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Hace diez años, Orkestra-Instituto Vasco de Competitividad publicó un primer informe sobre 
la competitividad de la CAPV y desde entonces ha venido haciéndolo cada dos años. El paso 
de una década invita a hacer una pausa, echar una mirada hacia atrás y desde ahí, proyectar 
el mañana. Ese es el recorrido que hace el presente Informe: recoge los principales retos que 
se han planteado en los cinco anteriores, valora su evolución, e identifica los nuevos retos 
sobre los que es necesario trabajar durante la próxima década para avanzar hacia una com-
petitividad sostenible. Siguiendo dicho recorrido, el primer apartado presenta un diagnóstico 
de los principales indicadores de competitividad del territorio; el segundo estudia la sofistica-
ción de las estrategias de innovación e internacionalización de la empresa vasca; el tercero 
ahonda en los clústeres y en la política clúster; el cuarto apartado analiza el sector de la ener-
gía; el quinto realiza un análisis holístico del sistema vasco de innovación y el sexto estudia 
en detalle la gobernanza en las estrategias y políticas públicas de la CAPV. El apartado final 
recoge las principales conclusiones y recomendaciones que emanan del Informe y termina 
con una reflexión sobre la necesidad de repensar, de cara al mañana, el modelo vasco de 
bienestar.

Informe Dataset del Informe

http://bit.ly/orkestra2017-es http://bit.ly/orkestra2017-data

 
¿Y mañana?
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Orain dela hamar urte, Orkestra-Lehiakortasunerako Euskal Institutuak Euskal Autonomia 
Erkidegoko lehiakortasunari buruzko lehenengo txostena argitaratu zuen eta, orduz geroz-
tik, bi urtetik behin antzeko txosten bat argitaratu du. Hamarkada bat igarota, une egokia 
da tarte bat hartu eta gelditu, atzera begiratu eta, handik, etorkizuna irudikatzeko. Ibilbide 
hori egin dugu Txosten honetan: aurreko bostetan aurkitu genituen erronka nagusiak bildu 
ditugu, erronka horien bilakaera aztertu dugu, eta erronka berriak identifikatu ditugu, hu-
rrengo hamarkadan landu beharko ditugunak, lehiakortasun iraunkorrerako bidean aurrera 
egiteko. Ibilbide horri jarraituz, lehenengo kapituluan lurraldearen lehiakortasun adierazle 
nagusien diagnostikoa aurkeztu dugu; bigarrenean, euskal enpresen berrikuntza eta nazioar-
tekotze estrategien sofistikazioa aztertu dugu; hirugarrenean, klusterrak eta kluster politikak 
izan ditugu aztergai; laugarrenean, energia sektorea landu dugu; bosgarrenak, berrikuntzako 
euskal sistemaren analisi holistikoa proposatzen digu; eta, seigarrenean, xehetasunez landu 
digu EAEko estrategia eta politika publikoen gobernantza. Azken kapituluan, Txostenaren 
ondorio eta gomendio nagusiak jaso ditugu eta, amaitzeko, gogoeta bat egin dugu, etorki-
zunera begira, EAEko ongizate eredua berrikusi beharraz.

Txostena Txostenaren dataset-a

http://bit.ly/orkestra2017-eu http://bit.ly/orkestra2017-data

 
Eta bihar?





11

Ten years ago, Orkestra-Basque Institute of Competitiveness published its first report on 
competitiveness in the Basque Country and since then has done so every two years. The end 
of a decade calls for us to pause, look back and from the past, think about tomorrow. This is 
the journey that the present report takes: it gathers the main challenges identified in the five 
previous reports, it evaluates their evolution, and identifies the new challenges to be worked 
on over the following decade to advance towards sustainable competitiveness. Following this 
journey, the first section presents a diagnostic of the territory’s main competitiveness indica-
tors; the second studies the sophistication of innovation and internationalisation strategies of 
Basque firms; the third delves into clusters and cluster policy; the forth section analyses the 
energy sector; the fifth carries out a holistic analysis of the Basque innovation system and the 
sixth section carries out a detailed study of governance in public strategies and policies in the 
Basque Country. Finally, the last section gathers the main conclusions and recommendations 
that arise throughout the report and concludes with a reflection on the need to rethink, for 
tomorrow, the Basque wellbeing model.

Report Report Dataset

http://bit.ly/orkestra2017-en http://bit.ly/orkestra2017-data

And Tomorrow?
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It is my pleasure to present the Basque Country Competitiveness Report 2017.

This analysis of the competitiveness of our territory, which has been published 
by the institute every two years since 2007, is one of the main tools through which 
it communicates and presents to Basque society the work performed in its mission to 
act as an agent of change through research.

It has been ten years since the institute presented its first report of this type, as 
we now publish the latest edition, the Competitiveness Report 2017. This has been a 
decade in which events have made us increasingly more aware that the new normal 
demands an ongoing evaluation of situations and how things are done, while still 
bearing in mind where we have come from. 

Along these same lines, while the 2015 report focused on analysing the produc-
tive transformation of the Basque Country, the 2017 report takes a look back, eva-
luating how the challenges identified in the five previous reports have changed, and 
asks: What about tomorrow?

In order to respond to this question, the report presents several analyses, lin-
king them to some of the challenges laid out in the Manifesto prepared on the oc-
casion of the institute’s tenth anniversary. The conclusions drawn from this exercise 
lead us to reflect and consider whether to rethink the Basque wellbeing model.

We are grateful for the work of everyone who has taken part in preparing and 
checking this report. We would like to extend special thanks for the invaluable su-
pport of our sponsors. Our thanks also to the institutions that sustain us and the so-
ciety we serve. 

We hope that you will find this work worthy of the trust you have placed in us.

Ignacio Mª Echeberria
Chairman 

Orkestra-Basque Institute of Competitiveness
Deusto Foundation

Chairman’s Message
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This report has been prepared with funding from SPRI (Basque Business Develop-
ment Agency), part of the Basque Government. The aim of this agency is to stimu-
late the economic growth of Basque firms through aid and services in order to create 
wealth and wellbeing in the Basque Country.

Orkestra’s entire team of professionals have been involved in preparing The 
Basque Country Competitiveness Report 2017, coordinated by Mari Jose 
Aranguren. We thank them for their rigour, dedication and commitment through-
out this entire process. We would also like to express our gratitude for the contri-
butions of institutions and professionals with ties to the Basque Institute of Com-
petitiveness: the chairman of the Basque Institute of Competitiveness, members of 
the Board of Directors, Advisory Board, Monitoring Committee and Energy Chair 
Sponsor Committee.

The quantitative analyses which have served as the basis for preparing this report 
could not have been performed without the full collaboration of Eustat (Basque 
Statistics Office) on specific use of its databases, or without the detailed explana-
tions and clarifications provided in response to the many questions which emerged 
in working with these data. At Eustat itself, our most sincere thanks to the man-
agement and technical staff (Mariví García-Olea, José Miguel Escalada, Celia Muro 
and Pilar Vázquez), who provided such professional and patient service. And to Eva 
Mª Rodríguez of Sabi-Informa, for enabling us to utilise their database for research 
purposes.

We would also like to express our thanks for the assistance of a large group of peo-
ple who provided data, contributed qualitative information through interviews and 
other methods, or participated in checking the report:

Asier Aranbarri (Basque Government), Arrate Arin (Eusko Ikaskuntza), Xabier Baran-
diarán (Provincial Council of Gipuzkoa), Igor Campillo (Euskampus), Leire Cancio 
(Elhuyar), Miguel Ángel Carrera (AVS), Catalina Chamorro (Basque Government), 
David Chico (Fagor Arrasate), Marco Domínguez (Ikusi), Mikel Eguren (Axular Ikas-
tola), Miguel Encabo (Orona), Alberto Fernández (SPRI), David Fernández (SPRI), Car-
los García Crespo (Mondragón University), Iñaki Ibarra (Eusko Ikaskuntza), Cristina 
Iturrioz (University of Deusto), Alaitz Landaluze (Innobasque), Javier Laucirica (IK4), 
Iosu Madariaga (Basque Government), Miren Madinabeitia (SPRI), José María Mato 
(CIC bioGune and CIC bioMagune), Natxo Molinos (Euskaltel), Jorge Navarro (Per-
nod-Ricard), Txomin Olabarri (SPRI), Iñaki Oreja (Kimua Group), Cristina Oyón (SPRI), 
Carlos Peña (Innobasque), Txus Peña (Basque Government), Manuel Salinero (Iuris-
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We also thank all of the stakeholders who have participated and contributed to gen-
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Orkestra assumes full responsibility for any errors or omissions contained in this re-
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Ten years have passed since Orkestra began its history as an agent of change for the 
socioeconomic development of the Basque Country. In this report, we evaluate how 
the main challenges to the region’s competitiveness have changed over the past dec-
ade. The report begins with an analysis of the competitive position of the Basque 
Country, exploring how the competitive situation has changed during this period 
and determining the particular circumstances and context currently found in the re-
gion. In this analysis, we pay particular attention to the challenges identified in pre-
vious reports. Secondly, we explore the current situation of the Basque Country in 
greater depth with regard to some of the challenges the region will face in the next 
decade. These were presented in the Manifesto Hacia una nueva normalidad, pre-
pared by Orkestra on the occasion of its tenth anniversary2. To this end, we analyse 
the sophistication of business strategies around innovation and internationalisation, 
the development of clusters and cluster policy, energy as a strategic sector for the 
region, the Basque innovation system, and governance processes and coordination 
of development strategies and policies applied in the Basque Country. The analysis 
also provides an opportunity to make several recommendations regarding how these 
challenges can be tackled in future years.

The analysis of competitiveness indicators shows that both during the hardest years 
of the crisis and in recent years, when overall signs point to a recovery from the reces-
sion, the Basque Country was able to achieve positive economic results. In fact, in the 
last two years, the Basque Country has even gained positions in comparison with Eu-
ropean regions as a whole and the reference regions. The Basque Country is also well 
positioned in terms of one of the main long-term determinants of competitiveness, 
productivity. Even with employment recovery, in the last two years, productivity has 
continued to rise and the Basque Country sits at the top of the ranking. As a result, 
since 2010, the Basque economy has experienced a significant improvement in compet-
itiveness on costs, despite the fact that Basque and German manufactured goods still 
have higher unit labour costs than those produced in the Czech Republic and Spain. 
Nonetheless, innovation indicators continue to suggest that the results obtained are 
not as high as might be expected from efforts in this area in terms of R&D expenditure 
and personnel. If we do not keep trying to achieve better innovation outcomes, this 
could jeopardise the region’s positive economic results in the future. 

2 See: http://www.orkestra.deusto.es/en/research/publications/books-reports/basque-country-competitiveness-
report/943-manifiesto-10-aniversario-orkestra

Executive Summary
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What is more, these positive economic results are not matched on the social side. Al-
though social indicators have improved in recent years, this improvement lags be-
hind that of other European regions, meaning that the Basque Country has lost posi-
tions in relative terms. In this area, one of the key elements needed to improve social 
indicators and overall wellbeing is job creation. The job situation worsened during 
the recession, and although the numbers have improved in the last two years, job 
creation continues to be among the unresolved challenges facing the Basque econ-
omy.

The challenge of job creation contrasts with one difficulty caused by changing de-
mographics, in that the population is increasingly older and the working popula-
tion is on the wane. This situation may have decisive consequences in the economic 
sphere. The decline in working population may be partially offset by migration 
flows. In 2015, net migration was once again positive, having reported a consid-
erable decline in 2012 and 2013. Therefore, more people are now settling in the 
Basque Country than are leaving it. The data show that the education level of the 
immigrant population is significantly lower than that of the total population. It 
also dropped slightly between the years 2010 and 2014 (although with a slight up-
turn in vocational education). The challenge posed by demographics thus consists 
of attracting a more skilled immigrant population and ensuring that they continue 
their education.

Another challenge analysed in the first chapter of this report relates to the educa-
tional system and its ability to meet the needs of companies and the territory it-
self with regard to improving competitiveness. Although the education level of the 
Basque population has improved over the last decade, we can still see a certain de-
gree of polarisation, with a high percentage of people who have a tertiary educa-
tion, but also a high percentage who have only completed, at most, compulsory sec-
ondary education. This has an impact on employment, as the higher the education 
level, the higher the employment rate, ongoing access to jobs and their skill level. 
Nonetheless, many people hold positions for which they are overqualified. We there-
fore find that there is a certain amount of inefficiency in the system. This makes it 
necessary to forge a closer connection between the spheres of education and work 
in order to achieve a better fit between training and jobs. Promoting a dual educa-
tion system could serve as a lever in this area.

The degree of sophistication in company strategies is studied from the perspective 
of ambidexterity, in other words, the capacity to manage incremental and radical 
change in order to achieve a suitable balance between exploration and exploitation 
strategies. In innovation, an exploration-based approach is associated with radical in-
novation, and exploitation with incremental innovation. Based on the analyses con-
ducted, the innovation identified in Basque firms has the following characteristics: it 
is essentially technological (high R&D expenditure, innovation focused on new prod-
ucts and processes, and a significant amount of Science, Technology and Innovation 
or STI-type collaboration), it is markedly incremental (innovating on products that 
represent something new only for the company), the effects within firms feature 
characteristics of exploitation strategies (boosting the quality of current products 
or increasing the product range), it repeats itself over time, and it is concentrated 
in large and medium-sized firms. Therefore, the innovation strategy employed by 
Basque firms is primarily exploitation-based, founded on refining and expanding 
current capabilities. 
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In internationalisation, ambidexterity combines exploitation of sales and production 
opportunities at competitive costs in foreign countries with exploration of the tastes 
and preferences of other segments of the global market. The analyses demonstrate 
that, generally speaking, internationalisation trends among Basque firms have been 
quite positive. Following a significant drop in 2009, Basque exports returned to pre-
crisis levels in 2011, although they have decreased again in the last two years. How-
ever, during this period, there has been an increase in the number of exporters and 
regular exporters, as well as the percentage of total company turnover represented 
by foreign trade. The number of firms setting up abroad has also increased. How-
ever, Basque export activity is still highly concentrated in the closest markets, both 
geographically and culturally. When establishing themselves outside the country, 
Basque firms demonstrate a clear preference for in-house control (subsidiaries) ver-
sus utilising joint ventures, a trend that has been reinforced with time. What is more, 
the most internationalised function is sales, compared to others such as produc-
tion and R&D. Lastly, it should be noted that it is Western markets which receive the 
most Basque foreign direct investment. All of this points to a focus on consolidation 
in captive markets, rather than an exploration-based approach. It can thus be con-
cluded that Basque internationalisation is based on exploitation. This may be due to 
the type of company predominantly found in the region (tier-one and tier-two sup-
pliers selling in business-to-business, or B2B, markets). 

Consequently, we may conclude that although Basque firms have grown more so-
phisticated in their strategy, they still display a bias towards exploitation-based strat-
egies. It thus again appears that there is a risk of creating a two-speed economy, in 
which small and large firms achieve extremely disparate results for the different in-
dicators. Furthermore, the adoption of an ambidextrous strategy will depend on the 
availability of funds to finance it. In this area, the improvement in company capitali-
sation, with lower levels of debt, is a positive starting point which will enable them 
to opt for exploitation-based strategies in innovation and internationalisation. 

As regards the development of the sectoral structure of the Basque Country, the 
analysis conducted in this report concludes that since 2013, the weight of industry in 
the economy as a whole has halted its decline and has once again become a driving 
force, with 3.6% real growth, one third more than the overall economy. In addition, 
we find that gross value added (GVA) increased in virtually every cluster, even when 
the economic crisis continues to have an impact on their jobs and exports. Although 
the most recent data forecast a more positive outlook, until 2014 employment in the 
majority of export clusters fell. For their part, global shares of exports also declined 
during the crisis, although they began to show positive growth beginning in 2013. 
The outlook for clusters, based on the analysis of both jobs and exports, thus gives 
the general impression of a transition economy. This means that: one, some tradi-
tional clusters are working to improve their efficiency and maintain their level of in-
ternational competition, and two, that the specialisation emerging in new clusters 
demonstrates a commitment to combating job stagnation in large clusters that are 
on the decline or undergoing rationalisation.

Basque cluster policy has also had to adapt to changes in the environment and the 
focus on smart specialisation strategies. Therefore, although over the course of its 
twenty-five-year history, its foundations have remained constant, support for clus-
ter associations has undergone significant changes in recent years and considerable 
progress has been made on some of the challenges associated with cluster policy that 
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were identified in previous reports. During the 2008-2012 period, cluster policy was 
expanded to include new associations —referred to as pre-clusters— that wanted to 
operate under a cluster philosophy. At the same time, the new opportunities for po-
tential growth at the intersections between clusters began to be recognised, and 
there were some attempts to promote greater collaboration among clusters. Dur-
ing the 2013-2016 period, based on analysis of existing clusters and associations, 
changes were made in the policy. These also gave rise to reflection among the asso-
ciations and resulted in mergers and reconfiguration in some of them. At the same 
time, aware of the decisive role that the monitoring and evaluation of cluster policy 
can and should play —not only as an accountability mechanism, but also as a form 
of communication, collective intelligence and learning between the Basque Business 
Development Agency (SPRI)/ Basque Government and cluster associations— in re-
cent years, important steps have been taken to lay the foundations for «transforma-
tive evaluation». Despite progress on policy, there are still issues to be tackled, such 
as low levels of participation by small companies in association activities, the limited 
commitment to the university or research component in the quadruple helix, the 
need to understand and respond to the different types of global value chains, which 
the different clusters are part of, and improving collaboration among clusters. 

Following this sectoral analysis, we further analyse the energy sector, as it is a key 
factor of competitiveness. This is due to both the weight of the industrial energy sec-
tor in the Basque Country and the importance of energy to the competitiveness of 
other economic activities. The analyses show that the Basque Country has compar-
ative and competitive advantages in this activity and a relative degree of speciali-
sation, as it is one of the three priorities in the research and innovation strategies 
for smart specialisation (RIS3). Especially in an economy such as the Basque Coun-
try, with energy-intensive industry, the cost of energy is key for competitiveness. Al-
though the prices of different sources of energy demonstrate considerable volatil-
ity, in the Basque Country they have tended to increase over time. Faced with this 
situation, the Basque economy has improved its energy efficiency and has reduced 
energy intensity considerably. As regards the energy transition, another important 
challenge for the sector involves reducing the share of coal in the energy mix and in-
creasing the use of gas. Nevertheless, there has been no reduction in the weight of 
petroleum, as fossil fuels account for approximately 80% of total consumption. 

Due primarily to the high level of energy consumption in the region and the emis-
sion reduction targets proposed in the different Basque Government strategies, 
transport is considered a challenge which has still not been tackled. Changes in the 
fuel consumption model will create a new situation for vehicle manufacturers. In it, 
one major economic opportunity is the possibility of creating production sites which 
meet future demand from a fledgling market and the greater importance of compo-
nent manufacturing. Changes in the fuels used represent a challenge for the Basque 
petroleum refining industry, open up opportunities for developing alternative ener-
gies and have an impact on electricity demand. We can also identify opportunities 
deriving from modal changes in transport. 

Throughout these past ten years, the challenge facing the Basque innovation system 
has been its own innovation, in order to align the capabilities of science and tech-
nology stakeholders with the needs of the business sector and try to overcome the 
problem of the «valley of death». In other words, it is the difficulty of transform-
ing innovation efforts into concrete form of innovations in the market. The Basque 
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Country is one of the few European regions considered a «real» regional innovation 
system, with a dense network of stakeholders specialising in knowledge and technol-
ogy. However, this organisational framework appears to be more centred on gener-
ating basic and applied knowledge, yet is somewhat weak when it comes to trans-
ferring this knowledge to the market (technological development). Thus, despite the 
fact that transfer mechanisms have systematically been promoted and that progress 
has been made in the relationship between knowledge stakeholders and companies, 
things are still moving slowly and transferring new knowledge to the market re-
mains a challenge. 

As regards transfer mechanisms, we find that the Basque Country has systematically 
promoted the cross-cutting adoption of transfer mechanisms and knowledge, with-
out taking sufficient account of the different knowledge bases of both the stake-
holders generating knowledge and the business sector. The emergence of stakehold-
ers and firms with a scientific knowledge base (such as the bio- and nanosciences) 
in the system highlights the information silos and barriers to transfer and combin-
ing different types of knowledge. In addition, the small size of Basque firms and 
their limited innovative activity call into question the effectiveness of formal transfer 
mechanisms, such as contract-based R&D and R&D collaboration. Consequently, this 
underscores the need to promote mechanisms that are suited to the knowledge and 
technology to be transferred, such as staff mobility and shared infrastructure use.

The situation described thus far requires innovation in governance in order to im-
prove coordination between public stakeholders at different levels of government 
and the public and private stakeholders of the quadruple helix, and to make effi-
cient use of economic resources. In analysing the institutional architecture, we find 
two main groups of challenges. One is the existing need to streamline the trans-
fer process with the General Administration of the State (AGE) and move towards 
a more collaborative relationship, in which priority is given to bilaterality and there 
are solid mechanisms in place to guarantee the fulfilment of agreements. In the 
Basque public sector, we stress the need to put an innovation strategy for gov-
ernance into practice, tackling duplication and inefficiency in the system. Lastly, it 
should be mentioned that, as regards European institutions, the Basque Country is 
among the regions with the biggest presence in Brussels.

The coordination instruments most used by the AGE in its relations with the auton-
omous communities have primarily been hierarchical, although in the case of the 
Basque Country, there has been a considerably greater degree of negotiation be-
tween the parties. With regard to Basque public administrations, although we still 
lack an overall joint strategy, noteworthy progress has been made by the Basque 
Government and the Provincial Council of Gipuzkoa in the use of strategic planning 
as a mechanism of coordination. It seems necessary to continue moving forward in 
this area in order to improve coordination among the different administrations and 
among the different departments within each of these, thus overcoming informa-
tion silos. 

As regards the participation of non-governmental stakeholders, noteworthy aspects 
include the development of platforms such as Irekia, which has promoted citizen ac-
cess and participation in public affairs, receiving international recognition. In con-
trast, the participation of quadruple helix interest groups and non-governmental 
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stakeholders is less developed, especially in terms of the stages of overall strategy 
and public policy. 

In the specific sphere of R&D policy, it is noteworthy that this requires exercising the 
concurrent, rather than exclusive, competencies of administrations at different terri-
torial levels. Regional governments and those at other lower territorial levels do not 
limit their scope of activity to innovation policies in a strict sense, but also play an 
important role —in the unique case of the Basque Country, it is primary— in funding 
and promoting R&D.

The mechanisms used to coordinate the R&D&I policies of Basque institutions with 
EU bodies are numerous, extremely varied in nature and quite effective. There has 
been significantly less coordination with AGE R&D&I strategies. Within the Basque 
Country, the main coordination mechanism for R&D&I policy is the Science, Technol-
ogy and Innovation Plan (PCTI). In this regard, the PCTI-2020 is considered to be the 
RIS3 for the Basque County, given that it was prepared according to the smart spe-
cialisation strategies guidelines established by the European Commission.

