In line with the business environment indicators, Orkestra has prepared a report on the digiti-
sation of the Basque economy and society, measured by means of the DESI indicator. As data
are not available for the European regions, the comparison is with countries. It should therefo-
re be remembered that within these countries there are significant differences which disappear
when we look at the national average.

In 2018, according to this indicator, the Basque Country continued to make progress on digi-
tisation, moving up one position from the previous year, into fifth place, behind the Scandina-
vian countries. The positive situation in the Basque County rests on four of the five pillars that
comprise the index: advanced connectivity, human capital, integration of digital technology by
businesses, and the development of digital public services. In contrast, use of Internet services
by households remains a barrier to the full digitisation of Basque society.

Digital Economy and Society Index, DESI 2018
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On the other hand, the progress made in almost every dimension, subdimension and indicator
has not made it possible to move up the ranking in comparison with other countries, an unam-
biguous sign that digitisation occupies an important place in all of their agendas.

This indicator has made it possible to confirm some of the main levers for producing a digital
Basque Country, as well as the main barriers. Noteworthy among the first group is digitisation
by businesses, connectivity infrastructure elements for digital networks, and the existence of
advanced skills in the society and economy of the Basque Country. In contrast, utilising chan-
nels for e-commerce, the use of digital services that involve financial transactions, and the re-
lative price of broadband are still in need of improvement. Therefore, they require continued
close attention.

Zubillaga Rego, A. y Peletier Espiga, C. (2019) Economia y sociedad digitales en el Pais Vasco 2018. Cua-
dernos de Orkestra 2019/50.
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Energy context

The energy sector is a key element of territorial competitiveness, due both to the weight of
the industry itself in generating jobs and wealth, and to the impact of energy, as an input,
on the other sectors. This box deals with different aspects which help to understand this
context.

In 2017, Basque industry accounted for 39% of the territory’s energy consumption, just be-
hind transport (40%). This percentage, which is only comparable to the figure for Finland
(44%) and close to that for Sweden (35%), Belgium (34%) and Austria (34%), is primarily due
to the Basque economy’s specialisation in the industrial sector. Additionally, Basque indus-
try has specialised in energy-intensive sectors such as: iron and steel and pipe manufactu-
ring, cement, glass, paper, basic chemicals, and refining, as well as other industries such as
wood and rubber.

The energy cost context faced by Basque industry is not especially favourable, both becau-
se the price of energy has increased in recent years and due to the comparison with energy
prices in other European countries. Thus, the wholesale marginal cost of natural gas in the
Iberian market is consistently higher than natural gas prices in other surrounding markets.
This is due primarily to the Iberian gas system’s considerable exposure to liquefied natural
gas prices and its vulnerability to supply shortages (e.g., at times of high demand for natu-
ral gas in the winter and summer), given the relatively low interconnection capacity with the
rest of continental Europe. In general, the price of natural gas for industrial consumption is
indexed to the price at the most liquid hub in Europe (TTF), with a high mark-up that takes
the particular features of the Iberian gas system into account. The resulting final prices for
industrial consumption, once grid access charges and taxes are added, are above the EU ave-
rage.

In the case of electricity, taking Eurostat data as a benchmark, we find that electricity pri-
ces in Spain for industrial consumption are around average EU values for all consumption
bands, with higher prices for consumers with consumption below 20 GWh/year. The sha-
re of the wholesale price of electricity in the final price of electricity in Spain is higher than
that found in other European markets, reflecting the exposure of the marginal cost of the
Iberian electricity system to fossil fuel prices, despite the relatively high weight of renewable
energies (plus nuclear energy) in the electricity mix. Only in the case of oil and petroleum
products are prices for final consumption in Spain generally lower than the EU average, due
to less fiscal pressure.

However, it is significant that the Basque economy has lower energy intensity (ratio of energy
consumption to gross domestic product, GDP) than the average for the Spanish economy and
the European average, thus making it more efficient.