Although multi-level governance is one of the spheres in which progress towards co-
ordination and distributed leadership of the RIS3 has been slower, shared leader-
ship among different departments has been taking shape within the Basque Govern-
ment. In addition, the rollout of steering groups has also facilitated the progressive 
transfer of participation from the government to other stakeholders. Nonetheless, in 
the RIS3 development process, one pending challenge is boosting company partici-
pation, as they are only indirectly involved through cluster associations. 

In the final chapter of this Competitiveness Report 2017, we present some thoughts 
on how the analyses conducted in the report help to delve further into some of the 
challenges presented in the Manifesto prepared by Orkestra on its tenth anniversary. 
We also consider one final thought of some significance, regarding the need to re-
think the Basque wellbeing model. We thus identify three levers around which work 
must be done in order to support the sustainability of the model in the long term. 
The first lever is promoting long-term sustainable competitiveness which creates 
high-quality jobs. To this end, Basque firms will need to foster ambidextrous strate-
gies, supported by the other system stakeholders, such as cluster associations, public 
administrations and science, technology and innovation agents. The second lever in-
volves achieving a better fit between the educational system and the working world 
in order to increase employability, especially among young people. At the same 
time, it is crucial to promote lifelong learning initiatives which enable people of dif-
ferent ages to adapt to various trends and needs. Lastly, the third lever is related to 
generational interconnection, which requires available spaces in which young and 
old people can converge, with the aim of generating diversity and complementarity 
to feed innovation.
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It has been ten years since Orkestra began its history as an agent of change for so-
cioeconomic development in the Basque Country. Over this period, the institute has 
conducted research in order to support the advancement of the territory’s competi-
tiveness, with the ultimate aim of contributing to the wellbeing of all those who live 
here.

When the institute began operating in 2006, the social and economic situation was 
very different: as is true today, there were many unknowns, but there were also 
many more certainties. The world is now in a constant state of turmoil, making it 
necessary to continuously review what we know to be certain and how things are 
done. Ten years ago, work began on a concept of competitiveness centred on clus-
ters. Today we also analyse concepts associated with inclusive development for the 
territory; the need to place the primary focus on the individual, followed by the or-
ganisation and finally the territory; and the system.

On the occasion of its tenth anniversary, Orkestra prepared a Manifesto Hacia una 
nueva normalidad (hereinafter Manifesto)1. From the perspective of a continuous 
strengthening of competitiveness, it identified the main future challenges which the 
Basque Country must tackle in order to be able to consolidate its position as a place 
of progress, wellbeing and social cohesion. These challenges relate to ten specific ar-
eas: (1) wellbeing and social cohesion; (2) openness and internationalisation; (3) co-
operation; (4) business resilience; (5) digital economy; (6) innovation in the public 
sector; (7) learning capacity; (8) the energy model, the environment and sustainabil-
ity; (9) a fiscal and financial system for competitiveness; and (10) demographic and 
social complexity.

Although some of these challenges are the outcome of global social and economic 
trends, there is an opportunity to act on some of the factors which will have an im-
pact on the future development of the Basque Country. In this context, the main 
challenge identified by Orkestra is how to ensure that all of the territory’s stakehold-
ers move forward in a coordinated manner in order to design our own comprehen-
sive response to these challenges, in the understanding that sustainable competi-

1 See: http://www.orkestra.deusto.es/en/research/publications/books-reports/basque-country-competitiveness-
report/943-manifiesto-10-aniversario-orkestra

Introduction
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tiveness is an integrating element which seeks to provide for the wellbeing of the 
greatest number of people.

Within this framework, this report is organised into six chapters which discuss the 
challenges to competitiveness identified in previous reports, evaluate the progress 
made and identify outstanding challenges. The first chapter presents an assessment 
of the main indicators of competitiveness for the territory; the second studies the 
sophistication of the innovation and internationalisation strategies employed by 
Basque business; the third chapter delves into clusters and cluster policy; the fourth 
considers the energy sector; the fifth gives a holistic analysis of the Basque innova-
tion system; and the sixth offers a detailed study of governance in Basque public 
strategy and policy. The report also includes a section containing the principal con-
clusions and recommendations around how to move forward in order to continue 
working on the challenges identified. We will now discuss the content of each chap-
ter in greater detail.

As regards the main challenges that have been faced over the past ten years the as-
sessment of the main indicators of competitiveness for the Basque Country lead to 
new societal challenges, both in overall terms and on a daily basis. It is for this rea-
son that, in addition to considering the main indicators of competitiveness, the as-
sessment of the competitive position of the Basque Country also analyses indicators 
of social progress, social cohesion and personal development.

The second chapter, which focuses on firms, is also based on the challenges which 
have been identified over the last ten years, centring its attention on the level of 
sophistication in business strategy. The term «business ambidexterity» is introduced 
to analyse to what extent ambidextrous business strategies have been applied by 
studying the positioning and development of firms in the area of innovation and 
internationalisation. As their financial situation is another factor which determines 
the ability of firms to design ambidextrous strategies, an analysis of this aspect of 
Basque business is also included.

In recent years, we have likewise seen developments in the challenges associated 
with cluster policy, which has had to adapt to situational changes and the commit-
ment to the Research and Innovation Strategies for Smart Specialisation (RIS3). Smart 
specialisation has made it possible to propose actions in high value-added industries 
in which the Basque Country is strong. In this vein, the third chapter analyses trends 
in clusters and cluster policy in the Basque Country and identifies the challenges on 
which work will need to be done in upcoming years. 

As a result of the characteristics of the business sector and existing infrastructure in 
the Basque Country, the energy sector is a key factor of competitiveness. In response 
to the challenges facing the sector, the energy transition has been leveraged to en-
sure affordable, timely supply. It is also necessary to deal with structural changes in 
demand and final energy, in addition to supporting and creating infrastructure ele-
ments which are properly integrated into the system, as well as pricing. The fourth 
chapter thus focuses on the energy sector and the different aspects which make it a 
strategic area. 

As regards the Basque innovation system, the main challenge has been innovation 
itself, especially aligning the capacity of science and technology stakeholders with 
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the needs of the Basque business sector. Other challenges relate to technology trans-
fer, collaboration in the work of knowledge stakeholders and firms, and the need to 
concentrate efforts in defined fields of specialisation. This is crucial for overcoming 
the problem referred to as the «valley of death». Based on this assessment, the fifth 
chapter offers a holistic analysis of the current state of the Basque innovation sys-
tem, including how it has changed, as well as the role of policies and their connec-
tion with priority areas for the RIS3. 

Challenges to innovation in governance have been related to how to include pub-
lic stakeholders (at the different levels of government) in the design and implemen-
tation of governance. This fosters better coordination among stakeholders and ef-
ficient use of economic resources, although it is also necessary to incorporate the 
public and private stakeholders of the quadruple (and even quintuple) helix into 
these actions. Consequently, the sixth chapter examines governance processes and 
coordination of the development strategies and policies applied in the Basque 
Country.

The final chapter of the report makes the connection between this analysis and some 
of the challenges presented in the Manifesto prepared by Orkestra in 2016. It also 
considers one final thought of some significance, regarding the need to rethink the 
Basque wellbeing model, and identifies three levers on which work must be done in 
order to support the sustainability of the model.
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1 
Trends in key indicators 
of competitiveness and 
wellbeing

1 .1 Introduction

This chapter gives an analysis of the competitive position of the Basque Country. The 
aim of this analysis is to provide an overview of how this competitive position has 
changed since the previous report was prepared in 2015. We also wish to illustrate 
how it has evolved over the past ten years, paying particular attention to the chal-
lenges which assessments carried out in previous reports allowed us to identify. 

To this end, following this introduction, the chapter is divided into two main sec-
tions. The first section analyses changes in the indicators according to the analytical 
framework utilised in previous reports (see Illustration 1-1); this framework is organ-
ised into four levels which include the different factors that determine the competi-
tive performance of the territory.

ILLUSTRATION 1‑1 Framework for regional competitiveness

Levers of growth (productivity, 
employment, exports, etc.)

 

Growth and wellbeing

Stakeholders and 
environment

Given attributes

Outcome indicators

Intermediate performance 
indicators

Determinants of 
competitiveness  

Firms
(Performance)

Specialisation
(Clusters)

 

Business 
environment

 (Quality)
 

Endowments
 (Location, Natural Resources, 

History, etc.)

Source: Compiled by authors.

The analysis 
is organised 
into four levels 
that determine 
competitive 
performance



40

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

At the top are the outcome indicators, which include the overall goals to be 
achieved in terms of citizen wellbeing. Below this are the intermediate perform-
ance indicators. While these are not the overall aims to be achieved by the re-
gion, they are important to achieving the final outcomes. The third level is made 
up of the determinants of competitiveness, in other words, the elements that af-
fect the results for the previous two levels. This level is particularly important be-
cause it is where policies can have a more obvious impact. The determinants are 
divided into three categories: firm performance, specialisation of the territory 
and clusters, and quality of the business environment. And lastly, at the base of 
the framework, endowments refer to certain characteristics of the territory that 
have an impact on competitiveness, but which are more or less certain, at least in 
the medium term (location of the territory, natural resources, size of the region, 
institutions, etc.).

In this chapter regions are used as the point of comparison with the Basque Coun-
try, as they are felt to be more appropriate than countries. However, they do have 
certain disadvantages: there is a greater delay in updating their data and they lack 
data for certain key variables. For this reason, the latest available data presented 
in regional comparisons may seem inordinately old. They have therefore been sup-
plemented with trend tables containing more recent data. In these, the Basque 
Country is compared with the European average, with Spain, with Germany (which 
constitutes one of the most advanced countries and where several reference re-
gions are also located) and with the Czech Republic (one of the emerging countries 
which stands out among European enlargement countries due to its income level 
and due to other competitiveness indicators, and which, as an industrial country, 
may be a competitor of the Basque Country).

After describing trends in competitiveness indicators, the second section of this chap-
ter focuses on analysing certain challenges identified in previous reports. These are 
located at different levels of the framework. Beginning with the endowments, the 
first challenge that has been identified is changing demographics, with an increas-
ingly older population and a growing immigrant population. Although this change 
is progressive, as this challenge is located at the base of the competitiveness frame-
work, demographic changes have a significant impact on the other elements of the 
framework.

The second challenge, located among the determinants of competitiveness associ-
ated with the quality of the business environment, is the educational system and its 
ability to meet the needs of companies and the territory itself in order to improve 
competitiveness. The third challenge discussed in this chapter, also located among 
the determinants of competitiveness, concerns firm performance and relates to 
trends in labour costs. Although with a view to the future, the only way to guaran-
tee improvement in the wellbeing of the population (in the case of a territory) or 
sustainable profitability (in the case of a company) is a differentiation-based com-
petitive strategy, in the short term, cost-based competitive strategies continue to 
play a major role for a significant number of firms, with labour costs being among 
the factors most often manipulated.

Next, we analyse a challenge associated with intermediate performance, this one re-
lated to the so-called innovation paradox. This refers to the poor innovation per-

The challenges to 
competitiveness 
are located at 
different levels of 
the framework.
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formance noted in the Basque Country, despite its good position with regard to in-
novation inputs and economic performance. 

The last challenge is located at the top of the competitiveness framework and fo-
cuses on considering the impact that competitiveness has had on citizen wellbeing.

1 .2  Trends in indicators according to the competitiveness 
framework

In this section, we describe trends in the competitiveness indicators based on the 
framework described above. In doing so, to the extent possible, the situation in the 
Basque Country is compared with regions of the European Union (EU) as a whole, 
with a group of reference European regions and with the other autonomous com-
munities in Spain. Map 1-1 shows the reference regions (highlighted in green). These 
were chosen because they have the greatest similarity to the Basque Country in 
terms of basic structural conditions (socio-demographic, economic and technologi-
cal specialisation, and business structure), according to the procedure developed by 
Orkestra in Navarro et al. (2014).

MAP 1‑1 European regions with similar structural conditions to the Basque Country

Regions with similar structural conditions NUTS Región Pos .

ES24 Aragón  1
ITH5 Emilia-Romagna  2
UKG West Midlands  3
AT12 Niederösterreich  4
DE9 Niedersachsen  5
ITC1 Piamonte  6
DEF Schleswig-Holstein  7
UKL Wales  8
ES22 C. F. de Navarra  9
DEA Nordrhein-Westfalen 10
ES51 Cataluña 11
UKF East Midlands 12
AT22 Steiermark 13
DE7 Hessen 14
ES13 Cantabria 15
SE23 Västsverige 16
UKC North East 17
ITC4 Lombardía 18
ITH4 Friuli-Venezia Giulia 19
SE12 Östra Mellansverige 20
DE4 Brandenburg 21
DE1 Baden-Württemberg 22
ES41 Castilla y León 23
DEB Rheinland-Pfalz 24
UKE Yorkshire and The Humber 25
FR51 Pays de la Loire 26
ITH2 Provincia Autónoma de Trento 27
ES30 Comunidad de Madrid 28
UKN Northern Ireland 29
ITI2 Umbría 30

Source: Compiled by authors.

The Basque 
Country is 
compared with a 
group of regions 
with similar 
characteristics
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Following, in each subsection, there is a summary of the situation described in 
the previous competitiveness report, which compared the situation in the Basque 
Country in the most recent year available at that time with the situation in 2008, 
the year which marked the start of the crisis. We then describe how the situation 
has changed since then, based on the indicators summarised in Table 1-1. The first 
column in this table shows the values for each indicator for the most recent year 
available (which is given next to the name of the corresponding indicator). When 
more than one year is given, the value shown is the average for those years. This 
was considered preferable in the particular case of patents, which may experi-
ence greater distortion from one year to the next; the values have therefore been 
smoothed to better represent the underlying reality of the indicator. The values 
which have had a negative evolution in absolute terms over the last two years are 
shaded in red in the first column. In order to compare this variation with that of 
the other regions, the remaining columns show the relative position of the Basque 
Country in comparison with the territories considered (a higher number indicates a 
worse relative position for that indicator). Therefore, the value shown in the first 
column of the section, in which the Basque Country is compared with European re-
gions as a whole, generally ranges from 1 (best position for this indicator) to 192 
(worst position); for the value shown in the first column of the second section, in 
which the Basque Country is compared with the reference regions, the variation 
ranges from 1 to 31; and in the first column of the third section, in which the com-
parison is with the other Spanish autonomous communities, the range is 1 to 17. 
Exceptions, when there were no available data for some regions and it was not 
possible to make an estimate, are indicated with footnotes in the table. The sec-
ond column in each section indicates the number of positions the Basque Coun-
try has moved up or down in the ranking compared to two years earlier. Cases in 
which the relative variation of the Basque Country has been better than that of 
the group of regions considered are marked in green. Red is used in the opposite 
case, when the position has worsened.

The table therefore makes it possible to distinguish between absolute and relative 
variations in the indicators, as both are important. A positive absolute variation in-
dicates movement in the right direction to improve competitiveness. However, it is 
possible for other regions to show even better progress, meaning that in relative 
terms, competitiveness is decreasing.

An analysis of the 
progress made 
by the Basque 
Country, both 
absolute and 
relative to other 
regions
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1.2.1 Intermediate performance indicators

Two years ago, the final outcomes showed that both economic and social indicators had 
declined during the crisis. This is something which had also occurred in the majority of 
European regions. As the decline in the economic indicators for the Basque Country had 
been quite similar to that in the other regions, not many positions were lost, in relative 
terms. This was not the case for the social indicators, in which, with the exception of the 
risk of poverty rate, the Basque Country dropped a number of positions compared to 
other regions. It was also cause for concern that the comparison with countries indicated 
that the recovery had begun earlier in other areas than in the Basque Country.

The data in Table 1-1 show that over these past two years, the economic indicators 
have continued to climb, gaining several positions compared to European regions as a 
whole and the reference regions. Graph 1-1 particularly analyses the variation in GDP 
(gross domestic product) per capita. Prior to the crisis, this indicator showed growth in 
all of the territories under consideration. The Basque Country was also in a better po-
sition than the EU average and even the German average (although it should be re-
membered that Germany includes various regions with higher levels, some of which 
are reference regions for the Basque Country). In 2009 (and even in 2008 in the case 
of Spain), there was a drop in this indicator, which was more severe in other territories 
than in the Basque Country. As in Spain —and unlike what happened in the other ter-
ritories taken into consideration, which soon began to recover— further declines were 
reported in the years 2012 and 2013. As a result, the average values for Basque GDP 
per capita were at the same level as in Germany for those years. Germany had already 
pulled itself out of the crisis in 2011, by which time it had already reached a higher 
level of GDP per capita than in 2008. From 2014, it was obvious that all of the terri-
tories were recovering from the crisis. Furthermore, the comparative progress of the 
Basque Country and Germany indicates that Basque growth levels have been higher. 
Thus, in 2015 and 2016, the Basque Country again achieved higher GDP per capita 
than Germany. Although these data are still provisional, they indicate that a level simi-
lar to that at the start of the crisis has been reached.

GRAPH 1‑1 Variation in GDP per capita (PPP in €) in 2010 constant prices, 2006-2016
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As regards social indicators, it should be noted that the life satisfaction rate has 
begun to climb again and that by 2014 (the year for which we have the latest 
comparative data), the situation was starting to look more positive. In 2015, the 
risk of poverty rate increased slightly, but the Basque Country is still at the top of 
the ranking, with less poverty in comparison with the other regions considered. 
In addition, the long-term unemployment rate dropped slightly, but not as much 
as in other regions, meaning that the Basque Country is continuing to lose rela-
tive positions. This edition of the report includes a new social indicator, the NEET 
rate (percentage of young people aged 15-24 who are not in education, employ-
ment or training). This is considered a final performance indicator of wellbeing 
because it is an indication of a situation of unemployment among the youth pop-
ulation that is most likely undesirable. In the Basque Country, this indicator is in 
an intermediate position and has reported positive growth, although somewhat 
worse than that of European regions as a whole. We will return to the question 
of indicators that measure progress beyond economic aspects later, in analysing 
the final challenge.

1.2.2 Intermediate performance indicators

The intermediate performance indicators include variables that measure differ-
ent aspects which are considered important to achieving the final outcomes dis-
cussed earlier. This encompasses both employment (measured in terms of the 
working-age population) and unemployment (measured in terms of the work-
ing population) indicators. In both (when we consider the rates for the work-
ing-age population as a whole, as well as those for women and young people), 
it could be seen that at the start of the crisis, the situation in the Basque Coun-
try was already not good compared with European regions as a whole, and it 
was even worse in comparison with the reference regions. The situation got 
worse during the crisis from 2012 to 2013. Over the next two years, as shown 
in Table 1-1, the values climbed slightly, but less than in other regions. Eustat 
(Basque Statistics Office) data confirm that the job creation which began in 2015 
continued in 2016. The employment rate data in the Eurostat Labour Force Sur-
vey also indicate that the position of the Basque Country improved in relation to 
other regions in 2016. But even so, it still remains in the lower half of the rank-
ings, meaning that job creation continues to be one of the challenges facing the 
Basque economy.

Following the employment indicators, Table 1-1 shows various economic indica-
tors. We begin with apparent productivity per employee. As mentioned in pre-
vious competitiveness reports, this is an indicator for which the Basque Country 
was in a good position. This was due firstly to the high GDP levels, which —as 
mentioned earlier— remained more stable than in other territories, as well as to 
the fact that, when they dropped, the decline in employment was even greater. 
It is therefore very positive that, even with the recovery in employment, produc-
tivity growth has been increasing over the last two years and the Basque Coun-
try is at the top of the ranking for European regions, as well as the reference and 
Spanish regions. We will return to this indicator later, when analysing the evolu-
tion in labour costs.

After productivity, we present two indicators related to exports, as some of the 
growth comes from boosting foreign sales. Firstly, we note that the rate of exports 
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per capita is quite high, placing the Basque Country at the top end of the rank-
ing. However, in this case, we do not have export data for all 192 European re-
gions, but for only 110. This information is supplemented by the variation in the 
export value, which is presented in Graph 1-2. Here we find that in 2009 there was 
an overall decline in exports, which was more pronounced in the Basque Country 
than in other territories. The recovery began the following year, and by 2011, all 
of the economies had surpassed their 2008 export values. In 2012 and 2013, Basque 
exports were more or less stable. In contrast, they increased considerably in 2014. 
With this increase, the Basque Country achieved a rate of increase similar to that of 
the EU-28 and Germany for the 2007-2014 period (a 17%-19% increase compared 
to the 2007 starting values), but lower than that of Spain and the Czech Republic. 
Nonetheless, Basque exports declined again in 2015. According to data from the 
Ministry of Economy, Industry and Competitiveness (MINECO), the same was true in 
2016, along with Spanish exports. No data are yet available to determine whether 
the same has happened in the other economies. The decrease in exports could be 
partially explained by the fact that demand in the domestic market has shown 
more improvement. Despite this, it is cause for concern regarding the competitive-
ness of Basque exports.

GRAPH 1‑2 Variation in export value in euros (2007 = 100), 2007-2015
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This is the case despite the fact that Basque exports appear to have a significant 
technological component, according to a study prepared by the European Commis-
sion, which only provides estimates for the year 2013, and which has been included 
in Table 1-1. According to this information, almost 60% of Basque exports are pro-
duced by high- and medium-high-tech manufacturing industries. They therefore 
have higher added value. This places the Basque Country in a relatively high po-
sition with regard to European and Spanish regions as a whole, but in the mid-
dle with regard to the reference regions, which generally also have a broad indus-
trial base. Trends in exports in different industries are analysed in greater detail in 
Chapter 3. 
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Lastly, the intermediate indicators of innovation include data on not only pat-
ents, which has been standard in previous competitiveness reports, but also appli-
cations for community registered trademarks and designs, which can reflect non-
technological innovations. The Basque Country does not stand out in any of these 
indicators, and has even lost positions over the last two years. This is a subject we 
will return to at a later point, when discussing the innovation paradox.

1.2.3 Determinants of competitiveness

The determinants of competitiveness are the most critical elements of the frame-
work presented in Illustration 1-1, as these are the factors which determine final and 
intermediate outcomes, and which public policy can strengthen. 

As regards the determinants related to firm performance, it is worth noting that the 
Basque Country is well positioned in terms of the R&D expenditure and personnel of 
its firms, which include technology centres and cooperative research centres (CRCs). 
Even so, the negative growth of these two indicators in recent years is worth men-
tioning, as this may affect the future competitiveness of firms. 

The two patent co-invention indicators give an indication of the cooperation strat-
egy adopted by a region with regard to R&D. As noted in previous reports, there is 
limited collaboration and it occurs primarily between regional or national agents. Al-
though this last indicator of openness to foreign partnerships has improved in recent 
years, the Basque Country ranks very low in comparison with the other regions as a 
whole, as well as the reference regions, and intermediately when compared to the 
other Spanish autonomous communities. Greater openness and collaboration could 
help boost patent performance, which, as noted in the previous section, continues to 
be quite low. 

For their part, the determinants of specialisation are measured using two indicators. 
The first of these is employment in high- and medium-high-tech manufacturing, in 
which the Basque Country is very well ranked and which has continued to increase 
in absolute terms, despite having lost a few positions in comparison with other Euro-
pean regions. It is interesting that the position of the Basque Country for this indica-
tor is better than that of the indicator related to exports. This may be an indication 
that Basque firms with advanced technological levels are not as internationally com-
petitive as their competitors. The second indicator is employment in intensive knowl-
edge services, which has declined slightly, with the Basque Country in a poor posi-
tion. This may indicate deficiencies in services which could be providing support for 
industry in order to make it more competitive. 

Lastly, the business environment indicators are key to providing the conditions nec-
essary for companies in a territory to be able to increase their productivity and com-
pete effectively in international markets.

As regards the territory’s human resources, the Basque Country has maintained 
its strong position in the field of science and technology, although over the last 
two years it has lost a few positions in comparison with European regions as a 
whole. The percentage of adults with upper secondary or tertiary education con-
tinues to be lower than in many other European regions as well as the reference 
group. It is a positive sign that the situation with regard to tertiary education stu-

Greater openness 
and collaboration 
could help 
boost patent 
performance
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dents is better and also that the position has improved slightly with regard to the 
percentage of vocational education students, although the Basque Country con-
tinues to rank low. However, the position in terms of continuing education rates 
is strong, which may help to improve the capabilities of the adult population. We 
can also see that when compared with the other Spanish autonomous communi-
ties, the Basque Country is very well positioned in all the indicators related to hu-
man capital.

In terms of innovation indicators, its position with regard to personnel and public 
R&D expenditure (which includes government and universities) is worse than pri-
vate investment in R&D, but has improved in recent years. As mentioned above, 
this may be partially due to the fact that investment in R&D channelled through 
technology centres and CRCs is counted as private R&D. When private and pub-
lic investment are combined, we find that the Basque Country is among the top 
20% of regions, for both personnel and R&D expenditure. Although the most re-
cent data for these R&D inputs is for 2014, it should be noted that the figure of 
2.12% in R&D expenditure is a long way from the European target, which is 3% 
by 2020.

Internet use (measured in terms of access to broadband and e-commerce) is an 
approximate measure of the sophistication of domestic demand. Notwithstand-
ing the fact that the Basque Country has high quality infrastructures, its position 
is still relatively low for user indicators, but it is notable that it is above the aver-
age ranking in Spain. The position of the e-commerce indicator continues to be 
intermediate in comparison with both Europe and the reference regions. Given 
that the development of the Digital Economy is based on the connectivity’s ca-
pacity, the availability of high-grade infrastructures poses a clear opportunity for 
this development.

1 .3 Analysis of challenges

1.3.1 Demographic change

As mentioned earlier, following the general assessment of competitiveness indi-
cators, this section of the report will analyse some specific challenges identified in 
previous reports in order to determine the current situation. The first of these chal-
lenges, located among the endowments in the framework, lies in the demographic 
change taking place in the territory, which has a range of consequences for competi-
tiveness. 

Demographic trends point to an increasingly older population. On 1 January 2000, 
the Basque Country had a population of 2,079,228. The potentially active popula-
tion, aged 16-64, made up 70% of the total; the population aged under 16 made up 
13% and the remaining 17% were people over the age of 65. As we can see in Graph 
1-3, since then, the population has grown slightly, stabilising in recent years. This 
growth has occurred primarily among those over 65, which now account for 21% of 
the population.

Demographic 
trends point to an 
increasingly older 
population
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GRAPH 1‑3 Population change by age (2000 = 100) 
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We can also see a considerable drop in the working-age population, which has sig-
nificant consequences for economic activity. Population projections (see Graph 1-4) 
show that this trend is going to be even more accentuated in the future. Looking 
ahead to 2031, it is estimated that the percentage of people over 65 will be 29%, 
while people of working age will drop to 58%. In other words, there will be one eld-
erly person for every two people of working age. These percentages are even more 
accentuated when we consider the working population, that is, those who actually 
have a job.

GRAPH 1‑4 Projected population
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Furthermore, the working-age population is also ageing. The majority of this pop-
ulation is currently between the ages of 35 and 59. By 2029, the majority will be 
between 50 and 64. The population between the ages of 25 and 45 tends to have 
the highest labour force participation rates, and to be the most productive and 
dynamic in terms of entrepreneurship. Some studies2 point out that older workers 
are highly productive in positions which require experience, but they have more 
difficulty adapting to new tasks than their younger colleagues. This is particu-
larly important in an environment of rapid technological change in which organi-
sational innovation is also a significant element. Therefore, these demographic 
changes could have a decisive impact on the competitive ability of the Basque 
Country.

This problem will be alleviated slightly by the increase in the retirement age, but it 
does not appear that this measure will be sufficient. This was indicated in the simu-
lations contained in the Competitiveness Report 2011: the combined increase of the 
retirement age to 67 and labour force participation rates was not sufficient to offset 
the decline in the working population. And with the new forecasts, this continues to 
be the case. 

GRAPH 1‑5 Migration flows for the Basque Country
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Measures intended to boost birth rates, such as those supporting work-life balance, 
may make it possible to increase the base of the pyramid, but it will be some time 
before the effects are felt. In addition, population decline can be partially offset by 
migration flows. This is another demographic aspect to be analysed, and is shown in 
Graph 1-5. As we can see, after having a negative migration balance in the 1990s, 
beginning in the first decade of this century, the Basque Country became a net re-
cipient of migrants, coming primarily from other countries. From 2009, and with the 

2 See, for example, Poot, J. (2007). Demographic Change and Regional Competitiveness: The Effects of 
Immigration and Ageing. University of Waikato Discussion Paper; 64.

The increase in 
the retirement 
age and labour 
force participation 
rates will not 
be sufficient to 
offset the decline 
in the working 
population



51

trends in key indiCators of Compet it iveness and weLLbe ing

crisis more present in the rest of Spain, net domestic migration became positive and 
net foreign migration was moderated. The latter continued to drop and in 2012 and 
2013 became negative. In 2015, the balance was again positive, with higher immi-
gration than emigration.

This is significant because, while many European regions share the same difficulty 
in dealing with negative rates of natural increase (births minus deaths) and an older 
population, the regions with the highest levels of GDP per capita are generally able 
to offset this with high net migration rates, as shown in Graph 1-6.

GRAPH 1‑6 Net migration rate per thousand inhabitants (2014) compared to GDP per capita 
(€ PPP, 2014)
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The impact of the immigrant population on competitiveness will depend largely on 
their level of education and training. Table 1-2 compares the education level of the 
total population of the Basque Country with data for the foreign immigrant popula-
tion (it therefore does not include the background of people who have moved from 
other areas of Spain). The latter data are provided by the Foreign Immigrant Popu-
lation Survey (EPIE), which is conducted every four years. These data indicate that 
the education level of the foreign immigrant population declined slightly between 
2010 and 2014 (although with a slight increase in vocational training) and is signifi-
cantly lower than the total population. Therefore, the challenge lies in: one, attract-
ing a more skilled immigrant population, and two, ensuring that the population 
which comes to the Basque Country continues its education. The EPIE data indicate 
that 13.6% of the foreign immigrant population over the age of 16 was enrolled 
in formal education in 2014 (a slightly higher percentage than the 11.7% in 2010). 
These percentages are somewhat higher than those reported for the population as 
a whole, which is around 10%. This indicates that the lower levels of education and 
training may be correcting themselves once the immigrant population settles in the 
Basque Country.

It is important to 
offset negative 
rates of natural 
increase with high 
net immigration 
rates

There is a need 
to attract a more 
skilled immigrant 
population and 
for its continual 
training



52

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

TABLE 1‑2 Education level of immigrants and total population in the Basque Country (no. of 
people and percentage compared to the total, 2010 and 2014)

Education level

Immigrant population Total population

2010 2014 2010 2014

Abs . % Abs . % Abs . % Abs . %

No significant education 12,193 8.2 20,610 12.9 56,747 3.0 47,245 2.5

Compulsory/Primary 42,960 28.7 40,679 25.4 680,382 36.2 631,773 33.8

Secondary 52,872 35.4 53,366 33.3 374,947 19.9 365,504 19.5

Vocational education 14,355 9.6 17,841 11.1 300,907 16.0 337,025 18.0

Tertiary 27,104 18.1 27,798 17.3 458,195 24.3 480,074 25.7

Total 149,484 100.0 160,294 100.0 1,881,816 100.0 1,869,945 100.0

Source: EPIE 2010 and 2014 (Basque Government. Department of Labour and Social Policy. OEE) and Eustat. 

NB:  Data on the population over the age of 16 for the immigrant population and over the age of 15 in the case of 
the total population.

The potential for competitiveness also depends on the employment rate for the 
immigrant population. The EPIE data indicate that this rate was 48.4% in 2014, 
down from 52.1% in 2011. For the total population, the figures were 49.3% in 
2014 and 50.1% in 2011. Therefore, we can see a slight change in trend: the em-
ployment rate for the immigrant population has dropped below that of the total 
population. This may have been the result of the crisis during this period, but it 
will be necessary to continue watching how it trends. The EPIE data also indicate 
that there is a certain tendency to underutilise the skills of the immigrant popula-
tion, as 21.7% of immigrants with work experience state that these jobs are below 
their skill level. However, this percentage has dropped considerably since 2010, 
when it was 26.6%.

It is also important to note that demographic changes do not only affect the labour 
market and the labour force. Firstly, it is necessary to give retired people the oppor-
tunity to continue contributing to society once they are no longer in the labour mar-
ket. For example, it is possible to take advantage of the experience they have gained 
over the course of their working life by channelling it into volunteer activities and 
intergenerational programmes. Secondly, an older population has different patterns 
of consumption and needs. Some of these can be turned into business opportunities 
which the Basque Country could respond to in order to generate activities that meet 
local challenges, but which could also meet international demand for these prod-
ucts. 

1.3.2 Educational system and education and training of the population

Access to high quality education and training is a necessary condition to facili-
tate innovation and adaptation to change, and to foster productivity, the dyna-
mism of the economy and the capacity to create jobs. The development of knowl-
edge by training people in content, competencies and skills is thus a key element 
for competitiveness and wellbeing. Therefore, this second challenge analyses the 
skills of the Basque population and the role of the education sector in their de-
velopment.

Responding to 
the challenges 
of ageing can 
also translate 
into business 
opportunities
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It is possible to gain some understanding regarding the education and training of 
the population based on the indicators shown in Table 1-1. In the Basque Coun-
try, the education level of the working-age population as a whole is below that 
of other European regions. This information can be inferred from the percentage 
that has completed at least secondary education. This is something which had al-
ready been observed in previous reports and it is linked to a polarisation of the 
population: there is a high percentage of people who have a tertiary education, 
but there are also a high percentage who have only completed, at most, compul-
sory secondary education. The data provided by the Basque Workforce Education 
Survey (ECPA) —which is conducted every four years and analyses the level of for-
mal education achieved, complementary educational activities and work experi-
ence— make it possible to get an overview of the education level of the poten-
tially active population of the Basque Country, as it includes data on employment, 
unemployment and quasi-unemployment, or those who do not meet the require-
ment of actively seeking work during the period under consideration, but who are 
unemployed.

ECPA data for the last decade show that the population’s level of formal education 
has improved and that more than half (51.5% in 2015) has completed higher voca-
tional education or tertiary education. This is important, as the level of formal edu-
cation is closely related to employment levels. As shown in Table 1-3, unemployment 
rates (unemployment and quasi-unemployment) have been increasing since the start 
of the crisis; in 2015 they were even greater than in 2011. However, these rates de-
crease as the education level increases. In addition, a higher level of formal educa-
tion is associated with a greater probability of obtaining employment with a mini-
mum skill level (management, technical and administrative jobs, and other skilled 
employment). In 2015, the proportion of people who obtained this type of employ-
ment ranged from a low of 43.2% in the population without primary education to a 
high of 86.4% among the population with a higher university degree. A higher edu-
cation level is also associated with a greater ability to secure a job and keep it over 
time.

TABLE 1‑3 Education level of the potentially active population  
(% of the potentially active population)  

Education level 2007 2011 2015

No primary education 12.6 31.0 38.4

Primary education 8.7 24.1 31.8

VE, lower / secondary non-professional 11.2 20.7 24.9

VE I, lower 8.6 23.4 20.4

Secondary, non-professional 13.0 18.8 29.0

VE, higher/ tertiary education 6.9 11.3 16.0

VE II, higher 7.4 12.4 20.1

Tertiary education, lower 2.0 11.2 13.5

Tertiary education, higher  9.2 10.0 12.8

Total 8.5 17.5 22.2

Source: Workforce Education Survey: Key results (July 2016), Specific Statistical Organ of the Department of Labour 
and Social Policy.

The higher the 
education level, 
the higher the 
employment rate 
and ongoing access 
to jobs



54

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

In spite of the fact that a higher education level is associated with higher levels of 
employment, it is possible to observe problems of fit between formal education and 
employment: in 2015, 18.1% of the working population worked in jobs that were 
below their skill level, a figure which has grown worse. This affects both the popula-
tion with university qualifications and people with higher vocational education (VE) 
qualifications. In addition, it has a negative impact on unemployment levels among 
people with a primary education or non-professional secondary education, as the 
positions which they could hold are being filled by people who are overqualified for 
them. If employment level data is reduced to those which match the level of educa-
tion (Table 1-4), we can see that the degree of distortion varies depending on the 
qualifications. Lower Nursing/QN, higher VE linked to industrial professions (Metal, 
Automotive, Electronics, Professional Master’s) and tertiary Language and Literature 
qualifications are in more favourable positions, although they have achieved this 
in a very different manner since the crisis began. At the opposite extreme, we find 
other lower university, higher VE and lower administrative VE, and tertiary Econom-
ics qualifications.

TABLE 1‑4 Variation in the unemployment rate for jobs adjusted by type of qualification (% 
potentially active population)

  2007 2011 2015

No higher education or VE 12.8 27.1 35.3

VE, lower 22.1 31.3 32.0

VE, lower Administrative 19.5 31.6 48.4

VE, lower Metal, Automotive, Electronics 16.1 27.3 24.4

Other lower VE 26.4 33.5 30.5

VE, higher 24.0 31.5 36.0

VE, higher Administrative 54.5 63.0 62.2

VE, higher Metal, Automotive, Electronics, Professional Mast. 9.7 15.7 16.4

Other higher VE 19.0 29.4 36.0

Tertiary education, lower 32.7 43.1 44.7

Engineering, lower 28.1 25.9 22.4

Teaching, secondary 32.1 40.6 37.1

QN 3.9 24.8 10.6

Other lower tertiary education 53.7 61.0 72.0

Tertiary education, higher 29.4 31.4 36.9

Engineering, higher 20.3 12.0 27.3

Natural sciences, Medicine 21.5 17.6 37.5

Economics 37.7 48.8 50.7

Law 31.6 40.3 40.7

Philosophy, Arts 29.9 44.1 29.2

Language and literature 38.2 34.6 18.9

Other social sciences 31.0 38.4 38.7

Total 20.9 31.0 36.3

Source: Workforce Education Survey: Key results (July 2016), Specific Statistical Organ of the Department of Labour 
and Social Policy.

A high percentage 
of people hold 
positions for 
which they are 
overqualified
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Therefore, we can see a great deal of inefficiency in the system, which is success-
ful in increasing the skill level of the population, but does not create enough skilled 
employment. This can result in a «brain drain», in which the highly trained popu-
lation seeks employment outside the Basque Country. Graph 1-7, which comple-
ments the analysis of the demographic challenge described in the previous section, 
shows that the majority of the migration flow is made up of the low-skilled popula-
tion; the «brain drain» does not make an appearance until 2012. However, since that 
time, and especially in 2015, we do find that the migration balance of people with 
a higher education is negative, although the absolute figure (fewer than one thou-
sand people) is not very high. The fact that people with a higher education leave to 
work in other places is not negative in itself, as this is an aspect which can support 
openness. If a portion of this population returns with the experience they have ob-
tained elsewhere, this can create ties and introduce new knowledge into the system, 
which helps to improve competitiveness. However, a permanent negative balance 
among people with higher training indicates that this return is not taking place and 
that talent is not being attracted from outside the region, which would indeed be 
cause for concern.

GRAPH 1‑7 Variation in migration balance by education level
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Promoting a greater convergence between educational institutions and the work 
environment may improve the fit between education and employment. Doing so 
would involve, firstly, adapting syllabuses to more effectively combine education, 
in the classical sense of accumulating knowledge in a particular area, with the ac-
quisition of more cross-cutting competencies that better adapt to suit the needs of 
companies and which make it possible to compete in complex environments. These 
needs include management capabilities, in other words, training people who have 
a comprehensive view of projects and are capable of leading work groups, factories, 
etc. Such a multidisciplinary background does not correspond to a specific academic 
qualification, but to combinations of knowledge that has traditionally been associ-
ated with two or more qualifications, language skills, etc. Secondly, it would also be 
desirable to establish a more fluid relationship between the education phase and 
work. One good example of this is the dual education system used in vocational edu-
cation. It would be interesting to continue work on a model with similar characteris-
tics in the university environment.

There needs to be 
a closer connection 
between the 
spheres of 
education and 
work
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1.3.3 Trends in labour costs

Labour costs represent one of the most important groups of costs and are among 
those which can most closely be controlled internally. This section seeks to show 
Basque performance in this area, in terms of both the economy as a whole and one 
of the industries most open to international trade and low-cost emerging countries: 
the manufacturing industry. 

The labour cost built into each product unit is determined, firstly, by labour costs per 
employee (LCE). Graph 1-8 shows the nominal growth of this cost for the years im-
mediately preceding the run-up to the crisis (2006-2007), the period of deepest crisis 
(2008-2012) and the start of the recovery (2013-2015).

GRAPH 1‑8 Average annual rate of change in labour costs per employee in local currency (%)
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From Graph 1-8, it is possible to conclude that while before the crisis, nominal 
LCE growth was significant in almost every country, in the Basque Country it was 
higher than in the EU-28 and Germany, although lower than in the Czech Repub-
lic. When the crisis broke out, nominal LCE growth slowed, but was still increas-
ing somewhat faster in the Basque Country than in the EU-28. This resulted in a 
greater loss of competitiveness in the area of costs that had already been carried 
over from the previous period. The year 2013 marked the beginning of a timid re-
covery of LCE in advanced countries, but they continued trending downward in the 
Czech Republic, and especially in Spain and the Basque Country (where growth was 
zero). The trend was similar in the manufacturing industry, although pay restraint 
was somewhat lower in the final period. 

The second major factor which influences labour costs is productivity. When a 
worker is more productive, their cost is divided among a larger number of units, 
resulting in a lower cost per unit. As regards the economy as a whole, Graph 1-9 
demonstrates that, before the crisis, the Spanish economy was characterised by a 
growth model based on creating low-quality jobs and low productivity. However, 
the Basque economy focused on higher value-added activities and productivity. 
When the crisis arrived, Spain experienced significant downsizing. The considerable 
staff cuts and loss of lower value-added jobs caused productivity to rise more than 
in other areas. But when the economy began to recover, beginning in 2014, there 
was a return to the growth model based on lower value-added jobs and low pro-
ductivity growth. In contrast, the Basque economy has largely broken away from 
this model. Before the crisis, it had rates of productivity growth that exceeded the 
EU-28 average. During the deepest period of the crisis, productivity grew less than 

Basque 
productivity has 
increased even 
during periods of 
job growth
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in the previous period and less than in Spain, although more than in the EU-28. 
Lastly, during the period of economic recovery, productivity growth accelerated 
and is quite a bit higher than in the Spanish economy. Additionally, in the Basque 
case, it is not based on downsizing.

GRAPH 1‑9 Real average annual rate of change in productivity (%)
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The analysis of productivity in the manufacturing industry shows that first of all, pro-
ductivity growth is clearly higher than in the economy as a whole in all territories. In 
short, the upturn in Basque manufacturing productivity during the most recent pe-
riod is noteworthy, such that this region has the highest productivity growth of all 
the territories analysed for the most recent period.3

If we combine variation in LCE and productivity, this gives us the trend in nominal 
unit labour costs (NULC). As we can see in Graph 1-10, NULC were rising until 2010 
in all countries. And in the Basque and Spanish economies, this growth was greater 
than in the other territories. But in 2010, productivity growth began to offset in-
creases in NLCE, causing NULC to drop in Spain and the Basque Country, unlike what 
happened in the other territories. In other words, the Basque and Spanish economies 
experienced a considerable competitive improvement in labour costs from 2010 on-
ward.

GRAPH 1‑10 Variation in nominal unit labour costs (NULC) (2010 = 100)
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3 However, it should be noted that a significant portion of the hiring done in the manufacturing industry in recent 
years has been through temporary employment agencies (TEA) and is reported as service sector jobs. Conse-
quently, the data on productivity growth in the manufacturing industry obtained from available statistics may be 
inflated. 
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In the case of the manufacturing industry, the main distinctive feature in relation to 
what we have discussed regarding the economy as a whole is that there is greater 
variation in costs. In Spain and the Basque Country, there was a similar increase in 
costs until 2009. In the case of the Czech Republic, costs dropped significantly com-
pared to their 2005 value, while in Germany and the EU-28, following an improve-
ment in competitiveness between 2005 and 2007, competitiveness declined again 
until 2009 (this was quite marked in Germany.) From 2010, there was another de-
cline in all territories, which halted (except in Spain) in 2012. The improvement in 
competitiveness, which had already been taking place in Spain, became more wide-
spread starting in 2013. 

Ultimately, a territory’s competitiveness in terms of product costs depends on 
what happens not only with unit costs, but also the exchange rate for that terri-
tory. The trend in the nominal effective exchange rate, which rose until 2008, ag-
gravated the loss of competitiveness in labour costs. It then began to drop and re-
inforced the improvement in competitiveness, which, as mentioned earlier, began 
in 2010.

It is possible for companies to pass on cost increases in the form of higher prices, so 
that, if the latter rise, the companies’ margins on each product unit are not necessar-
ily affected. To assist in evaluating this issue, Graph 1-11 shows the variation in real 
unit labour costs (RULC). We can see that until 2010, RULC for the Basque economy 
as a whole grew more than in other territories, which had a negative impact on the 
profit margins of Basque firms. Beginning at that time, RULC remained relatively sta-
ble in the EU as a whole, but dropped considerably in the Basque Country and Spain, 
falling below 2005 values by the end of the period.

GRAPH 1‑11 Variation in real unit labour costs (RULC) (2010 = 100)
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In the manufacturing industry, the first characteristic which stands out is the greater 
intensity of variation in RULC. We also find that at the start of the period, RULC were 
growing at a faster rate in the Basque Country than in the other territories. This in-
crease halted in 2008, which seems to indicate that the impact of the crisis was felt in 
the manufacturing industry earlier than in the rest of the economy. After 2009, there 
was a decline in RULC (and a recovery in company profit margins), which was abruptly 
interrupted in 2012, the year the crisis became more acute. Following this, RULC again 
began trending downward, although less markedly than in the rest of Spain. 