For their part, the share of renewable energies in gross final consumption of energy is below
the Spanish and European averages, despite having industry associated with the development
of this type of energy (wind, biomass and even solar).

In the analysis of business environment indicators, we first analysed a set of indica-
tors related to human resources. We can see that the Basque Country ranks low in
human resources employed in science and technology in comparison with the com-
parable regions. The Basque Country is in a weaker position in terms of the training
and education level for the population aged 25-64, largely due to poor performance
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in training and education among the highest age bands. Strong performance in ter-
tiary education is offset by high levels of overqualification and high youth unemploy-
ment rates, including those with tertiary education.

Secondly, as regards to R&D, the figures for R&D personnel are positive, but those
for expenditure are less so, a considerable distance from those for Germany. In sci-
entific publications in collaboration with foreign facilities, we find positive growth
and an average situation in comparison with the comparable regions. However, the
Basque Country’'s position is not as strong in collaboration with industry, which has
dropped in recent years, with ample margin for improvement.

Lastly, as proxies for the sophistication of demand related to Internet use, the
Basque Country ranks well in the households with broadband access indicator, but
its position is weaker in terms of online shopping.



There has been an improvement in the majority of the final outcome indicators for
the Basque Country, both economic and social. Generally speaking, the region re-
mains in a favourable position, ranking in the first quartile among European regions
in both income and poverty rate. Some indicators of inequality and vulnerability -
such as ‘median income’, ‘ability to face unexpected financial expenses’ and ‘poverty
rate’ - show very positive results. This, combined with strong economic performance,
suggests the existence of a balanced model of socioeconomic competitiveness in
line with what is referred to as ‘competitiveness in solidarity’.

In the report, we have identified a major challenge related to unemployment,
as there is still evidence of the greater impact of the crisis in Spain and the Basque
Country, especially among the youngest segment of the population and those over
the age of 55. This demands continued efforts to ensure that unemployment among
this group does not result in social exclusion, utilising different measures to pro-
mote training and education activities for this group, more personalised monitor-
ing of their situation, tax incentives for hiring them, and the continuation of anti-ex-
clusion social policies. In addition, the quality of new employment contracts has not
improved significantly along with the recovery from the crisis. In view of this, it is im-
portant to continue efforts to foster job quality, not only in terms of pay, but also
in aspects such as temporary or part-time work, and promoting career pathways
that facilitate professional and personal development, so that all people in work can
achieve satisfactory levels of wellbeing and the Basque Country can carry on making
improvements in social cohesion indicators.

In comparison with other European regions, the Basque Country is in a good posi-
tion with regard to business environment indicators thanks to strong institu-
tional quality, policies and strategies implemented, as well as individual training and
education levels, among other aspects.

In terms of firm performance, productivity and cost indicators show positive re-
sults. When looking at the financial aspect, firms have shown themselves to be risk-
averse, they have continued to reduce their debt level and consolidate their equity.
In innovation, firms are showing relative strength in technological innovation (pri-
marily process innovation), and weakness in non-technological innovation (organ-
isational and marketing) as well as in the combination of the two types of innovation.
In general, it appears that Basque firms are sticking to the status quo and adopting
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a conservative profile in their financial strategy and type of innovation. However, de-
spite modest results some innovation indicators, the strong performance of the
Basque Country in the sales of new products indicator is noteworthy. We have
also observed that there is a core group of firms, particularly industrial and larger
firms, that engage in significant innovation activity. It would be of interest to an-
alyse in greater depth the strategies these firms are following and promote policies
so that firms with worse innovation indicators, especially small firms, can learn from
them.