The manufacturing 
industry has a 
greater variation in 
costs
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We now offer a comparative analysis of the level reached by these three variables in 
the Basque Country, as a result of past trends in LCE, productivity and ULC.

As shown in Table 1-5, there is a positive correlation between productivity and la-
bour cost per employee. The traditional interpretation of this correlation is that high 
productivity makes it possible to pay workers more. However, if we take a more dy-
namic approach, it is also possible to maintain that higher labour costs act as an in-
centive to incorporate more innovations and replace workers with capital, which is 
reflected in increased productivity. Be that as it may, the correlation is not total, as 
evidenced by the differences ultimately found in ULC between areas: if the correla-
tion were total, ULC would be the same in every area.

TABLE 1‑5 Labour cost per employee (LCE) and productivity, and unit labour costs (ULC) (2015)

  Overall economy Manufacturing industry

  LCE Productivity ULC LCE Productivity ULC

Czech Republic 15 29 52 15 30 50

Spain 32 53 61 37 70 53

UE-28 36 57 62 39 66 60

Basque Country 38 66 59 45 69 64

Germany 40 63 63 53 83 64

Source: Eustat, Eurostat and Ameco. Compiled by authors.

As regards the economy as a whole, we can see that in the Basque Country, the la-
bour cost per employee is two and a half times higher than in the Czech Repub-
lic, 20% higher than in Spain, slightly higher than in the EU-28, but lower than in 
Germany. In contrast, the Basque Country outstrips even Germany in productivity 
per person in work. Lastly, in ULC, which reflect the overall position of each ter-
ritory in terms of the two indicators mentioned, we find that the Basque Country 
ranks below Germany, the EU-28 and Spain, but still remains ahead of the Czech 
Republic.

As regards labour costs and productivity levels in the manufacturing industry, we 
find that in the Basque Country, LCE and productivity per operator exceed the 
levels in the economy as a whole. This fact is often underscored to reinforce the 
appeal of industrial specialisation (given that, as productivity is higher, it is pos-
sible to offer better pay). This difference in LCE between the economy as a whole 
and the manufacturing industry is particularly noteworthy in the Basque Coun-
try, and especially in Germany. But while in Germany, manufacturing productiv-
ity outstrips the economy as a whole by twenty points, in the Basque Country the 
difference is just three points. Thus, in 2015, according to available statistics, pro-
ductivity per operator in the Basque manufacturing industry was even slightly be-
low the Spanish rate. As a result of the combined effect of these two variables, 
in 2015 the Basque Country and Germany were the two territories with a higher 
ULC in the manufacturing industry. Compared to them, the Czech Republic and 
Spain emerge as strongly competitive territories in terms of labour costs in this 
same sector. 

Basque and 
German 
manufactured 
goods have higher 
unit labour costs 
than Czech and 
Spanish goods
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1.3.4 Innovation paradox

In several of our competitiveness reports, we have considered the existence of an in-
novation paradox in the Basque Country, as the relatively mediocre results observed 
in terms of innovation performance were a far cry from the region’s positive eco-
nomic performance. This issue is especially important, as according to the framework 
presented in Illustration 1-1, the determinants of competitiveness (which include sev-
eral elements relating to innovation inputs) should result in an improvement in inno-
vation performance and hence, in economic performance. If this link is broken, it is 
important to understand why.

Table 1-1 contains some indicators which allow us to make a preliminary assess-
ment regarding the paradox. Firstly, innovation inputs (measured as R&D expend-
iture and personnel) continue to have relatively high values, putting the Basque 
Country in a good position in comparison with the other regions. Secondly, the in-
novation outcomes shown in the intermediate performance section (patents, de-
signs and trademarks) are quite modest, especially when compared with those of 
the reference regions. It should not be forgotten that behaviour with regard to 
protection of ownership rights varies substantially from one industry to another. 
For this reason, it is particularly significant that the Basque Country ranks poorly 
—or at most moderately— in comparison with the reference regions, which are 
those which have the most similar sectoral and technological structure. Despite 
this, economic performance (measured as GDP per capita and disposable income) 
continues to be high when compared with other regions, especially the reference 
regions. These data therefore seem to indicate that, although it has diminished, 
the paradox is still present.

However, data from the latest Regional Innovation Scoreboard (RIS 2016), published 
by the European Commission, which includes various indicators at the regional level 
to measure innovation, seem to imply that the paradox has disappeared. In this re-
port, the Basque Country is listed as a «strong» innovator, the number two cate-
gory behind innovation «leaders», and ahead of «moderate» and «modest» innova-
tors. The majority of the regional strong innovators are located in countries which 
the European Innovation Scoreboard (the equivalent publication containing data at 
the national level) classifies as innovation leaders or strong innovators. The Basque 
Country is one of the six strong innovative regions in Europe (and the only one in 
Spain) located in a country which has been classified as a moderate innovator. This 
demonstrates that in the Basque Country, innovation indicators are generally above 
those of other Spanish regions. This is something which is also reflected in the indi-
cators for total R&D expenditure and personnel shown in Table 1-1, but which is not 
as clear with regard to indicators of innovation performance, in which the Basque 
Country does not particularly stand out in comparison with the other autonomous 
communities.

The reasons for this apparent contradiction between what is indicated in the RIS 
2016 and the data contained here lie in two areas. The first is that the typology of 
the RIS 2016 combines input and outcome indicators, which makes it possible to bal-
ance out the differences between the two. Therefore, high levels of input indica-
tors can offset poor outcomes and mask any potential inefficiency in one of these re-
sources. The other reason is that as the RIS 2016 is particularly focused on measuring 
innovation, it contains more indicators than are included in Table 1-1. It may there-

The innovation 
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fore contain additional indicators of innovation performance in which the Basque 
Country does in fact stand out. We will now explore some of these indicators, as this 
analysis may shed more light on the innovation paradox.

The first of these indicators is the percentage of exports of high- and medium-high-
tech manufactured goods (also contained in Table 1-1), which is included as one 
of the innovation outcomes. The values for this indicator indicate that the Basque 
Country is in a good position compared to other European regions, although the in-
dicator itself does have one limitation. Due to the manner in which these exports 
are calculated, the figure includes all those from industries classified as high and me-
dium-high technology, meaning that their value is to some extent related to the in-
dustry specialisation of the economy, and not so much to the innovation that is tak-
ing place in the different industries. Even so, the Basque Country’s strong position 
in this indicator compared to other European regions should be taken as positive. 
Its position is not as positive in comparison with the reference regions, which have 
a similar sectoral makeup, a similarity which may include the medium- and high-
technology industries in the productive structure. Therefore, the evidence points 
to higher exports in these industries being due to the fact that they dominate the 
Basque sectoral makeup, and not because the Basque Country is more efficient in 
these areas than other competitor regions. 

The other significant indicator is the percentage of company sales that correspond to 
products that are new to the company or the market. This indicator allows us to an-
alyse to what extent innovation translates into higher percentages for sales of new 
products. In this regard, it complements the patent, design and trademark indicator 
as a measure of innovation outcomes, given that the outcomes may be affected by 
existing differences between one territory and another with regard to intellectual 
property protection. 

This indicator is shown on the vertical axis of Graph 1-12, on which the horizon-
tal axis shows the level of SMEs that introduce innovations in their products or 
processes. Both indexes are based on estimates from the Community Innovation 
Survey for 2012, the standardised European survey on company innovation ac-
tivity, which is conducted every two years. The data in this survey are not repre-
sentative at the regional level for all countries. Therefore, the RIS 2016 makes es-
timates based on national measurements, taking into account the sector-specific 
differences between the different regions of the country. The RIS does not pro-
vide the estimated data. Therefore, the data shown in the graph are the normal-
ised values.

From this graph it is possible to conclude that the Basque Country is relatively strong 
in comparison with the other European regions, with a higher than average value 
(average being represented by the horizontal blue line). And this is despite the fact 
that the region is below average in terms of SMEs which introduce product or proc-
ess innovations. The Basque Country is also above the trend line, which demonstrates 
that the level of sales is higher than might have been expected, given the percent-
age of innovative companies (in products or processes) found in the region. This may 
be a sign that the innovation paradox is not present in the Basque Country and that 
companies actually do capitalise on their investments in innovation. However, when 
interpreting this variable, it is necessary to bear in mind that it measures not only 

Strong sales of 
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the incorporation of totally new products, but also the use or implementation of 
products and technologies which had already been used at other companies. Con-
sequently, a good result for this indicator could reflect that the technology is being 
disseminated, rather than a technological innovation. 

GRAPH 1‑12 Index of innovative companies compared to sales of products that are new to the 
company or market, 2012
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region.

As we only have  normalised values, it is not possible to know whether the percent-
age of sales has increased or decreased compared to the previous edition of the RIS. 
What it is possible to analyse is whether the relative position in comparison with 
the other regions has changed. In this regard, the change has not been very posi-
tive, as the Basque Country went from number 14 to number 42 in terms of sales 
and number 87 to number 121 in terms of SMEs that have introduced innovations in 
products and processes.

Although the data analysed do not allow us to say with certainty whether the inno-
vation paradox is still present in the Basque Country, they do support the hypothesis 
that it is not possible to retain economic leadership without both technological and 
non-technological innovation. For this reason, it is important to analyse the innova-
tion strategy of Basque firms in greater detail, which is done in Chapter 2 of this re-
port, and strategies for overcoming the «valley of death», which are discussed in 
Chapter 5. 

1.3.5 Competitiveness and wellbeing

The evolution of the concepts of development and competitiveness displays many 
similarities. In both cases, they began with a purely economistic approach, which 
accepted that an improvement in economic variables would translate into an im-
provement in citizen wellbeing. However, as several studies on development have 
demonstrated, in order to continue over time and be sustainable, development 
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must take the environmental impact into account. In addition, human develop-
ment does not only depend on income, but there are also other important factors 
when it comes to improving wellbeing. Likewise, the analysis of competitiveness 
has also been incorporating various social and environmental aspects.4 Orkestra 
has been aware of this evolution. For this reason, since the introduction of the an-
alytical framework shown in Illustration 1-1 with the 2011 report, indicators which 
measure wellbeing in the broad sense of the word have been incorporated into 
successive competitiveness reports. This has made it possible to highlight the de-
cline in these more social aspects which became evident during the crisis and how, 
as described above, these indicators have been improving, although generally less 
than in other regions. Having identified a challenge with regard to the perform-
ance of these aspects in the past, this final subsection is devoted to an overview 
which expands on the limited number of indicators considered key in Table 1-1.

Following the publication of the Report by the Commission on the Measurement 
of Economic Performance and Social Progress —produced in 2008 by a commis-
sion which French President Sarkozy asked experts Stiglitz, Sen and Fitoussi (2008) 
to form— which pointed out that economic indicators are not enough to evalu-
ate success in the improvement of citizens’ wellbeing, various indexes and collec-
tions of indicators for measuring wellbeing have emerged. Generally, the point of 
measurement tends to be at the country level, because the availability of compara-
ble data at the sub-national level makes it difficult for these measurements to be 
made in regions. One notable exception is the Organisation for Economic Co-op-
eration and Development (OECD) online tool «How’s life in your region?»,5 which 
appeared in 2014 and was updated in June 2016. This tool compares wellbeing in 
OECD regions, broken down into eleven sections (with one or two indicators per 
section) which measure the material conditions, quality of life and subjective well-
being of each region.

Another exception is the EU Regional Social Progress Index (EURSPI), the result of co-
operation among Orkestra, the Social Progress Imperative6 and the European Com-
mission. Following on from a previous provisional version, last October the final re-
sults were presented for this index, which is an adaptation of the Social Progress 
Index (SPI) for countries. Both the national and regional European indexes share a 
common conceptual framework made up of three dimensions (basic human needs, 
foundations of wellbeing and opportunity), with four components in each dimen-
sion. Each one of these components is measured using several indicators, some of 
which coincide with the OECD indicators, and which are different in the case of the 
global and European SPI. This is the case for two reasons. Firstly, due to availability, 
as all of the data available at the national level are not found at the regional level. 
Furthermore, the aim was for the indicators to reflect European reality, unlike the 
global indicators, which must be applied to all countries. 

The index results are shown in Map 1-2. As we can see, the Basque Country is among 
the best ranked Spanish regions, along with Madrid. In the European context, the 

4 One recent reference which explores these aspects in depth is Aiginger, K. and Firgo, M. (2017). Re-
gional Competitiveness: Connecting an Old Concept with New Goals. In R. Huggins and P. Thompson 
(Eds.), Handbook of Regions and Competitiveness: Contemporary Theories and Perspectives on Eco-
nomic Development (pp.155–191). Cheltenham, U.K.: Edward Elgar.

5 https://www.oecdregionalwellbeing.org
6 http://www.socialprogressimperative.org
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Basque Country is behind the Nordic and Dutch regions, and in the same group as 
the majority of German, British and Irish regions. It beats out regions in Southern 
and Eastern Europe, which are the least advanced.

MAP 1‑2 EU Regional Social Progress Index

< 45
45 - 50
50 - 55
55 - 60
60 - 65
65 - 70
70 - 75
75 - 80
>= 80

Source: European Commission.

Beyond providing a general overview, this index makes it possible to explore the de-
tails of each dimension, component and indicator, as one of the aims is to make it 
possible for the information it provides to help identify strengths and weaknesses 
in order to implement measures to improve social progress and wellbeing. To this 
end, the information is provided in the form of a scorecard, which compares the re-
sults for each indicator with a group of fifteen regions with a similar GDP per cap-
ita. These comparative regions are different from those discussed at the beginning 
of this chapter. This is the case because the underlying question is not how a region 
compares with other regions that have similar structural characteristics, but how a 
region compares with regions that have a similar level of economic development. 
The scorecard for the Basque Country is shown in Table 1-6. 
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As we indicated at the beginning of the chapter, the Basque Country achieved 
very good results in terms of economic performance. What Table 1-6 shows is 
that these results are not necessarily as good in social aspects. And so, while 
the Basque Country ranks 35 among 272 regions in terms of GDP per capita, it 
comes in at only 102 on the EURSPI. The colours indicate which elements rep-
resent greater strengths and weaknesses in comparison with regions that have 
a similar level of economic performance. As regards basic needs, the data indi-
cate poorer performance in the areas of water treatment and quality, as well as 
the cost of housing and housing satisfaction (which may be related to its high 
cost), and even inadequate heating, an indicator which may point to energy 
poverty problems in some households. Looking at the foundations of wellbe-
ing, weaknesses can be identified in access to basic knowledge (due to the high 
percentage of the population that has not gone beyond compulsory secondary 
education and that left school at an early age) and access to information and 
communications. Indicators in the latter area, while limited in their scope, seem 
to point to a delay in access to new forms of communication in households. As 
previously mentioned, more in-depth work on the potential of this field can be 
carried out.

Nonetheless, the greatest weaknesses are found in the opportunity dimension. 
This is primarily due to the personal rights component, an aspect which is worth 
exploring in a little more depth. This component is principally measured using in-
dicators from the EU Statistics on Income and Living Conditions (EU-SILC), which 
asks about people’s confidence in different institutions. Although the indicators 
are calculated for the people who have responded in each region, the questions 
do not specify whether the institutions being asked about are regional or na-
tional. In all Spanish regions, the scores for these indicators are very low. In the 
case of the Basque Country, the general distrust in institutions may have been 
aggravated by the Basque conflict. On one hand, it could be argued that, as it 
is measured, this is a component on which it is not possible to have a signifi-
cant impact in the regional sphere. However, we should not lose sight of the fact 
that, compared to other regions, there is a weakness on which work must still be 
done.

Another component which shows up as a weakness is personal freedom and 
choice. This is also partially based on an indicator measuring perception of the 
freedom over life choices, a corruption indicator and an indicator already dis-
cussed in this chapter related to young people not in education, employment or 
training.

The results of this index should not be taken as the absolute truth regarding the 
level of social progress in the territory. On one hand, there are important aspects 
which have not been included due to the lack of appropriate comparable indica-
tors. Therefore, it does not include aspects which could be considered important 
for personal wellbeing and suitable social progress. These include access to cul-
ture, the quality of life of people with disabilities and the elderly, inequalities be-
tween men and women (beyond the gender gap, which is included in the toler-
ance component and which is measured as the difference between employment 
rates for men and women), etc. The items for which there were indicators avail-
able have been measured, and these may be lacking in many areas, some of which 

Positive economic 
results do not 
correlate with 
social aspects

It is necessary 
to ensure that 
efforts to improve 
competitiveness 
result in greater 
citizen wellbeing
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have already been mentioned. However, even with these missing elements, it is 
impossible to avoid the fact that the image of the Basque Country the results pro-
vide is not very complimentary. Therefore, although this index may be taken as an 
initial snapshot of the reality in the Basque Country, one which is quite fuzzy and 
not very clear, it seems quite important to continue delving into these aspects in 
the future. A more in-depth analysis may help to shed light on some issues which 
will most likely be more positive than indicated by this image. Nonetheless, it is 
also probable that such an analysis will confirm the existence of weaknesses in 
some sectors. It will be those which it will be necessary to continue monitoring in 
order to ensure that efforts made to improve territorial competitiveness translate 
into an improvement in citizen wellbeing.

1 .4 Conclusions

This chapter has discussed trends in competitiveness indicators and analysed the 
main challenges which had been identified in previous reports for the different 
levels of the competitiveness framework. From this, it can be deduced that during 
the most acute period of the crisis and in recent years, when overall signs point 
to a recovery from the recession, the Basque Country was able to achieve posi-
tive economic results. Innovation indicators continue to point to the conclusion 
that the results obtained are not as high as might be expected from efforts in this 
area in terms of R&D expenditure and personnel. In comparison with the other re-
gions analysed, there are still few Basque SMEs that carry out product and process 
innovations, although they seem to achieve good results as regards sales of new 
products. What is more, the results for innovation indicators appear to have wors-
ened in recent years, at least in relative terms. This is especially worrying because 
it does not seem possible to keep up positive economic results if we do not con-
tinue trying to achieve better innovation outcomes, both technological and non-
technological.

On the positive side, we can see that the Basque Country has managed to main-
tain good productivity levels, at times by means of job cuts, but also when em-
ployment began to recover. This recovery is a very positive sign, although job cre-
ation remains a challenge for the Basque economy, as regional trends in these 
indicators are not as positive as in other European regions. Job creation has both 
economic and social implications. In the Basque Country, specifically, it is pos-
sible to see that there is the potential to create high-quality jobs, as the region 
has a skilled population that is either unemployed or overqualified for their cur-
rent positions. In order to create more jobs, it is necessary to continue generating 
economic activity. However, we must also ensure that people not only have for-
mal qualifications, but also that they have more of the cross-cutting capabilities 
that firms need. Bearing this in mind may require a more fluid relationship be-
tween the world of education and the working world. This is even more impor-
tant in a context which must take into account an increasingly older population 
and a waning working population, a situation which is going to require compa-
nies to make a generational shift. In order to help offset the natural decrease of 
the population, the role of the immigrant population will be crucial in the fu-
ture, although it will also be necessary for this group to have proper education 
and training.
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These are the factors which are assumed to be necessary for sustainable improve-
ments in citizen wellbeing, in both its economic and social aspects. Despite the 
drop in employment, the Basque Country managed to prevent poverty levels from 
deteriorating too much. Nonetheless, there were other social aspects that were 
weakened and on which it will be necessary to focus our attention.
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2
Ambidexterity:  
Evolution and development 
of business strategies

2 .1 Introduction

Territorial competitiveness is closely related to the territory’s capacity to create, de-
velop and strengthen economic activity, as ultimately, the main driving force for 
generating wealth is the firm. This is true not only in economic terms, but as regards 
individual development and social impact. The firm is therefore a constituent ele-
ment of territorial development.

Firms face different types of pressures: being creative or efficient, prioritising reflec-
tion or action, going deeper into one area or maintaining a broad outlook. These di-
lemmas are nothing new in literature: March (1991) laid out this idea using the con-
cepts of «exploration» and «exploitation» to designate two fundamentally different 
organisational learning processes. «Exploitation refers to learning via local search, 
experiential refinement, and selection and reuse of existing routines. Exploration 
refers to learning gained through processes of concerted variation, planned experi-
mentation and play» (Baum et al., 2000, p. 768). These distinctive learning processes 
require different structures and strategies (He and Wong, 2004) and compete for 
limited company resources (March, 1991). An exploitation strategy requires a rela-
tively low level of investment, makes it possible to utilise the company’s capabilities 
at that time and seeks to guarantee the short-term viability of the organisation. In 
contrast, an exploration strategy requires a high level of investment, drives a con-
stant search for new capabilities and is focused on long-term sustainability (Levinthal 
and March, 1993).

Ambidexterity emerges as the ability to manage both incremental and radical 
change in order to achieve an appropriate balance between exploration and ex-
ploitation strategies (Tushman and O’Reilly, 1996). This ability plays a decisive role 
in balancing short- and long-term company objectives, thus making it possible to 
maintain the competitiveness and sustainability of the organisation (March, 1991; 
Levinthal and March, 1993; Jansen et al., 2005). The literature associates an am-
bidextrous strategy with business success (Gibson and Birkinshaw, 2004; He and 
Wong, 2004; Lubatkin et al., 2006; O’Reilly and Tushman, 2013). A good balance 
between exploration and exploitation requires organisations to develop different 
capabilities: those they already have, in order to compete in existing markets and 
obtain short-term profits; dynamic capabilities, to improve efficiency; and the abil-
ity to recombine and reconfigure organisational resources and structures, in order 
to adapt to emerging markets. In addition, they need to gain new capabilities if 
they are to survive in the long term. Each company will produce a strategy —de-
pending on its situation— through which it will achieve a balance between explo-
ration and exploitation.

Ambidexterity 
emerges as the 
ability to achieve 
an appropriate 
balance between 
exploration and 
exploitation 
strategies
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This chapter studies the degree of sophistication with regard to business ambidex-
terity in the Basque Country, from the perspective of innovation and internation-
alisation. In order to do so, we will examine how it has evolved over time and then 
present a number of recommendations and challenges for the future. We will also 
study the structure of company financing, which in turn impacts the company’s ca-
pacity to undertake processes which facilitate the implementation of ambidextrous 
business strategies.

ILLUSTRATION 2‑1 Levers for sophisticated business strategy
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Before beginning our analysis of the situation of Basque firms in each of the dimen-
sions shown above, it is advisable to review the critical elements which previous re-
ports were able to identify in this area. Thus, having analysed the current state of af-
fairs, it will be possible to determine whether the dynamic detected in other reports 
is still present or if the trend is positive or negative. 

ILLUSTRATION 2‑2 Critical elements identified in previous competitiveness reports

 

Innovation

Internationalisation

Economic-financial

• Directed at developing technological innovation, to the detriment of non-technological innovation.
• Markedly incremental in nature (innovations that are only new to the company, or to the market).  
• Risk of duality: the smaller the firm, the greater the challenges in developing robust and sustainable long-term innovation 

strategies.

• There is a willingness to expand, especially via exports, but there are difficulties in increasing the exporter base.
• Firms have followed a gradual internationalisation process, which requires a smaller economic and relational investment.
• Limited internationalisation of R&D processes.

• Relatively low indebtedness levels, and reasonable solvency and return in the Spanish and European context.
• In comparison with other territories, Basque medium-sized firms are in the best position, while small firms appear to be weak.

2 .2  Business innovation: developments, current status and 
challenges

Expressed simply, business innovation can be described as a creation process based 
on capturing opportunities provided by the environment. This way of conceiving in-
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novation is directly linked to the concept of ambidexterity. According to ambidex-
trous goals, a competitive innovation strategy must exploit the capabilities which the 
company already has, while also exploring new knowledge. This makes it possible to 
obtain short-term intermediate outcomes that enable the firm to finance strategic 
objectives that involve a longer time horizon. 

This section analyses innovation as a competitive lever for Basque firms and their 
relationship with the ambidexterity strategy. Various indicators will be analysed 
in four dimensions, based on a sequential perspective: innovation input, innova-
tion output, types of innovation and impact of innovation for the firm. Table 2-1 
shows the dimensions used to identify the ambidextrous orientation of firms in the 
Basque Country.

This analysis has included a territorial comparison among the Basque Country, Spain, 
Germany and the EU-287 for 2010 and 2015 (or the most recent year available). In 
some cases, the analysis for the Basque Country is also done by size and business ac-
tivity for two periods: 2009-2012 and 2013-2015. 

TABLE 2‑1 Dimensions of innovation strategy based on an ambidextrous orientation

Exploration‑based approach Exploitation‑based approach

Degree of product novelty (Parrilli 
and Alcalde, 2016)

Radical innovation. New to the market. Incremental innovation. New to the company.

Type of cooperation (Parrilli and 
Alcalde, 2016; Alcalde and Guer-
rero, 2016)

Science, Technology and Innovation (STI). Col-
laboration with science stakeholders (universi-
ties, technology centres and other public re-
search organisations).

Doing, Using and Interacting (DUI). Collabora-
tion with value chain stakeholders (customers, 
suppliers, competitors).

Impact of technological innovation Impact on development of new products:
— Broader range of goods or services.
— Penetration in new markets.

Impact on improvement of existing products:
—Better quality goods or services.
— Larger market share.
— Greater flexibility in production or provision 

of services.
— Greater capacity for production or provision 

of services.
— Lower labour costs per unit produced.

Impact of organisational innovation Impact on the direct improvement of the or-
ganisational model:
— Improvement in employee satisfaction or de-

crease in turnover rates.
— Improvement in information exchange or 

communication within the firm or with other 
companies and institutions.

Indirect impact of improvement of the organi-
sational model:
— Better quality goods or services.
— Reduction in response time to customer or 

supplier needs.
— Lower costs per unit produced.

Impact of commercial innovation Impact on marketing products in new market 
segments:
— Introducing products to new customer groups.
— Introducing products to new geographic 

markets.

Impact on marketing products in existing mar-
ket segments:
— Increase in product or business visibility.
— Improvement in the ability to respond to 

customer needs.
— Increase or improvement in market share.

Source: Compiled by authors

7 In those cases where there are no aggregate data available at the EU level, the Czech Republic will be included in 
the comparison.
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2.2.1 Innovation input

In order to measure the innovation efforts of firms, we have analysed the percent-
age of total turnover allocated to R&D expenditure. As Graph 2-1 shows, the Basque 
Country has high rates of R&D expenditure, despite the fact that this remains at the 
same level as 2010. If we compare variation in expenditure, we find that the Basque 
Country is trending similarly to Spain, while this growth has been weaker than in the 
countries used for comparison, Germany and the Czech Republic.

GRAPH 2‑1 Variation in business R&D expenditure compared to total turnover by territory

% 0.0

% 3.0

% 3.5

% 2.5

% 2.0

% 1.5

% 1.0

% 0.5

2010 2014

Basque Country Spain Czech Republic Germany

Source: National Statistics Institute (INE), Eustat, Eurostat.

If the situation of Basque firms is broken down by size and business activity, we find 
a disparate range of realities. As regards firm size, expenditure declined the most in 
small firms, followed by large ones. In contrast, expenditure trends in medium-sized 
firms have been positive. By business sector, we can see a positive dynamic in the 
services sector and a negative one in the industrial sector.

TABLE 2‑2 Variation in R&D expenditure compared to total turnover in the Basque Country by type of expenditure

I+D interna I+D externa Machinery costs Other knowledge Total 
innovation costs

  2009‑2012 2013‑2015 2009‑2012 2013‑2015 2009‑2012 2013‑2015 2009‑2012 2013‑2015 2009‑2012 2013‑2015

Total 1.30% 1.26% 0.37% 0.43% 0.47% 0.43% 0.04% 0.03% 2.31% 2.26%

Small firms 1.02% 0.91% 0.25% 0.23% 0.19% 0.19% 0.02% 0.03% 1.62% 1.42%

Medium firms 1.69% 1.87% 0.43% 0.56% 0.29% 0.20% 0.03% 0.01% 2.60% 2.75%

Large firms 1.19% 1.05% 0.46% 0.54% 1.00% 0.99% 0.08% 0.05% 2.84% 2.78%

Industry 0.96% 0.90% 0.38% 0.39% 0.59% 0.51% 0.03% 0.02% 2.06% 1.89%

Services 1.91% 1.96% 0.36% 0.50% 0.24% 0.28% 0.05% 0.05% 2.76% 2.98%

Source: Eustat.

Medium-sized firms 
have reported 
positive growth; 
while small firms, 
and to a lesser 
extent large firms, 
negative
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2.2.2 Innovation output

Types of innovation

Over the past few decades, research on innovation has primarily centred on tech-
nological innovation and on R&D as a driver for growth in a developed economy. 
In this traditional framework, innovation activities of firms focused on product 
and process innovation. Nonetheless, this strictly technological perspective has 
evolved and today it is generally acknowledged that the innovation and finan-
cial success of firms are not necessarily limited to the use of high-tech and R&D ex-
penditure (Ebersberger et al., 2011). In line with this evolution in the concept of 
innovation, the Oslo Manual (OECD, 2005) proposes expanding the concept. Thus, 
innovation will be considered not only as new products and processes, but also as 
new marketing and organisation methods, provided that they contribute to in-
creasing the competitiveness and financial success of the company (non-techno-
logical innovation). 

This section analyses trends in the innovation output of Basque firms according to 
their technological (product or process) and non-technological (organisational or 
commercial) dimension. In comparison with the other territories, Basque firms focus 
primarily on developing technological innovation (product or process), to the detri-
ment of non-technological innovation. During both periods, the percentage of tech-
nological innovation in the Basque Country is similar to that of the EU-27, higher 
than in Spain and lower than in Germany, and has especially low rates of non-tech-
nological innovation (see Graph 2-2).

GRAPH 2‑2 Variation in the % of firms engaging in different types of innovation by territory
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The detailed analysis of trends in the different types of innovation in the Basque 
Country (Graph 2-3) confirms the importance of the technological dimension of in-
novation of the region’s firms during the entire period analysed (2009-2015). It espe-
cially confirms the importance of process innovation versus product innovation. The 

Basque firms 
primarily engage 
in technological 
innovation, to 
the detriment of 
non-technological 
innovation
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group with the highest percentage of technological innovation (both product and 
process) is large firms.

GRAPH 2‑3 Variation in types of innovation in the Basque Country
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In contrast, the weakness of the Basque business sector when it comes to developing 
non-technological innovations (that is, organisational or commercial) is evident, es-
pecially in the small firms segment. However, there does seem to have been a trend 
towards recovery during the period analysed: the lowest levels of non-technological 
innovation were reported in 2013, with these figures appearing to bounce back be-
ginning in 2014.

In recent years, the government has made an effort to develop programmes to pro-
mote non-technological innovation. These have included promoting coordinated 
actions by the Basque Government and the provincial councils. Examples of these 
efforts include: the Innobideak programme (in its different formats: Lehiabide, 
Kudeabide, Pertsonak, Prestakuntza), which seeks to improve business competitive-
ness through advanced management, business diversification and promoting the 
participation of company employees.

Degree of novelty in product innovation

In attempting to classify the innovations made by Basque firms according to their 
«incremental» or «radical» nature, the distinction between «new to the company» 
and «new to the market» product innovations may serve as a good starting point. 
Analyses for the Basque Country (Graph 2-4) reflect the incremental nature of inno-
vation activity of its firms, with no new changes in pattern during the period ana-
lysed. The weakest group in the development of radical innovation is small firms, 
while large firms are in the best position.

GRAPH 2‑4 Variation in the degree of novelty in product innovation in the Basque Country
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Types of cooperation

Firms are not isolated entities that carry out their activities completely independ-
ently. Collaboration is a type of (non-technological) organisational innovation which 
enables them to gain access to knowledge that is not available within a given com-
pany. This makes it possible for firms to strengthen their innovation capacity (Som et 
al., 2012; Alcalde, 2014).

Weakness when 
it comes to 
developing non-
technological 
innovations is 
especially evident 
among small firms
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Modes of innovation and business cooperation

There are two modes of innovation. The first mode has a scientific and technological 
basis (STI), developing output based on high R&D expenditure, investment in human 
resources that are highly qualified in science, and advanced technology and infra-
structure. This mode of innovation is based on interactions with knowledge-produc-
ing infrastructures (research centres, universities, scientific organisations, etc.), which 
generate explicit and codified knowledge that the company can use to develop in-
novations. The second mode underscores the importance of practice and interactions 
based on learning through doing, using and interacting (DUI). The innovation carried 
out by a company is a product of its capacity to encourage internal collaboration, as 
well as its interactions with customers, suppliers and competitors (Jensen et al., 2007; 
Chen et al., 2011; Fitjar and Rodríguez-Pose, 2013; Parrilli and Alcalde, 2016). The two 
modes are not mutually exclusive and several studies have shown that a combination 
of the two is the most fruitful way to develop innovations (Nieto and Santamaría, 
2007; Alcalde and Guerrero, 2016).

In the Basque Country (Table 2-3), patterns of cooperation appear to have become 
stagnant and have remained unchanged in recent years. Cooperation which exclu-
sively involves STI is more popular than exclusively DUI-based cooperation. This is 
the case in all size brackets, as well as the manufacturing industry. Thus, it is espe-
cially significant that 27.38% of small firms state that they collaborate exclusively 
with science stakeholders. Exclusively DUI cooperation is highest among small firms 
(17.67%) and in the services sector (17.28%). It is possible that the pattern of coop-
eration developed by small firms, highly focused on STI, is not the most effective. 
These companies should therefore promote collaboration which follows DUI mod-
els.

TABLE 2‑3 Variation in types of business cooperation in the Basque Country

2009‑2012 2013‑2015

  DUI STI DUI and STI DUI STI DUI and STI

Total 15.30% 23.97% 52.43% 15.65% 23.40% 52.24%

Small firms 17.22% 27.38% 46.47% 17.67% 27.38% 45.33%

Medium firms 13.52% 21.56% 56.64% 12.78% 19.09% 59.78%

Large firms 10.00% 10.00% 77.50% 13.01% 11.64% 70.55%

Industry 15.88% 29.58% 45.23% 13.85% 28.83% 48.76%

Services 14.68% 17.77% 60.65% 17.28% 18.60% 55.18%

Source: Eustat.

2.2.3 Impact of innovation

Considering the impact of innovation on the company can be a good approach when 
it comes to tackling business ambidexterity. To this end, we have prepared an analy-
sis of the impact of different types of innovation (technological, organisational, com-
mercial) on Basque firms during the 2009-2015 period.

In the Basque 
Country patters 
of cooperation 
appear to have 
become stagnant
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Impact of technological innovation

Generally speaking, as shown in Graph 2-5, the most important effect of technologi-
cal innovation is related to an increase in product quality, followed by an increase 
in the range of products offered. This is especially true at large and medium-sized 
firms, which even increased their percentage over the most recent period. In con-
trast, the lowest percentages for all types of impact are found in small companies. 
Lastly, technological innovation has had a less significant impact on reducing labour 
costs.

GRAPH 2‑5 Impact of technological innovation in the Basque Country
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Impact of organisational innovation

Basque firms develop organisational innovations with a significant effect on in-
creasing the quality of the goods or services (Graph 2-6). In general, we see an im-
provement in the impact of organisational innovation on employee satisfaction 
and reducing turnover. During the most recent period, small and medium-sized 
firms (60.33% and 70.51%, respectively) outstripped large firms (57.34%) in this in-
dicator. As in the previous section, the least significant impact was on reducing la-
bour costs. Lastly, it is important to highlight that during the most recent period, 
medium-sized firms reported higher percentages than large firms in all indicators, 
except as regards labour costs.

The impact of 
technological 
innovation is less 
important in small 
firms
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GRAPH 2‑6 Impact of organisational innovation in the Basque Country
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Impact of commercial innovation

The impact of commercial innovation (Graph 2-7) can include increasing the visibil-
ity of products and businesses, improving the ability to respond to customer needs, 
an increase or improvement in market share, introducing products to new customer 
groups and introducing products to new geographic markets. The main impact on 
Basque firms has changed over time. While during the 2009-2012 period, the abil-
ity to respond to customer needs was most important, between the years 2013 and 
2015, it was the introduction of products to new customer groups. Since 2009, the 
least important impact has been the introduction of products to new geographic 
markets, which has even declined in percentage since 2013.

GRAPH 2‑7 Impact of commercial innovation in the Basque Country
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In short, it is possible to identify a pattern of innovation in Basque firms. It is prima-
rily oriented towards developing technological innovation (characterised by high 
R&D expenditure, innovation focused on new products and processes, and a signifi-
cant amount of STI collaboration), which is markedly incremental in nature (devel-
opment of products which are new only to the company), the effects within firms 
feature characteristics of exploitation strategies (enhancing the quality of current 
products or increasing the product range), it repeats itself over time, and it is con-
centrated in large and medium-sized firms (with more than fifty employees). Addi-
tionally, it again appears that there is a risk of creating a two-speed economy, with 
two business realities (small versus large firms), producing extremely disparate re-
sults in the different indicators. Given the circumstances, it is possible to say that 

There is a risk of 
creating a two-
speed economy
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at Basque firms, innovation seems to employ what March described as fundamen-
tally an exploitation strategy based on refining and extending current capabilities 
(March, 1991).

It should likewise be noted that the pattern observed in previous reports is re-
peated: the Basque Country shows itself to be weak in developing non-technolog-
ical innovation (organisational and commercial). Although there does appear to 
have been a slight recovery in this respect since 2013, it is necessary to continue 
working on support for this type of innovation, given its impact on business com-
petitiveness. In fact, the data set out above suggest that one of the reasons linked 
to the lack of fit between innovation input and the impact of innovation could be 
the limited development of non-technological innovation. If companies do not de-
velop a suitable organisational model (with regard to culture, personnel, commu-
nication, teamwork, structure, etc.) which helps them absorb and exploit the re-
sources invested or the knowledge acquired outside the firm, it will be difficult to 
achieve innovation which is applicable to the market and displays a balanced focus 
on exploitation and exploration.

2 .3  Internationalisation of Basque business: developments, 
current status and challenges

For many firms, the domestic market is no longer the main source of demand. This 
explains why an increasing number of companies are looking to sell in foreign mar-
kets. Within this context, the centre of gravity for economic activity is shifting to-
wards emerging countries, including the so-called BRICs (Brazil, Russia, India and 
China), as their economies are reporting higher growth rates than those in the ma-
ture markets of Europe and North America.

In response to this trend, some firms have sought to take advantage of the stimu-
lus provided by emerging economies and the existence of factors of production with 
more favourable quality and costs in countries with economies of this type (in other 
words, considering firms’ current offerings, they try to «exploit» both resources and 
demand in these new territories). There are also firms that seek to study market 
trends in the emerging countries with the highest rates of growth, as their consum-
ers may provide an increasingly important benchmark for global product demand (in 
other words, they try to «explore» new sources of trade in view of current growth 
and future business resilience).

Looking to the future, interest in foreign nations and markets is growing, not 
only in terms of sales and production, but also with regard to innovation. The 
boom in R&D activities in emerging markets (carried out by both foreign multi-
nationals and local firms) cannot be explained solely by the increase in business 
opportunities offered by emerging economies (due, among other aspects, to the 
growth of their middle classes, which are gaining increasingly more purchasing 
power8), but also because the available resources for conducting research are im-
proving rapidly.9

8 http://www.ey.com/gl/en/issues/driving-growth/middle-class-growth-in-emerging-markets---china-and-india-to-
morrow-s-middle-classes

9 https://www.forbes.com/sites/ceibs/2014/12/17/can-multinationals-innovate-in-china/#7b48e9a8edf4

The centre 
of gravity of 
economic activity 
is shifting towards 
emerging countries

http://www.ey.com/gl/en/issues/driving-growth/middle-class-growth-in-emerging-markets---china-and-india-tomorrow-s-middle-classes
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All of the above is therefore a reason to look to these markets with the aim of devel-
oping «exploitation» and «exploration» activities: exploitation of cost-competitive 
sales and production opportunities abroad and exploration of tastes and preferences 
in «new» segments of the global market. This is what can be described as an ambi-
dextrous approach to internationalisation, which involves a balance between explo-
ration- and exploitation-based international incursions (Birkinshaw and Gupta, 2013; 
O’Reilly and Tushman, 2013). Table 2-4 provides a summary of the two aspects which 
make up the business internationalisation strategy of firms:

TABLE 2‑4 Elements of exploration- and exploitation-based approaches in the area of internationalisation

Exploration‑based approach Exploitation‑based approach

Modes of entry (Ronen and 
Shenkar, 1985; Vahlne and Jons-
son, 2017)

Openness to all formulas: exports and direct 
investment abroad, forms of governance 
that involve sharing control and owner-
ship (licences, franchises and joint ventures 
or partnerships with third parties). May re-
quire intensive investment of resources at 
the early stages.

Preference for operating out of the central 
headquarters. This activity may be supple-
mented by sites for sales (or production) 
abroad, but seeking to maximise economies 
of scale, as well as centralising strategic re-
sources and control with the company.

Geographic expansion and stages 
of the process (Johanson and 
Vahlne, 1977, 1990, 2009)

Willingness to globalise from the start and 
penetrate distant markets with which there 
may be no cultural or linguistic ties, without 
changing the central headquarters. 

«Oil stain» model: gradual expansion. Be-
gin by penetrating markets that are close 
(geographically and culturally) and then ex-
pand the scope in a sequential fashion.

Authority and functions carried 
out at foreign sites (Birkinshaw, 
1996; Ferdows, 1997; Kamp, 
2007)

Possibly all functions, including R&D and in-
novation. Foreign sites can play a strategic 
role and operate independently, especially if 
they are located in leading markets. 

Primarily sales and production (in that order). 
Foreign sites carry out operations.
They offer sophisticated or standardised 
products which do not take account of local 
specifics (universal criteria).

Source: Compiled by authors.

In this section, we will present data on the international expansion process of Basque 
firms and whether they are utilising exploration and exploitation strategies.

2.3.1 Trends in exports and exporters

Graph 2-8 shows that in just a few years, Basque exports overcame the difficult pe-
riod of the financial crisis and the crisis in demand around 2007-2009. In fact, since 
2011 they have succeeded in surpassing pre-crisis levels. Nonetheless, as indicated in 
Chapter 1, exports declined in 2015 and 2016. This is cause for concern, although it 
may be explained in part by better growth in demand in the domestic market. It is 
worth mentioning that if coke and refined petroleum exports are excluded the evo-
lution of exports during the period 2014 to 2016 is somewhat better than those of 
the EU-28 and Spain.
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GRAPH 2‑8 Value of Basque exports in thousand euros (2000-2016)
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This positive trend is partially explained by the increase in the number of export-
ers. Graph 2-9 shows that the number of exporting companies has doubled since 
2008. The increase has been especially evident since 2010. There has also been a re-
verse in the trend identified in previous reports, which warned of the difficulty the 
Basque economy was having in consolidating the number of exporters: as we can 
see, there has been a considerable increase in regular exporters (that is, firms that 
have exported in the previous four consecutive years). What is more, according 
to data from the Eustat Innovation Survey, foreign trade as a percentage of total 
turnover is also on the rise: it has gone from 24% in 2009 to 31% in 2015.

GRAPH 2‑9 Number of exporters in the Basque Country (2005-2016)
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When export activity is analysed according to firm size, Eustat Innovation Survey 
data show that the larger the company, the more likely it is to export and to do so 
beyond Europe. By sector, in order of importance, these are the industries for which 
a larger percentage of business turnover comes from exports: transport equipment, 
machinery and equipment, metalworking and metal products, and rubber and plas-
tics. When we analyse the number of enterprises that export compared to the total 
number of enterprises per industry, the most noteworthy are textiles, chemicals, ma-
chinery and equipment, and transport equipment.10

2.3.2 Other modes of entry into foreign markets

Beyond exports, there are other paths to internationalisation which require a larger 
commitment on the part of companies. In order to study this, we will analyse trends 
in foreign direct investment (FDI) and its modes of governance.

Foreign direct investment

Generally speaking, FDI is considered a more significant mode of entry, one which re-
quires a greater commitment on the part of the firm. Thus, firms that engage in FDI 
demonstrate more maturity in their internationalisation activities (Johanson and Vahlne, 
2009). Additionally, FDI makes it possible to combine exploitation and exploration under-
takings in a more reliable manner than in other methods of entering foreign markets.

Foreign direct investment data for the Basque economy since the year 2000 indicates 
the presence of a rather erratic model, which reached exceptional levels in 2007 due 
to operations by Iberdrola and BBVA.11 This contrasts with the upward trend and 
rapid recovery in export activity following the difficult period of the crisis.

GRAPH 2‑10 Level of FDI, gross investment flows in thousand euros
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Source: Spanish Foreign Investment Data (Datainvex).

10 The fact that the above data appear to be contradictory in their makeup may be due to the fact that the textile 
and chemicals industries include firms with lower averages. This means that the aggregate business turnover for 
the industry increases less, and this thus leads to lower export values.

11 Acquisitions of Scottish Power (United Kingdom) and Compass Bank (United States), respectively.
 It is also worth noting that the 2011 numbers were influenced by the shareholding taken in Garanti Bank (Tur-

key) by BBVA that year.
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Although this might lead us to think that Basque firms do not utilise FDI in a sys-
tematic and growing manner, the fact is that other indicators demonstrate that 
their commitment to this mode of entry is on the rise. For example, according 
to the Catalogue of Industries and Exporting Companies in the Basque Country 
(CIVEX), in recent years the number of production sites maintained by Basque firms 
abroad has risen significantly: from 260 in 2006 to 538 in 2015. Firstly, this indicates 
that when they expand their international presence, Basque firms are increasingly 
combining exports and foreign direct investment. This is evidence of a growing 
maturity in internationalisation and in the manner in which firms commit to (cer-
tain) markets. What is more, it is possible that the size of investments abroad may 
result in an increase in the number of sites, but foreign investment per enterprise 
may not grow at the same rate. This may be due to the fact that firms learn to be 
more agile and set up structures which they can more easily get rid of should cir-
cumstances require them to do so12, or that in recent years, companies have in-
creasingly moved into markets with greater institutional instability —where it is 
therefore more rational to make a more cautious commitment— than during the 
first wave of FDI.