The awareness-raising phase around challenges in the Basque Country regard-
ing innovation has been extensive, and in recent years we have seen a flourishing
of different programmes that are exploring the best ways to face these challenges. A
report prepared by an Orkestra team (Aranguren et al., 201923) highlights the grow-
ing and increasingly more widespread awareness among all stakeholders of the need
to move forward - alongside traditional forms of R&D-based innovation - on other,
softer forms of innovation and targeting SMEs. Programmes like Tkgune, Hazinnova,
the task forces on new business models created in most of the steering groups for
Basque RIS3, and promotion of advanced services to firms driven by the Bilbao RIS3
strategy are examples of this. But examples such as the determined commitment un-
dertaken by the Basque Country in the first decade of this century (creating the CRCs,
the BERCs, Ikerbasque, etc.), which sought to correct the current shortfall in science,
whose results we are now beginning to detect, demonstrate that the effects of these
commitments take a while before they are clearly visible. It is therefore necessary to
persevere in such efforts and monitor the impact these programmes are having on
promoting innovation in upcoming years.

The last year saw a consolidation of internationalisation among Basque firms,
with positive growth in their export levels, and an increase in the ‘average value of
exports’ and ‘percentage of regular exporters'. However, there has been a decline in
the ‘number of exporters'. In the dilemma between opting to increase the percent-
age of exporters or increasing the export volume of each firm, the second option ap-
pears to be more effective in the short term. As there is margin for improvement in
this second area, it should be given priority in policy, while at the same time working
on the traction which firms with an established export base can lend to firms taking
their first steps in opening up to foreign markets.

In short, Orkestra’s 2019 report shows that Basque competitiveness has improved
in numerous areas and is producing positive outcomes for its citizens in terms of
wellbeing. However, the report also identifies some areas for improvement in sev-
eral intermediate outcomes and determinants of competitiveness, which are key to
establishing sustainable foundations for wellbeing. Additionally, as the topic-spe-
cific competitiveness report for this year discusses in detail, there are several global
trends (ageing, digitisation and automation of production processes, climate change,
etc.) which pose serious challenges for maintaining and improving levels of well-
being. To this must be added the fact that the primarily socio-political uncertain-
ties - which nonetheless have an undeniable economic dimension and impact - of
which the last competitiveness report warned, have not only been confirmed, but
have even been accentuated. To the greater likelihood that Brexit will take place, we

Aranguren, M., Magro, E., Morgan, K., Navarro, M. and Wilson, J. (2019). Playing the Long Game: Experimen-
ting Smart Specialisation in the Basque Country 2016-2019 (forthcoming)



can add the possibility that no agreement will be made in this regard, with the in-
credible disruption this may cause. The trade wars initiated by Trump have expanded
into other spheres: foreign exchange (with competitive devaluation), technology, etc.
Instability in Latin America (Argentina, Brazil, Venezuela, Colombia, etc.), a key geo-
economic area for our firms, is reaching worrying levels. For this reason, more than
ever, we need proactive policies that foster adaptability, new pathways and
the diversification of the economic structure. Therefore, taking advantage of the
healthy financial situation and positive financial leverage of firms, we should particu-
larly continue moving forward on driving innovation, especially in such areas as
the education and training of workers and improvements in the skill level of their
positions, continue with restoring job quality, increase R&D and innovation activ-
ity at firms (especially non-technological), and consolidate the internationalisation of
Basque business, both in the number of exporters and the volume of their exports.
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Okestra's annual diagnosis of
competitiveness reflects a favourable
evolution in the autonomous
community of the Basque Country.
The main indicators, both economic
and social, have improved in the
last year and the Basque Country
remains among the main European
regions in terms of income and
poverty rate. This suggests the
existence of a balanced model of
socio-economic competitiveness

in line with what is known as
“competitiveness and solidarity”.

However, there are important
challenges to be faced in the

near future to further improve
economic and social progress. The
challenges differ, but they are not
unrelated. It is therefore necessary
to look at their relationship and find
sustainable, systemic solutions.

In this Report, Orkestra presents

a rigorous analysis, based on the
most recent data available, to help
address decision-making processes
by employing the best possible
information in an environment of
profound change and uncertainty.
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