Modes of governance at foreign sites

Looking beyond the amount invested in FDI, it is important to examine the modes of 
ownership and governance at foreign production sites, as a parameter of greater or 
lesser ambidexterity. An exploitation-based approach typically leads to in-house con-
trol of sites, whereas an ambidextrous approach leads firms to opt for joint ventures 
or business partnerships. In the case of Basque firms, there is a clear predilection for 
in-house control of foreign sites and this preference has been reinforced over time. 
Cooperation with third parties —whether they be from the Basque Country itself or 
other locations— is a very limited practice.

GRAPH 2‑11 Business structure of production sites abroad
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12 In recent years, there have been several Basque firms which have pulled out of certain markets where they had a 
manufacturing structure.
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Although it can be said that setting up in another country on their own is a demon-
stration of self-sufficiency in promoting foreign sites, it may also be an indication of 
the difficulty firms have in joining forces with third parties. Thus, if partnerships and 
cooperation are a means of growing and entering new markets more quickly, the 
above data may indicate that the internationalisation strategies put into practice by 
Basque firms lack an exploratory dimension.

2.3.3 Destinations for international business

Export destinations

When we look at the destinations for exports and direct investment by Basque 
firms, we find other indicators which help reveal the nature of their international 
presence.

If we analyse trends in the geographic distribution of exports, it is possible to see 
that since 2008, which marked a turning point, the recovery or increase in exports 
particularly helped improve positions in Europe and North America. Beyond these 
two regions, there appears to be a lack of greater geographic diversification, and 
there still remain various foreign markets where Basque positioning could be im-
proved.

GRAPH 2‑12 Destinations for exports from the Basque Country
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FDI destinations

Brazil, China and Mexico are the main destinations for Basque production sites 
abroad, with the United States, India and France coming in some distance behind 
them, followed by the Czech Republic, Argentina and Portugal. Then there are vari-
ous countries with a smaller concentration of Basque production sites. Thus, a con-
siderable portion of production sites are located in BRIC countries or in other coun-
tries that show promising growth (such as Colombia). At the same time, we also see 
sites concentrated in countries which partially serve as a springboard to developed 
markets (such as Mexico for the United States and the Czech Republic for supplying 
Central European markets).

Basque exports 
are highly 
concentrated in 
Europe and North 
America

A considerable 
portion of 
production sites 
are located in 
BRIC countries or 
in other countries 
that show 
promising growth
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Based on the summary presented above, it is possible to argue that Basque firms are 
demonstrating bravery and commitment when it comes to choosing destinations for 
foreign direct investment. Even so, it is also worth mentioning that the importance 
given to FDI in Asia is rather moderate and their presence in South America has been 
reduced in recent years.

If in addition to the above, we consider that Asian and Latin American countries (ex-
cept for Mexico) are not the main destinations for Basque exports, it is possible to 
conclude that there is a lack of movement into emerging markets.

Overall, this points to a pattern of internationalisation dominated by investment in 
nearby markets, or at the least, those which have a higher value. However, the com-
mitment to entering new markets and regions through production sites and the de-
cisiveness with which this is carried out are not so firm.

2.3.4 Business functions at foreign sites

Another indicator that can give some idea of how firms operate in foreign mar-
kets is the analysis of business functions performed by foreign sites. In this re-
gard, CIVEX data show that commercial operations are more common than pro-
duction. 

GRAPH 2‑13 Nature of foreign sites maintained by Basque firms abroad
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Not much information is available about R&D activities abroad, in other words, nu-
merical data on foreign subsidiaries that carry out R&D&I. However, what qualitative 
information we do have indicates that there may be room for improvement in this 
area and for Basque firms to engage in more exploration activities.

To sum up, the data presented show that the export activity of Basque firms has in-
creased following the crisis. This is also true of firms that regularly engage in inter-
nationalisation activities. 

Commercial 
operations are 
more common 
than production
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The internationalisation strategy followed by firms can be described thus:

1. Firms dominate consolidated markets and those within easier reach (which is 
associated with an exploitation-based approach, but also carries with it the 
risk of acting in markets where competition is greater). At the same time, 
there is less interest in moving into frontier markets (in which, following an 
exploration strategy, it is possible to obtain advantages by entering early).

2. As regards modes of entering foreign markets other than exports, two aspects 
stand out. Firstly, there is an upward trend in the number of foreign sites 
(commercial and production), but at the same time, the size of investments 
hint that not all of them are very significant. Likewise, we see that the regions 
of the world which receive the most Basque FDI are Western markets, whereas 
the amounts allocated to parts of the world with higher growth rates or new 
emerging markets —which make up a second wave behind the BRICs, such 
as Colombia, Indonesia, Malaysia, Turkey and Vietnam— clearly lag behind. 
Therefore, generally speaking, Basque internationalisation focuses on consoli-
dating captive markets and not on exploration.

3. Additionally, data on foreign sites controlled in-house or shared with third 
parties indicate that there is a preference for maintaining control over foreign 
assets. While this is a perfectly rational approach, it may also act as a check on 
foreign expansion and its acceleration. At the end of the day, if everything 
depends on the firm itself (both the capital and the management required to 
finance and run foreign sites), it is natural to find that it is necessary to grow 
more gradually or by taking smaller steps.

4. Lastly, international activity linked to the R&D strategy of Basque business still 
appears to be limited. Exploring the possibilities for innovating and develo-
ping new products and technology —beyond local adaptations of offerings 
from the parent company— (far) abroad does not seem to be an established 
practice among internationalised companies.

The predominant internationalisation strategies can be explained by the fact that 
internationalised Basque firms include many tier-one and tier-two suppliers that 
operate in business-to-business markets (B2B). As it is natural that these are not 
the first to open up a new market, it can be understood why no clear explora-
tion-based approach is found in Basque internationalisation. In contrast, such an 
approach would be expected among manufacturers that engage in the produc-
tion and sale of mass-market products. 

2 .4  Financing Basque business: developments, current status 
and challenges

Adopting an ambidextrous strategy focused on improving innovation capacity 
and international positioning (distinguishing features in an economic environ-
ment characterised by volatility, such as today’s) will depend on the funds al-
located by the firm to finance this. In studying corporate financing, the role of 
access to external finance stands out as a critical economic and financial determin-
ing factor, as it affects investment strategies and consequently, company growth 

Adopting an 
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funds to finance it
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and survival (Salas-Fumás, 2013). And so we find «finance gaps», which are de-
fined by the existence of access barriers to external funds —especially in the case 
of SMEs and new business undertakings (entrepreneurs)— which prevent the re-
alisation of growth opportunities (Mina et al., 2013). Among the determining fac-
tors, the conditions of the macroeconomic context, the status of the financial mar-
ket, business characteristics, information asymmetry and a lack of financial culture 
are all mentioned (Montañez-Núñez et al., 2015; Salas-Fumás, 2013; López-Gracia 
and Sogorb-Mira, 2008; Mina et al., 2013; Cassar and Holmes, 2003; Briozzo et al., 
2016).

Regarding the impact of the context, during the recent crisis, there were credit 
restrictions, which led to widespread deleveraging and liquidity problems (Fern-
ández de Lis, 2012). This trend has now been reversed and the current macroeco-
nomic environment is characterised by extraordinary liquidity, low interest rates 
and relatively suitable access to finance. However, there are still regulatory and 
political risks at the European level which could produce systemic volatility.

Another characteristic factor is the situation in local financial markets. Thus, it 
can be presumed that the finance gap is smaller in the presence of a strong, di-
versified financial system, in terms of both instruments and intermediaries. None-
theless, at the European level, it is accepted that the imperfections in this system 
result in a lack of finance for SMEs. This lack prevents economically-viable busi-
ness undertakings from being launched (European Commission, 2014; López de 
Silanes et al., 2015). Therefore, given that 80% of firms are financed through 
banks, which are in turn exposed to significant regulatory changes, diversifica-
tion policies are being promoted in intermediation and financial support chan-
nels for SMEs in order to supplement the vital role played by banks (Jódar-Rosell, 
2015; Fernández de Lis, 2012; Díaz, Gil de San Vicente, Murciego, Sisti y Vivanco, 
2016; Piette and Zachary, 2015; Salas-Fumás, 2013; Cassar and Holmes, 2003).

In terms of the characteristics of the firms themselves, two approaches are prima-
rily considered with regard to the determinants of the capital structure: financial 
hierarchy and trade-off. The first approach believes that finance options are ex-
plained by factors such as the size, time and nature of the ownership. In contrast, 
according to the second approach, finance depends on a balance between costs 
and profits deriving from the impact of the taxation system, settlement or bank-
ruptcy costs and interactions with stakeholders (Briozzo et al., 2016; López-Gracia 
and Sogorb-Mira, 2008).

Trends in business finance

Despite the expansionist monetary policy of the European Central Bank, the data 
demonstrate a deleveraging dynamic, although this is diminishing. In Spain, the 
obvious trend towards reducing financing became especially clear from 2010, 
with a 22% drop in the outstanding balance of loans reported by non-financial 
companies. Although this decline continued until 2016, it has levelled off notice-
ably.

The current 
macroeconomic 
environment is 
characterised by 
extraordinary 
liquidity
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GRAPH 2‑14 Variation in finance in Spain
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The aim of this section is to examine trends in the financing structure of Basque 
business in recent years, its current status and the challenges being faced. Both 
quantitative and qualitative information are used in doing this.13 And so we first 
present an overview of Europe and Spain, with data from the SAFE (Survey on 
the Access to Finance of Enterprises) and the Bank of Spain (BDE), used to charac-
terise the perception of economic stakeholders with regard to access to finance. 
Secondly, using microdata from the SABI-Informa database, we evaluate the com-
position of debt and equity accounting entries for 2008 (start of the crisis), 2013 
(end of the crisis) and 2015 (current situation). In addition, there is a comparative 
analysis by size (small, medium-sized and large firms) and business sector (man-
ufacturing compared to services) between the Basque Country and the rest of 
Spain.

2.4.1 Firm perception

According to data from the SAFE survey,14 there are marked differences with regard 
to the perception of access to finance depending on firm size, as well as between 
one country and another. The trend in recent years indicates that access to finance 
has improved (Montañez Núñez et al., 2015).

As the top section of Graph 2-15 shows, while it has decreased, the percentage of EU 
firms that consider access to finance to be a problem is significant. Until 2012, Spain 

13 This approach is similar to that employed by Piette and Zachary (2015) for Belgian SMEs.
14 This is the Survey on the Access to Finance of Enterprises for SMEs in the euro area (SAFE), prepared by the Euro-

pean Central Bank in partnership with the European Commission. It has been produced quarterly since 2009. It 
only includes data at the EU and country level. Therefore, in the absence of data for the Basque Country, Span-
ish data have been used in this section. 
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maintained a considerable gap with Germany, France and Italy. This gap has closed 
since 2013, although it still remains wide with Germany. In the bottom section of 
the same graph, we can see that it is SMEs which continue to be more sensitive to 
the difficulties of access to sources of finance, even though this perception has im-
proved. 

GRAPH 2‑15 Percentage of firms that consider access to finance to be a problem 
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Source: SAFE survey.

In comparison with American and British firms, European companies have a fi-
nance structure primarily supported by the use of bank intermediation (Mon-
tañez Núñez et al., 2015). In turn, as the SAFE survey shows, Spanish companies 
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use fewer open market financial instruments (capital, bonds, etc.), a trend which 
is even more marked among SMEs. If we study the variation in the propensity 
of these firms to use the main tools of traditional financing, we find that at the 
depth of the crisis, they largely turned to overdrafts as a financing tool. This dem-
onstrates that there was a need to obtain short-term liquidity. Once the economic 
situation improved, the use of this tool declined. In contrast, firms began to turn 
more to commercial debt linked to their commercial activity. Also noteworthy is 
the limited tendency to use loans, which are normally allocated to covering invest-
ment needs.

GRAPH 2‑16 Change in the external finance needs of SMEs (Spain)
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Source: SAFE Survey (April-September 2016).

In short, the situation has been volatile since 2008. Today, companies have a more 
favourable perception of the difficulties in accessing external finance, although it 
is still possible to see differences in terms of size and area. In addition, in recent 
years, firms have undergone an intense financial deleveraging process with credit 
institutions, a process which, although it has slowed, still appears to be taking 
place.

2.4.2 Financing structure of Basque firms

Previous Orkestra reports emphasised that in structural terms, Basque firms had 
higher asset strength than the rest of Spain (see Orkestra, 2015a; Díaz, Gil de San Vi-
cente, Murciego, Sisti y Vivanco, 2016). Using SABI-Informa data, Table 2-5 presents 
the composition of the capital structure of the Basque Country, compared to the rest 
of Spain.15 Between 2008 and 2015, the equity ratio grew 10.6 percentage points 

15 The sample selected from the SABI-Informa database includes the following selection criteria (Fernández de Gue-
vara, 2014): those firms with zero or negative total assets, no operating income and which could be considered 
atypical have been excluded from the firms in the database for which there are data for the year under study. 
The atypical nature of a company is determined based on the following criteria: «factors of production as a share 
of the total cost, the average financing cost, return on assets or the liquidity ratio are outside the interval defined 
by the value of the 25th percentile minus one and a half times the interquartile range of each variable and the 
value of the 75th percentile plus one and a half times the interquartile range». In addition, we selected the set of 
economic sectors contained in divisions 01-82 of the National Economic Activities Classification (CNAE) for 2009, 
excluding financial firms (divisions 64-66) and holding companies (NACE 70.1), following the same criteria as the 
BACH Project.

The use of 
financing tools has 
favoured the use 
of commercial debt
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in Basque firms (to 50% of the balance sheet). At the end of the crisis —in 2013— 
Basque business displayed conservative capital policies (for example, an increase in 
reserves), which seem to have later contributed to the improvement in capitalisation 
in 2015. These data continue to demonstrate that Basque business enjoys adequate 
financial capacity to grow and assume risks, as identified in the Competitiveness Re-
port 2015.

TABLE 2‑5 Debt and equity of Spanish firms (% of assets)

2008 2013 2015

Total Total Total

  Rest of Spain
Basque 

Country
Rest of Spain

Basque 
Country

Rest of Spain
Basque 

Country

Equity 34.11 39.96 39.06 45.14 40.12 50.63

Capital, issue premium and valuation adjust-
ments 15.68 20.69 22.78 22.20 22.11 31.76

Reserves and retained earnings 17.54 18.11 15.90 22.38 17.89 19.11

Other 0.89 1.15 0.38 0.56 0.12 –0.24

Debt 65.89 60.04 60.94 54.86 59.88 49.37

Debt to credit institutions and leasing 21.78 15.61 16.05 12.57 14.47 12.51

Long-term 13.02 7.18 10.33 8.10 9.26 7.72

Short-term 8.75 8.43 5.73 4.48 5.21 4.79

Other financial debt 3.06 2.04 3.01 1.51 3.17 1.65

Long-term 1.18 0.89 1.35 0.71 1.44 0.81

Short-term 1.88 1.15 1.66 0.79 1.73 0.84

Commercial debt 20.85 20.96 17.37 17.66 18.57 15.98

Provisions 1.59 2.02 2.07 1.48 2.61 1.22

Accruals 0.42 0.26 0.35 0.22 0.45 0.14

Intercompany debt 14.40 15.00 17.51 16.35 16.29 13.16

Long-term 7.24 7.69 7.93 9.46 8.01 5.68

Short-term 7.16 7.31 9.58 6.90 8.28 7.48

Tax liability 0.79 0.74 1.01 0.66 0.68 0.67

Special debt 0.02 0.08 0.06 0.15 0.08 0.08

Other debt 2.98 3.34 3.49 4.25 3.55 3.96

Source: Compiled by authors based on SABI-Informa data.

Thus, Basque firms, whose 2008 debt (liabilities) was five percentage points lower 
than firms in the rest of Spain, had significantly increased this difference by 2015 
(when they were ten points lower). As regards the components of the debt, bank 
debt represents a smaller share in the Basque Country, although we do see evidence 
of a more significant deleveraging process than in the rest of Spain, accounting for 
14.5% and 12.5% of the balance sheet, respectively. 

For its part, commercial debt, while it does increase in relative importance, contin-
ues trending downward. From this it is possible to infer the impact of the regula-
tory change limiting the maximum number of days payable outstanding in force 
since 2013, whose effects in turn depend on the industry (construction, for exam-
ple) and the differences between public and private firms. The third most impor-
tant source of finance is intercompany debt, and the differences do not appear to 
be as significant. Finally, other market-based financing options (such as bonds) do 

Both the share of 
bank debt and 
deleveraging 
are lower in the 
Basque Country
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not show signs of dynamism (in fact, their relative share has declined), although 
they are used somewhat more in the rest of Spain. From a continental perspective, 
we find that Spanish firms use bond issues and convertible bonds as sources of ex-
ternal finance to a lesser extent (0.53% of assets) than Germany (2.06%), France 
(4.87%) or Italy (2.79%)16.

In order to analyse the differences in capital structure by firm size, three operating 
segments were established: small (sales under ten million euros), medium (sales be-
tween ten and fifty million euros) and large (sales greater than fifty million euros). 
The results for 2008 and 2015 are set out in Table 2-6.

TABLE 2‑6 Debt and equity of firms by size (% of assets)

2008 2015

Small Medium Large Small Medium Large

 
Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Equity 34.98 37.62 35.39 42.66 33.03 40.29 42.82 53.27 38.63 43.09 38.98 51.96

Capital, issue premium 
and valuation adjustments 15.98 17.87 12.82 16.38 16.41 23.17 22.27 28.07 20.21 25.13 22.61 35.83

Reserves and retained 
earnings 18.42 19.75 21.81 25.60 15.45 15.31 20.00 24.93 18.16 17.75 16.55 16.77

Other 0.57 0.00 0.76 0.68 1.18 1.81 0.55 0.27 0.26 0.20 –0.18 –0.64

Debt 65.02 62.38 64.61 57.34 66.97 59.71 57.18 46.73 61.37 56.91 61.02 48.04

Debt to credit institutions 
and leasing 26.74 18.83 27.28 21.76 16.20 12.44 19.72 16.18 18.87 15.82 10.02 9.60

Long-term 18.64 13.21 14.32 11.24 8.36 3.30 13.59 10.72 10.33 9.35 6.37 5.71

Short-term 8.10 5.62 12.96 10.52 7.85 9.14 6.13 5.46 8.54 6.47 3.65 3.89

Other financial debt 8.32 6.67 0.27 0.54 0.02 0.32 9.95 6.10 0.36 0.21 0.02 0.00

Long-term 3.21 2.86 0.10 0.38 0.00 0.12 4.50 2.93 0.26 0.18 0.00 0.00

Short-term 5.11 3.80 0.17 0.16 0.02 0.20 5.45 3.16 0.10 0.03 0.02 0.00

Commercial debt 17.17 17.18 21.25 22.28 23.49 22.33 16.19 14.84 16.73 16.22 20.54 16.45

Provisions 0.46 0.26 1.05 0.84 2.61 3.16 0.48 0.48 0.98 1.44 4.37 1.50

Accruals 0.26 0.26 0.30 0.13 0.57 0.30 0.17 0.33 0.37 0.10 0.63 0.06

Intercompany debt 10.83 18.02 10.80 8.28 18.29 15.45 9.26 7.28 19.45 18.60 19.49 14.13

Long-term 5.06 13.43 5.31 3.42 9.53 6.22 4.29 3.62 6.35 11.68 10.73 4.61

Short-term 5.78 4.59 5.49 4.86 8.76 9.23 4.96 3.65 13.10 6.92 8.76 9.52

Tax liability 0.46 0.41 0.62 0.58 1.10 0.93 0.44 0.54 0.59 0.95 0.86 0.63

Special debt 0.03 0.25 0.02 0.11 0.02 0.00 0.05 0.24 0.03 0.03 0.11 0.01

Other debt 0.75 0.51 3.03 2.83 4.65 4.78 0.91 0.75 4.00 3.54 4.98 5.66

Source: Compiled by authors based on SABI-Informa data.

The dynamics of the composition of the capital structure display larger changes 
in small and large firms, whereas in medium-sized firms the changes are less pro-
nounced. For example, the increase in capital is very significant among small firms 
(with a six-point increase in the rest of Spain and sixteen in the Basque Country) and 
large firms (a five-point increase in the rest of Spain and eleven in the Basque Coun-
try). For its part, at the start of the crisis, as was to be expected, debt to banks was 

16 Source: BACH database, 2014. The BACH Project was proposed by the European Commission and is managed 
by the Bank of France. This initiative contains aggregate data, by sector and size class, for companies in a dozen 
EU countries.

The composition 
of the capital 
structure of small 
and large firms 
experienced more 
changes than in 
medium-sized firms
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higher at small and medium-sized firms (in which long-term funds account for a 
larger share), whereas large firms relied on their retail chain and group companies 
(except for Basque firms). By 2015, we can see that the deleveraging is widespread, 
with the adjustment being more significant at small and medium-sized firms in the 
rest of Spain. This reveals the effects of restrictions on the volume and price of credit 
risk (Montañez Núñez et al., 2015). In addition, due to the fact that Basque firms 
used the banking channel relatively less at the start of the crisis, the effect of delev-
eraging on balance sheets is less.

Before the crisis, we see a clear direct relationship between commercial debt and 
firm size. However, by 2015 the relative level of participation seems to be quite uni-
form in different size segments and geographical areas. In addition, the differences 
between Basque firms and those in the rest of Spain are also found in intercompany 
debt. In 2015, it was large and medium-sized firms that had the largest share in this 
indicator.

In order to analyse the differences in capital structure by sector of economic activity, 
we have utilised two categories: manufacturing firms17 and service firms.18 The re-
sults are presented in Table 2-7.

TABLE 2‑7 Debt and equity of firms by industry: manufacturing and service (% of assets)

2008 2015

Services Manufacturing Services Manufacturing

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Rest of 
Spain

Basque 
Country

Equity 35.03 43.76 36.84 43.92 42.59 46.84 43.12 43.20

Capital, issue premium and valuation adjustments 18.75 24.04 15.47 22.07 25.17 26.16 20.91 19.29

Reserves and retained earnings 15.42 19.55 21.04 21.99 17.17 20.34 21.93 23.73

Other 0.86 0.16 0.33 –0.14 0.25 0.34 0.28 0.17

Debt 64.97 56.24 63.16 56.08 57.41 53.16 56.88 56.80

Debt to credit institutions and leasing 21.82 14.16 17.20 12.02 13.51 13.96 12.87 15.67

Long-term 13.80 8.46 7.90 5.78 8.74 7.53 7.04 10.70

Short-term 8.02 5.70 9.29 6.24 4.78 6.43 5.84 4.97

Other financial debt 4.09 3.51 1.43 1.13 3.23 2.49 1.51 0.80

Long-term 1.54 1.45 0.61 0.50 1.55 1.17 0.76 0.49

Short-term 2.56 2.05 0.82 0.63 1.68 1.32 0.75 0.32

Commercial debt 18.13 22.39 20.56 21.16 16.94 15.31 20.74 18.33

Provisions 1.15 0.43 1.77 1.75 2.67 1.46 2.03 1.47

Accruals 0.56 0.39 0.31 0.05 0.57 0.15 0.24 0.09

Intercompany debt 16.11 12.86 17.02 17.11 16.79 16.58 13.41 12.54

Long-term 7.62 4.38 9.76 12.95 6.89 7.08 7.50 4.03

Short-term 8.49 8.49 7.26 4.16 9.90 9.50 5.91 8.51

Tax liability 0.62 0.40 0.80 0.55 0.57 0.68 0.96 0.57

Special debt 0.04 0.26 0.01 0.01 0.08 0.18 0.02 0.03

Other debt 2.43 1.85 4.07 2.28 3.05 2.34 5.09 7.30

Source: Compiled by authors based on SABI-Informa data.

17 Firms included in division C of the CNAE 2009 Rev.2.
18 Including firms in divisions G to N of the CNAE 2009 Rev.2 (except for retail sales and repairs).
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As was to be expected, we see the same structural trend, with Basque business be-
ing more capitalised; although in manufacturing firms, 2015 capitalisation levels are 
similar. 

In 2008, significant differences emerge between firms in the service industry in 
the rest of Spain and Basque firms. In addition to having higher capitalisation lev-
els, Basque firms obtained external finance through commercial debt, with notice-
ably lower bank finance (14% compared to 21.8% in the rest of Spain). In contrast, 
in 2015, although the structural pattern of capitalisation remained the same (albeit 
with a narrowing of the gap), the composition of the accounting entries for debt is 
similar in the two areas. In that year, it is obvious that the greater downward cor-
rection can be observed in the rest of Spain. Thus, the shares are balanced between 
intercompany debt, commercial debt and bank debt (equally divided between long- 
and short-term). The service industry is extremely dependent on the local situation. 
Therefore, although we have seen a significant improvement in the functioning of 
the Spanish economy, in 2016 owners of service firms still appeared to be cautious 
when it came to assuming risks.

In the manufacturing industry, differences in capitalisation between Basque firms and 
those in the rest of Spain were significant in 2008. As regards the components of debt, 
the main difference between one and the other was that Basque manufacturing firms 
made less use of bank funds. In 2015, this configuration changed: capitalisation levels 
became equal and debt to financial institutions became more similar. The latter devel-
opment was due to the fact that the importance of this type of debt grew less impor-
tant for firms in the rest of Spain, while remaining the same among Basque firms.

In this section, we have analysed the financing structure of Basque business. The 
general context of business finance has improved and, at the moment, overcome the 
financial liquidity difficulties produced by the crisis. Despite this, companies remain 
cautious. In fact, the process of financial deleveraging has been intense in recent 
years, although it has now slowed.

The data confirm that Basque businesses are more capitalised in comparison with 
the rest of Spain (assets account for a greater share of their financing structure). This 
comparatively higher capitalisation has decreased in recent years, as Basque firms 
did not need to make a significant adjustment in their debt. As regards the compo-
sition of the debt, the share of most items has decreased, although the most impor-
tant continues to be commercial debt.

If the data are analysed based on firm size, we find that all segments (large, medi-
um-sized and small firms) follow the aforementioned trend (improved financial posi-
tion) and have higher capitalisation than their counterparts in the rest of Spain.

Unlike the results of the analyses conducted in previous reports, we see a positive 
change in the financial position of small firms. 

2 .5 Conclusions and recommendations

The Basque Country Competitiveness Report 2008: Towards a Unique Value Propo-
sition indicated that «at any given time, the path of firms to improving efficiency 
through investment runs up against limitations on their ability to continue to sustain 

Basque business is 
more capitalised 
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economic profitability, which may need to be overcome by improving the sophisti-
cation of business strategies based on a unique value proposition» (Orkestra, 2008, 
p.118).

Ten years have passed since those words were written and Basque firms have had to 
deal with an intense crisis and structural changes in their environment and technol-
ogy. This has required them to significantly boost the sophistication of their business 
strategies, although there are still aspects of these which require further attention. 
Additionally, there exist various realities, marked by the characteristics of the firms 
themselves, their industry and firm size. 

This chapter has analysed the degree to which ambidextrous business strategies have 
been applied, studying their positioning and trends in innovation and internationali-
sation. In innovation, the critical aspects identified are set out in Table 2-8.

TABLE 2‑8 Innovation profile of Basque firms

Indicator Profile

R&D expenditure High

Type of innovation Technological: product or process

Cooperation profile Diverse (STI and DUI) and scientific (STI)

Degree of novelty in product innovation Incremental (new only to the company)

Impact of technological innovation Increase in product quality, increase in product 
range

Time scale Repeated over time

Segment of companies Large and medium-sized

Generally speaking, as indicated in Table 2-8, there again appears to be a risk of cre-
ating a two-speed economy, with two business realities (small firms versus large and 
medium-sized firms), which obtain very different results in each indicator.

In addition, the pattern observed in previous reports is repeated: the Basque Coun-
try has shown itself to be weak in developing non-technological innovation (organi-
sational and commercial). Although there seems to have been a slight recovery since 
2013, it is important to highlight the need to keep working to support this type of 
innovation, due to the impact it has on intensifying other types of innovation and 
how it affects the extent to which customer needs are met and the firm’s own com-
petencies are increased (Ebersberger et al., 2011).

In this area, small firms are in a more delicate situation. In general, although 
their percentage of non-technological innovation is low, those that do engage 
in this type of innovation (both organisational and commercial) find that it has 
a considerable impact. These effects are related to an improvement in employee 
satisfaction or lower staff turnover, improved communication, product visibility, 
an increase in the quality of service and an improvement in customer response 
time. It is therefore worth strengthening the capabilities and resources of small 
firms in order for them to improve their performance in non-technological inno-
vation.

Basque firms 
have significantly 
increased the 
sophistication of 
their strategies, 
although there 
is still room for 
improvement
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It is important to continue fostering ambidexterity, which makes it possible to ex-
ploit the firm’s existing innovation capacity, as well as gaining access to new knowl-
edge which promotes organisational learning and long-term sustainability (Tushman 
and O’Reilly, 1996). This can be done by boosting non-technological innovation and 
business collaboration.

The other variable analysed was internationalisation, for which the critical aspects 
identified are set out in Table 2-9.

TABLE 2‑9 Internationalisation profile of Basque firms

Indicator Profile

Volume of exports Higher than pre-crisis levels

Exporters Increasing (doubled in ten years)

Export markets Europe (main) and North America. Limited in Asia

Foreign direct investment FDI follows an erratic pattern
Increase in the number of foreign sites

FDI model In-house control of foreign sites 

FDI locations BRIC, springboard countries (Mexico and Czech 
Republic) and growing countries (Colombia)

Functions at foreign sites More commercial than production. Limited R&D

The export activity of Basque firms increased with the crisis. Firstly, the number of 
firms with an international presence has gone up, and secondly, the share of busi-
ness turnover represented by exports has risen. This goes some way toward overcom-
ing one of the weaknesses identified in previous reports. 

Getting into exporting requires more sophisticated business strategies. It must be 
asked whether, as a whole, internationalised firms have increased the sophisti-
cation of their activities by promoting, among other things, ambidextrous strat-
egies (penetration in known markets, increasing the amount invested, in-house 
control of sites, etc.), or whether, in contrast, the internationalisation pattern has 
remained the same. Based on the data analysed and the characteristics identified 
in Table 2-9, it can be said that firms have opted for an «oil stain» growth model, 
which has primarily been implemented by the company itself. 

In addition, we have yet to see indications that firms utilise the internationalisa-
tion process to increase their innovation capacity. Firstly, the target markets —the 
regions of the world which receive the most Basque FDI— are Western and devel-
oped. In contrast, the amounts allocated to parts of the world with higher growth 
rates or frontier markets are much lower. And secondly, international activity 
linked to the firm’s R&D strategy still appears to be limited.

Summarising the analyses carried out, it can be concluded that, despite the fact 
that Basque business has adopted a more sophisticated strategy over the past dec-
ade, this sophistication requires greater stimulus, as the trend is still towards em-
ploying exploitation-based strategies over exploration. Additionally, there again 
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appears to be a risk of duality, given that it is small firms which face the greatest 
challenges in undertaking innovation and internationalisation processes.

Business strategies, especially those of an exploratory nature, must be accompa-
nied by the company’s ability to mobilise sufficient financial resources. Adopting 
an ambidextrous strategy focused on improving innovation capacity and interna-
tional positioning must be accompanied by a sophisticated finance strategy for 
the firm.

The characteristics of the finance structure of Basque firms are summarised in Table 
2-10.

TABLE 2‑10 Characteristics of Basque business finance

Indicator Profile

Access to finance Limited since 2008. Improving since 2012

Indebtedness Financial deleveraging

Financial position Increase in share and better than in Spain

Composition of debt
Commercial debt (whose share has been reduced 
the most), debt to financial institutions and inter-
company debt

By firm size
Capitalisation has increased in large and small 
firms; intercompany debt has increased in medium-
sized firms

By area of economic activity Basque manufacturing has converged with the rest 
of Spain

The improvement in the capitalisation of Basque business finance, that is, the de-
cline in debt levels, suggests that there is an opportunity to undertake innova-
tion and internationalisation processes which will boost firms’ competitive posi-
tioning. 

The analysis performed is subject to certain restrictions due to the limitations of 
the data. Firstly, the improvement in capitalisation may be due to the debt reduc-
tion process, without this necessarily meaning an increase in the amount of equity 
available: this limits the possibility of undertaking certain exploration efforts. Sec-
ondly, the data may conceal a range of situations. Therefore, it is possible that the 
firms most in need of a more sophisticated business strategy are precisely those 
which have more limitations when it comes to obtaining finance.

From the analysis, we can conclude that the critical elements identified in previous 
reports are still an issue. Consequently, it appears that the structures of business 
strategies have not varied significantly. Despite this, there are also positive aspects. 
These include the fact that, despite the limitations of the crisis, firms are continu-
ing to invest in innovation, and that the number of firms with an international 
presence has increased significantly.

In terms of ambidexterity, it seems that Basque firms are continuing to utilise pri-
marily exploitation-based strategies. The markedly higher capitalisation of Basque 
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firms could be a positive starting point, enabling them to increase their exploration 
activities. This would give rise to more ambidextrous strategies. 

Business ambidexterity in practice

When a theoretical concept is put into practice, we find that there is a gap which 
prevents it from being applied. Therefore, the theory of ambidexterity has been 
checked in a workshop with six firms (from different industries and of different 
sizes).

This highlighted the difficulty firms encounter when it comes to adapting their strat-
egy to the economic and social reality, and «achieving a flexibility which makes it 
possible to balance the firm’s hopes with the demands of the market». Aware of this 
challenge, the firms identified a group of aspects which it is necessary to take into 
account when developing an ambidextrous strategy:

1. Personal involvement. Involve the organisation’s people in defining, designing 
and developing the strategy. This facilitates the creation of a feeling of shared 
undertaking by all those who make up the company.

2. Management vision. The vision of management will largely determine the firm’s 
culture, its strategic orientation and its ability to achieve a balance between ex-
ploitation and exploration.

3. Open organisational model. It is important to set up ambidextrous work groups 
(a mix of people with exploration and exploitation backgrounds) and establish 
systems of formal and informal communication which make it possible to develop 
a culture of continuous learning, encourage internal and external comparison, 
and generate spaces for excitement.

4. Identifying goals. It is necessary to consider the actual applicability of projects 
and their future sustainability.

5. Dynamic view of the strategy. The strategy must be considered a dynamic con-
cept which responds to feedback from the firm’s internal and external context.

Thus, with the aim of increasing ambidexterity strategies, it is possible to implement 
the recommendations set out in Illustration 2-3.

The markedly 
higher 
capitalisation 
of Basque firms 
enables them 
to increase their 
exploration 
activities



99

ambidexter ity:  evoLut ion and deveLopment of bus iness  strategies 

ILLUSTRATION 2‑3 Actions and recommendations for improving the ambidexterity of Basque 
firms

— Continue to maintain or reinforce, in 
the most efficient manner possible, 
investment efforts (public and 
private) targeted at promoting 
innovation within the firm.

— Support from public institutions, 
raising visibility and promoting 
non-technological innovation 
(especially targeting smaller 
companies).

— Design specific support programmes 
that encourage better adaptation to 
this type of non-technological 
innovation.

— Strengthen the role of collaboration 
in business innovation for small 
firms.

— Promote collaboration among 
stakeholders in the value chain 
through community agents (clusters, 
development agencies, etc.).

— Based on the different segments or 
needs, focus the support policy on 
business internationalisation and 
improving governance among 
institutions.

— Continue to support new 
internationalisation projects with 
exploitation policies, in order to 
continue to increase the base of 
export companies.

— Establish specific policies so that a 
corporate group which develops an 
exploitation-based 
internationalisation strategy can 
begin to gain access to unknown 
markets and support new 
cooperative schemes (joint ventures, 
etc.).

— Raise awareness of success cases 
involving exploration strategies.

— Foster actions to improve the 
financial culture of companies with 
the goal of improving their finance 
strategies.

— For small firms: foster support 
policies through guarentee or capital 
programmes.

— For large firms: promote actions that 
allow greater access to finance 
providers, supplementing financial 
institutions.

Foster policies that facilitate the share of exploration strategies, seeking a combination with 
exploitation, for which financial resources must be mobilised





101

3
Clusters and cluster policy

3 .1 Introduction

Clusters and cluster policy have been one of the main themes of the various edi-
tions of the Basque Country Competitiveness Reports prepared by Orkestra (2008, 
2009, 2011, 2013, 2015b). Furthermore, they have been the focus of many other 
studies conducted by researchers at this institution.19 This is not surprising, given 
the importance of clusters as one of the basic pillars of economic development 
and the ongoing policy focus in this area by the Basque Government over the past 
twenty-five years.

The roots of the cluster concept as it is currently understood date back to the 
analysis of English industrial districts by Alfred Marshall (Marshall, 1907, 1919). In 
his analysis, he observed: i) the tendency of industries to locate in specific towns 
and cities based on the need for resources (human and natural) and specialised 
markets demonstrated by manufacturers; and ii) the development, over time, of 
a special «atmosphere» in these localised industries which provided the compa-
nies with additional advantages (Belussi and Caldari, 2008). During the 1980s and 
1990s, there was a resurgence in the study of the dynamics of industrial districts in 
the context of various positive experiences, most notably in Italy and the United 
States (Piore and Sabel, 1984; Pyke et al., 1990; Becattini, 1991; Saxenian, 1994). 
It was also then that Michael Porter (1990, 1998) introduced the concept of «clus-
ter», a term which quickly gained popularity at a time when understanding the 
dynamics of the local economy was taking on greater importance due to the ac-
celeration of globalisation.

Porter defines clusters as «geographic concentrations of interconnected companies, 
specialized suppliers, service providers, firms in related industries and associated in-
stitutions (for example, universities, standards agencies, and trade associations) in 
particular fields that compete but also cooperate» (Porter, 2008, pp. 213-214). How-
ever, it is important to distinguish between clusters as a socioeconomic phenomenon, 
which emerges naturally, and cluster policy as a set of deliberate actions intended to 
support what happens in clusters. As Marshall explained, industries tend to locate 
naturally in order to take advantage of positive external factors. There is evidence 
of this grouping in clusters dating back hundreds of years, and this phenomenon has 
become more widely-known in recent decades within the context of the acceleration 
of globalisation and the boom in the knowledge economy.20 Although clusters per 

19 For example: Aranguren et al., 2008, 2009, 2011, 2014, 2015; Valdaliso et al., 2008, 2010; López et al., 2008, 
2012; Elola et al., 2012, 2016; Aranguren and Wilson, 2013; Aragón et al., 2010, 2014a, 2014b; Konstanynova 
and Wilson, 2014; Elola and Franco, 2015; Konstantynova, 2016.

20 Globalisation facilitates the mobility of production, which increases the potential for different groups of eco-
nomic activities to be located together in specific places where they can take advantage of the externalities of 
this location. The growing importance of knowledge as a competitive advantage also lends significance to local 
dynamics, which facilitate the flow of more intangible forms of information among stakeholders.
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se do not need public policies to emerge and prosper, taking advantage of the po-
tential offered by the combination of competition and cooperation which charac-
terises them is something which public policy can actively support. It is well know 
that public policies should not try to create clusters out of nothing, but that what 
they can do —and what actually happens— plays an important role when it comes 
to stimulating their emergence based on the available regional assets and capabili-
ties and supporting existing clusters so that they become drivers of regional com-
petitiveness.

Therefore, policy support for clusters, and especially the dynamics of cooperation 
within them, has become an essential component in the mix of regional compet-
itiveness policies. In general, this support is achieved by means of one (or more) 
of the three general types of cluster policy instruments: i) support for specific col-
laborative projects (around innovation, quality, competencies, infrastructure, etc.) 
in which companies in the clusters and other stakeholders participate; ii) stream-
lining, by a central agency, of networking activities within a region’s portfolio of 
clusters and between several regions; and iii) support for cluster organisations that 
facilitate collaboration among their members (Aranguren et al., 2017a).

The Basque Country has a solid legacy with regard to clusters21 —rooted in its indus-
trial heritage and constantly evolving— as well as in the area of cluster policy – with 
a focus centring on support for cluster associations dating back just over twenty-five 
years. It is therefore in our interest to review the first five editions of the Basque 
Country Competitiveness Report in order to provide a framework for the analysis in 
this chapter. 

One common element of the five reports is the statistical analysis of the export 
performance of the clusters in the Basque Country, which in the 2011 report is sup-
plemented by a cluster map based on employment data. Moving forward from the 
previous reports, this chapter is intended to provide a more comprehensive and the 
most up-to-date possible overview of clusters in the Basque Country. 

 

21 See, for example, various specific studies on the legacy of clusters: Valdaliso et al., 2008, 2010; López et al., 
2008, 2012; Elola et al., 2012.
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TABLE 3‑1 Main conclusions regarding clusters and cluster policy in previous editions of the Basque Country 
Competitiveness Report

Report Elements related to clusters analysed Main conclusions

2008 report — Statistical analysis of the export performance of 
clusters

— Description of cluster policy and cluster associa-
tions

— Need for a statistical map of clusters based on 
employment and enterprise data

— Need to evaluate the effects of cluster policy and 
cluster associations

— Need for cluster associations to have a more stra-
tegic orientation

— Difficulties in reaching small firms through cluster 
associations

— Need for greater dynamism in cluster associa-
tions: appearance and disappearance, integration 
of a broader range of members 

2009 report — Statistical analysis of the export performance of 
clusters

— Qualitative analysis of cluster associations

— Need to develop competencies so that universi-
ties and research institutions collaborate on clus-
ters

— Need for policies to be constantly open to the 
emergence of new clusters

— Need to further explore the dynamics of coopera-
tion within cluster associations

— Need to identify synergies in collaboration among 
clusters (within and outside the Basque Country)

— Need for firms to better understand the benefits 
of cooperation dynamics 

2011 report — Cluster map based on employment data (in a sin-
gle year)

— Statistical analysis of the export performance of 
clusters 

— Distinction between clusters in the value chain 
and cross-sector clusters (or platforms), and anal-
ysis of the relationship between clusters and glo-
bal value chains

— Clusters in the Basque Country maintain their 
level of global export performance 

— The Basque Country is well positioned in a 
world in which clusters are increasingly more in-
terconnected (within and outside the territory)

— Policies should facilitate different types of learn-
ing within clusters based on their value chains

2013 report — Statistical analysis of the export performance of 
clusters

— Role of clusters in diversifying the economy

— Drop in the global export share of Basque clus-
ters

— cluster associations must play a key role in 
smart specialisation processes and the integra-
tion of key enabling technologies (KET) which 
stimulate the diversification of Basque industry

— Need to promote inter-cluster activities, within 
the Basque Country and at the international level

2015 report — Statistical analysis of the export performance of 
clusters

— Relationship between clusters and cluster policy 
in the Basque Country and the three thematic 
priorities of the RIS3

— Drop in the global export share of Basque clus-
ters

— Greater diversification and balance in the sectoral 
structure of the Basque economy

— The different characteristics of each of the 
thematic priorities require different policy ap-
proaches for clusters

— Need to improve collaboration among clusters, 
especially in the advanced manufacturing priority

Source: Compiled by authors based on Orkestra (2008, 2009, 2011, 2013, 2015b).

In the majority of the five previous reports cluster policy was also discussed. In the 
early ones, this was done by means of an analysis of cluster associations, and in the 
later reports, by considering the role that clusters play in diversifying the economy 
and implementing RIS3 in the Basque Country. On the basis of the analyses con-
tained in previous reports, this chapter reflects on the main changes that have taken 
place in Basque cluster policy (and cluster associations) over the past ten years. 



104

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

The overall aim of this chapter is thus to present a detailed analysis of the current 
state of both clusters and cluster policy in the Basque Country.

3 .2 Basque clusters, yesterday and today

The purpose of this section is to analyse the structure of the Basque economy and 
its clusters in order to obtain an accurate idea of current economic activity in the 
Basque Country and understand how it has changed since 2009. This analysis is 
divided into three steps. The first consists of examining the changes in the over-
all structure of the economy as a whole with regard to the value-added gener-
ated by the main industries and sub-industries. Both the second and third steps 
concentrate on the «export clusters» found in the Basque Country. These are ex-
posed to competition from other regions and play a decisive role when it comes 
to stimulating the overall economic performance of the regions. The second step 
in the analysis uses employment data to draw a map of export clusters in the 
Basque Country. The third step then goes on to analyse their overall export per-
formance.

3.2.1 Step 1. Trends in the structure of the Basque economy

It is possible to identify two distinct periods in the development of the Basque sec-
toral structure: the first runs from the start of the crisis through 2013, in which gross 
value added (GVA) dropped around 1.5% a year in real terms; and the second in 
2014 and 2015, during which it grew 2.3%. Given that the previous report analysed 
the 2008-2013 period (see Cuaderno 3, on sectors and clusters, Orkestra, 2015), this 
section will be limited to recalling the main conclusions which can be derived from 
that report for the period and will focus its analysis on events between 2013 and 
2015. 

The main features identified for the 2008-2013 period were as follows:

• Industrial specialisation declined due to a greater decrease in Basque industrial 
GVA, particularly in metalworking and metal products.

• Construction performed even more poorly than industry. In other words, the Bas-
que Country’s specialisation in that industry also decreased.

• Although it reported negative growth, the market services sector performed bet-
ter than industry and construction.

• Non-market services (public administrations, education, health care, etc.) were the 
only ones to grow in real terms.

• Basque industry appeared to specialise primarily in medium-low-tech industries, 
but the crisis increased the relative share of high-tech and knowledge-intensive in-
dustries. 

• The Basque Country’s concentration rate (degree to which GVA is grouped in a 
few industries) was moderate, and also decreased during the crisis.

• The Basque Country’s dissimilarity level (degree to which GVA distribution differs 
from that of the EU) dropped significantly during the crisis, although in 2013 it 
was still somewhat higher than in Spain and Germany.

Basque industries 
have gone from a 
negative growth to 
a growth of 2.3%
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During the 2008-2013 period, there was a considerable change in the makeup and 
levels of industry specialisation in the Basque Country. However, during the 2013-
2015 period, there were scarcely any significant changes in this respect. The most 
noteworthy aspect is that, as indicated above, Basque industries succeeded in revers-
ing the trend of the previous period, going from negative growth (–1.5%) to positive 
(2.3%). In addition, they went from performing more poorly than the other econo-
mies to growing more than they did (Spain’s growth was 2.0%, with 1.9% for the 
EU-28 and 1.5% for Germany). 

If we look at large-scale trends by sector, the greatest variation in average growth 
is found in agriculture and fishing, industry and construction. Agriculture and fish-
ing has negative growth (nearly 5%). In construction, negative growth is slowing 
and there is a loss of relative share compared to the 2008-2013 period. For its part, 
industry stops losing its share of the overall economy and again becomes the driv-
ing force, with 3.6% real growth, one third higher than the Basque Country as 
a whole. Within this sector, the following sub-industries stand out for their high 
growth: coking plants and oil refining, and computer and electronic products (al-
though, because of their lower relative share, they have a lesser impact on overall 
progress), followed by machinery and equipment, and furniture and other manu-
factured goods (which, due to their greater relative share, have a larger impact on 
the total). 

If we look at the industries that make up the strategic priorities of the RIS3, those in 
advanced manufacturing experience a certain loss of share and specialisation (met-
alworking and metal products, electrical materials and equipment, and transporta-
tion equipment). Those most closely linked to energy maintain their position (there 
is a recovery in oil refining; electricity, gas and steam hold steady; and electrical ma-
terials and equipment decline). As regards the biosciences —a field which, because 
it does not have specific industries or classifications (CNAE) and depends heavily on 
R&D, must be analysed based on biotechnology R&D statistics from Eustat (Basque 
Statistics Office)— we see growth in the number of firms doing biotechnology R&D, 
increasing from 65 in 2013 to 88 in 2015. There is also an increase in biotechnology 
personnel, as measured in full-time equivalents (FTE),22 from 692 to 772; and the Bio-
basque directory, updated in 2016, identifies 75 companies with a total of 3100 em-
ployees. 

Lastly, it should be pointed out that in the last two years, there was a slight decrease 
in the industry concentration rate in the Basque Country (which, as stated earlier, 
considering the limited size of the region’s economy, can be categorised as moder-
ate). In addition, the sectoral structure of the Basque Country is somewhat closer 
to that of the EU-28 (although there are still more differences with that group than 
with the Spanish or German economy). What is more, the shift-share analysis carried 
out in order to determine to what extent the differences between the growth rates 
in each territory and those for the EU correspond to the different sectoral makeup of 
their economies, shows that in the case of the Basque Country, the impact of indus-
try specialisation was practically zero. Of the territories analysed, only in Germany do 
we see a certain positive impact of specialisation on growth in the territory between 
2013 and 2015. This is consistent with the relatively high degree of similarity be-
tween the sectoral structure of the Basque Country and the EU average.

22 Obtained by adding up full-time staff, plus the fractions of time devoted to R&D activities by part-time staff.
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TABLE 3‑2 GVA: Sectoral distribution, specialisation rate of the Basque Country compared to the EU-28 and real 
cumulative rate of change

 

GVA distribution  
(%)

Specialisation rate 
(%)

Real cumulative rate of change in GVA 
between 2013 and

2013 2015 2013 2015
Basque 
Country Spain Germany EU‑28

AGRICULTURE AND FISHING 0.9 0.8 51 55 –4.6 –2.2 –8.0 0.8

INDUSTRY 23.9 24.0 124 124 3.6 4.0 3.3 3.1

Extractive industries 0.1 0.1 13 15 5.1 –10.6 –2.1 –0.3

Food, beverage and tobacco industries 1.5 1.5 73 72 3.4 2.9 4.7 3.5

Textiles, apparel, leather and footwear 0.2 0.2 35 32 –5.6 1.3 3.4 2.3

Wood, paper and printing 1.2 1.1 124 119 1.8 1.2 0.5 2.2

Coking plants and oil refining 0.0 0.1 -1 53 36.9 0.8 6.5 5.3

Chemical industry and pharmaceuticals 0.8 0.8 39 39 3.0 7.0 2.8 3.7

Rubber, plastics and other non-metals 2.2 2.1 174 167 0.2 4.5 2.3 4.3

Metalworking and metal products 6.7 6.5 337 321 3.9 9.4 2.1 4.0

Computer and electronic products 0.6 0.6 77 78 8.3 1.7 3.8 4.0

Electrical materials and equipment 1.1 1.1 147 137 2.9 4.7 2.7 3.2

Machinery and equipment 2.4 2.6 140 147 6.1 5.7 2.0 3.3

Transportation equipment 2.5 2.5 127 117 1.6 7.6 6.6 5.9

Furniture and other manufactured goods 1.0 1.0 74 71 8.0 4.4 1.4 3.2

Electricity, gas and steam 3.1 3.1 154 163 –0.5 1.8 1.8 –0.6

Water supply and treatment 0.6 0.6 67 66 0.9 –6.4 5.0 0.6

CONSTRUCTION 6.5 6.2 122 116 –0.6 –0.5 0.6 1.4

MARKET SERVICES 41.9 42.2 97 97 2.3 3.4 1.3 2.3

Commerce; vehicle repair 10.8 10.9 98 98 3.4 5.3 3.2 3.2

Transport and storage 5.1 5.3 103 107 3.0 3.5 –3.9 0.0

Hospitality 4.5 4.6 163 164 2.9 –0.7 3.3 1.9

Publishing, video, radio and television 0.6 0.6 51 51 2.5 2.7 1.1 1.8

Telecommunications 1.6 1.5 112 111 3.1 8.3 4.3 3.2

Information technology 1.1 1.2 49 48 3.1 3.1 4.6 4.7

Financial activities and insurance services 5.7 5.7 107 108 0.5 –5.5 –2.1 –0.5

Property activities 10.0 9.9 89 88 1.8 –0.4 –0.3 1.1

Consulting and technical activities 4.7 4.5 102 96 –0.4 8.4 0.3 2.9

Research and development 0.5 0.5 62 62 2.6 5.8 2.0 3.1

Other professional activities 0.7 0.7 71 71 2.4 6.4 0.2 2.9

Ancillary services 2.8 2.9 68 65 2.1 9.5 4.7 4.6

Recreational and cultural activities 1.4 1.5 105 111 4.0 –2.7 1.6 1.0

Other services 1.3 1.3 76 77 1.1 3.8 –1.0 1.4

Household activities 0.9 1.0 220 233 3.1 0.5 –0.7 –1.7

NON-MARKET SERVICES 26.8 26.8 87 88 2.3 0.3 0.7 1.2

Public administration and defence 5.3 5.3 80 84 2.2 1.0 0.7 –0.1

Education 5.0 5.1 95 99 2.6 –0.1 0.1 0.8

Health care activities 5.4 5.5 104 102 2.7 –0.7 2.3 2.4

Social services activities 1.0 1.1 46 46 3.9 6.4 3.4 3.0

TOTAL 100.0 100.0 100.0 100.0 2.3 2.0 1.5 1.9

High-tech manufacturing 0.6 0.6 77.0 78.0 8.3 1.7 3.8 4.0

Medium-high-tech manufacturing 6.8 7.0 107.0 105.0 3.6 6.7 4.0 4.2

Medium-low-tech manufacturing 8.8 8.7 259.0 252.0 4.4 7.4 2.3 4.2

Low-tech manufacturing 3.8 3.8 79.0 76.0 3.7 2.7 2.5 3.0

Intensive knowledge services 33.1 33.1 89.0 89.0 1.9 1.4 1.1 1.6

Less knowledge-intensive services 35.6 36.0 98.0 98.0 2.6 2.6 1.0 2.1

Source: Compiled by authors based on Eustat and Eurostat data, Economic Accounts.
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3.2.2 Step 2. Map of export clusters in the Basque Country

The following analysis focuses on export clusters. It is based on employment data 
and the number of enterprises for each of the export cluster categories commonly 
used for the purpose of international comparison.23

Based on this information, it is possible to ask three questions regarding each clus-
ter:

1. Is it important (generating a significant portion of jobs in the economy)?

2. Is it competitive (is the Basque Country a specialised region in comparison with 
Europe)?

3. Is it dynamic (is the level of competitiveness or specialisation increasing or decrea-
sing)?

Table 3-3 contains information about the cluster categories that account for at least 
1% of employment in Basque export clusters.24 The clusters which meet the condi-
tions to be considered important, competitive or dynamic are highlighted in green. 
They can then be classified as follows:25

• Hat-trick: important, competitive and dynamic

• Threatened giant: important and competitive, but not dynamic

• National driver: important and dynamic, but not competitive

• Rising value: competitive and dynamic, but not yet important

• Threatened driver: important, but not competitive or dynamic

• Threatened value: competitive but not important or dynamic

• Rising star: very dynamic, but not yet competitive or important

The Basque Country has twelve clusters which can be included in one of these cate-
gories. There are three «hat-tricks» —automotive, production technology and heavy 
machinery, and vulcanised and fired materials— which together account for 12% of 
all export cluster jobs. Whereas the employment rate in the production technology 
and heavy machinery cluster increased between 2012 and 2014, growth was nega-
tive in the other two hat-trick clusters. These are clusters in which the general trend 
in employment at the European level has been downwards, at least until recently.26 

23 The European Cluster Observatory and the U.S. Cluster Mapping Project use 51 export cluster categories as a 
reference, of which 49 are found in the Basque Country. Using these categories represents a considerable ad-
vantage when it comes to comparing international data. Even so, in order to be able to interpret them with a 
view to preparing specific contextual analyses, as in the case of the Basque Country, it is essential to under-
stand that they do not correspond directly to the groups normally used to describe the clusters in each region. 
For example, activities which in the Basque Country are generally associated with energy or maritime clusters 
are distributed amongst different categories. For further information about the methodology used in the clas-
sifications, please visit http://www.clustermapping.us/cluster and http://ec.europa.eu/growth/smes/cluster/ob-
servatory/. 

24 The complete data tables are available in an online appendix at data.orkestra.deusto.es/dataset.
25 A cluster is considered important or competitive if its ranks among the top ten in the list of export clusters. It 

is classified as dynamic if the value is positive. It is very dynamic if it ranks among the top 10% of the most dy-
namic clusters.

26 It should not be forgotten that we are limited by only being able to access the breakdown for employment data 
up to 2014. As noted in Chapter 1, the overall employment situation in the Basque Country has improved since 
then, which will have an impact on the current status of many of the cluster categories analysed in this chapter. 

http://www.clustermapping.us/cluster
http://ec.europa.eu/growth/smes/cluster/observatory/
http://ec.europa.eu/growth/smes/cluster/observatory/
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Education and knowledge creation, hospitality and tourism, and business services are 
classified as «national drivers». Both distribution and electronic commerce and trans-
portation and logistics are considered «threatened drivers». The drop in employ-
ment figures has also affected the clusters associated with metals, which include two 
«threatened giants» (upstream metal manufacturing and metalworking technology) 
and one «threatened value» (downstream metal products). 

On the positive side, one cluster stands out as a «rising value», lighting and electrical 
equipment. Although its specialisation rate grew over the 2008-2014 period, its em-
ployment rate declined between 2012 and 2014. No cluster meets the criteria to be 
classified as a «rising star».

In fact, overall employment figures for export clusters declined 4% during the 2012-
2014 period. Just one of the 49 total clusters reported growth in the employment 
rate during this period. And only six —education and knowledge creation, hospi-
tality and tourism, food processing and manufacturing, insurance services, business 
services, and production technology and heavy machinery— had significant growth 
(more than 1%).

The recovery of economic activity in the industrial sector is not reflected in an equiv-
alent jobs recovery. This is for two basic reasons: (i) because operator productivity is 
experiencing intense growth in this sector; and (ii) because the need for operators by 
industrial firms is covered by using workers from temporary employment agencies 
(TEAs), rather than hiring their own staff. This explains the weaker growth of em-
ployment rates in industrial clusters (as new operators are not reported as employees 
of that cluster), which contrasts with positive growth in the business services cluster 
(in which workers who are assigned to industrial clusters are counted as employees).

Nonetheless, it should be stressed that it is highly likely that the current employment 
situation in the cluster categories included in this analysis will improve considerably, 
if we take into account the positive growth of employment figures since 2014.

The recovery of 
economic activity 
in the industrial 
sector is not 
reflected in an 
equivalent jobs 
recovery
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TABLE 3‑3 Competitiveness and dynamics of export clusters in the Basque Country (2009-2015)

Cluster map: Basque Country

Enterprises  
Basque 
Country

% 
Employment 

Basque 
Country

Employment 
Basque 
Country

Change in 
employment 

Basque 
Country (%)

IMPORTANT COMPETITIVE DYNAMIC GROUP

Employment 
Basque 
Country

Specialisation 
rate (SR) 
 Basque 
Country 
[EU28]

Change in SR 
(percentage 

points) 
Basque 
Country 
[EU28]

  2014 2014 2012 2012‑2014 2014 2014 2008‑2014

Automotive 212 3.9% 13,077 –3% 12,624 1.43 0.08 Hat-trick

Distribution and electronic com-
merce 9,894 10.1% 33,971 –4% 32,510 0.77 –0.03 Threatened 

driver

Education and knowledge 
creation 4,309 6.9% 21,210 5% 22,273 1.04 0.12 N a t i o n a l 

driver

Hospitality and tourism 3,676 5.6% 17,788 1% 17,908 0.56 0.01 N a t i o n a l 
driver

Lighting and electrical equipment 265 2.4% 7,942 –4% 7,627 1.67 0.08 Rising value

Upstream metal manufacturing 436 5.7% 19,598 –7% 18,260 3.52 –0.13 Threatened 
giant

Marketing, design and publishing 2,782 2.0% 7,131 –10% 6,406 0.67 –0.20

Paper and packaging 123 1.1% 3,759 –9% 3,439 1.06 –0.01

Plastics 321 1.8% 6,124 –5% 5,820 0.84 –0.13

Food processing and manufac-
turing 737 1.9% 5,767 6% 6,103 0.63 0.11

Downstream metal products 471 2.0% 7,416 –12% 6,539 1.54 –0.33 Threatened 
value

Construction products and 
services 418 2.1% 7,554 –12% 6,685 1.28 0.17

Insurance services 594 1.1% 3,418 1% 3,451 1.00 0.09

Business services 14,346 14.8% 47,561 1% 47,877 0.91 0.06 N a t i o n a l 
driver

Production technology and 
heavy machinery 521 5.5% 16,814 6% 17,758 1.42 0.25 Hat-trick

Metalworking technology 2,706 9.5% 31,788 –4% 30,498 2.31 –0.08 Threatened 
giant

Information technology and ana-
lytical instruments 192 1.6% 5,329 –6% 5,026 0.91 0.09

Transportation and logistics 7,979 8.2% 27,848 –5% 26,519 1.04 –0.06 Threatened 
driver

Vulcanised and fired materials 252 2.8% 9,670 –8% 8,894 2.41 0.09 Hat-trick

Source: Compiled by authors based on Eustat and European Cluster Observatory data.

3.2.3 Step 3. Export performance of Basque clusters

The information available on the export performance of clusters makes it possible 
to add further details to the cluster map. Figures for international trade are not very 
stable, as they are affected by fluctuations in demand in specific markets. However, 
they do provide an alternative indicator —one which is to a certain extent more im-
mediate— of the current international competitiveness of the firms in the cluster, by 
measuring their ability to sell in foreign markets. Furthermore, they also facilitate 
analysis from a global point of reference, rather than just Europe.
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With regard to the same 49 export cluster categories, we can ask three similar ques-
tions about each cluster:

1. Is it important (does it represent a significant share of Basque exports)?

2. Is it competitive (does it represent a significant share of global exports)?

3. Is it dynamic (is its global export share increasing and is it among the top 10% of 
clusters in terms of growth in the global share)?

Thus, the same cluster categories can be identified based on exports. Graph 3-1 
shows the results for the Basque Country as a whole. In this graph, the size of the 
bubble represents the importance of the cluster in 2015 (share of Basque exports); 
its position on the y-axis shows its competitiveness in that same year (global ex-
port share); and its position on the x-axis, its dynamism during the 2009-2015 period 
(change in global export share). The dotted line represents the share of total Basque 
exports compared to global exports.

GRAPH 3‑1 Main export clusters in the Basque Country based on export data (2009-2015)
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Source: Compiled by authors based on Comtrade data.

The first thing that should be pointed out is that there are no hat-trick clusters. 
The automotive and production technology and heavy machinery clusters are con-
sidered threatened drivers, whereas vulcanised and fired materials is identified as 
a threatened giant. Likewise, the classification of the construction products and 
services cluster varies between rising value (from the perspective of European em-
ployment figures) and threatened value (based on global export data). For its part, 

According to 
export data, no 
cluster in the 
Basque Country 
is considered as a 
hat-trick
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oil and gas production and transportation is classified as one of the national driv-
ers, whereas downstream chemical products and wood products are considered ris-
ing stars. 

The export map for Basque clusters shows worse results than the employment map. 
This is due to the fact that many clusters have seen a decline in their global export 
share since 2009 and the overall share of exports in the world market has fallen. The 
reason for this less positive image is primarily the adoption of a global point of ref-
erence rather than a European one. During the period analysed, the European finan-
cial crisis contrasts with strong economic growth in many other parts of the world. 
The analysis in section 1.2.1 shows an upturn in productivity in most sectors in the 
last two years, making it possible to identify slight changes in the outlook for ex-
ports (Graph 3-2). Both the three threatened giants and the threatened value have 
retained their status, while in the most recent period, the automotive and upstream 
metal manufacturing clusters have increased their global export share and can be 
identified as national drivers.

If the employment and export maps are combined, the result gives the general im-
pression of an economy in transition. In this context, some traditional clusters are 
working to improve their efficiency and thus maintain their level of international 
competitiveness, and the specialisation emerging in new clusters shows potential 
when it comes to combating stagnant employment in large clusters experiencing a 
decline or rationalisation. In fact, given the positive growth in employment and ex-
port performance in 2016 (see Chapter 1), it is likely that it is already possible to see 
progress on this transition.

GRAPH 3‑2 Main export clusters in the Basque Country based on export data (2013-2015)
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The general outlook is similar when the analysis is carried out by province. Dur-
ing the 2013-2015 period, the decline in employment in export clusters was more 
significant in Álava (5%), followed by Bizkaia (4%) and Gipuzkoa (3%). Neverthe-
less, it is worth noting the specialisations found in each territory in the different 
clusters, as well as disparities in recent employment trends by cluster. Specifically, 
in these provinces there are differences in the cluster categories classified as ris-
ing forces, whereas the threatened clusters tend to be found in all three, especially 
those associated with metals. Although the information should be interpreted with 
caution, it is interesting to observe this trend, in which they share the same weak-
ened or threatened clusters, while at the same time they have different rising val-
ues and stars. In theory, this could lead us to understand that greater territorial 
specialisation is taking hold in the Basque Country as a whole, with different clus-
ter niches appearing in more localised environments. This argument reinforces the 
perception that even within established clusters, there are very different territorial 
specialisations.

3 .3 Cluster policy: past and present (and other experiences)

This section considers the development of cluster policy in the Basque Country over 
the past ten years, analysing how it has adapted to changes. These changes include 
the effects of the economic crisis and shifts underway in the industrial or cluster 
structure (which were highlighted in the previous section), together with new de-
mands posed by the budding smart specialisation strategy.

3.3.1 Past. The development of cluster policy in the Basque Country

As clusters began to emerge in the early 1990s as an interesting and useful 
way of understanding the dynamics of local competitiveness, cluster policy also 
emerged as a resource which would allow governments to support them. Over 
time, grouping in clusters began to be seen not only as a reflection of spatial 
formations, but also as a new and complementary way to interpret and analyse 
the advantages of economies, and to create effective public policies that would 
strengthen regional development and growth. 

The Basque Country was one of the first places where an explicit cluster policy 
was adopted in the early 1990s, after the Basque Government hired Michael Por-
ter’s company, Monitor Group, to prepare a cluster map for the region. This study 
identified the existence of various «natural» clusters, which served as a basis for 
shared reflection by the government and the business community. The main pol-
icy instrument which emerged from this reflection was government support to 
enable cluster associations to play the role of «catalysts», which was clearly es-
tablished: they were to improve the overall competitiveness of their members 
through reinforced cooperation, following the triple helix approach. 

Over the course of the past twenty-five years, cluster policy has undergone vari-
ous modifications and adjustments, but its fundamental basis, supporting cluster 
associations, has remained the same. After the gradual appearance of some ten 
to twelve associations of this kind in the 1990s, the group remained relatively sta-
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ble until 2008. If we look at the more recent history, it is possible to identify two 
periods of significant change which led cluster policy to take its current form.

TABLE 3‑4 Recent developments in Basque cluster policy during two periods

I) 2008‑2012 II) 2013‑2016

Characteristics Pre‑clusters . Search for new growth 
opportunities

Transformation of management  
and adaptation to the RIS3

CLUSTER POLICY

Concept Identifying new clusters; creating inter-cluster re-
lations

Sharing management and communication with 
cluster associations; expanding participating in-
stitutions

Priority goals Indirect effect of inter-cluster relations, new in-
novation opportunities, hidden industries

Innovation, internationalisation, industry (wood, 
emerging, inter-sectoral)

Priority Pre-clusters formed from existing business asso-
ciations

Clusters and their associations were included in 
the design and definition of RIS3 strategies

Communication and coordina-
tion

Led by the Basque Government, with the sup-
port of the Basque Business Development 
Agency (SPRI)

Led by SPRI, with the support of the Basque 
Government

CLUSTER ASSOCIATIONS

Role Institutions that connect members, especially 
firms, and facilitate cooperation among them

Explicit recognition of a complementary role as 
an instrument for dialogue and mediation be-
tween the Basque Government and companies

New sector priorities New «pre-cluster» associations

2009: 
— FEAF (foundries)
— SIFE (forging)
— Food Cluster (agri-food)
— Habic (habitat and hospitality)

2010: 
— Basque Bioscience Cluster (biosciences)
— Herramex (hand tools)
— SIDEREX (iron and steel products)
— ERAIKUNE (construction)

2012:
— Langune (language)
— MAFEX (railway materials)

RIS3 areas

Core priorities:
— Advanced manufacturing
— Energy
— Biosciences/Health

Opportunity niches:
— Ecosystem
— Urban habitat
— Creative industries
— Food

Areas of focus Internationalisation, quality, technology and in-
novation, education and training

Internationalisation, technological and non-tech-
nological innovation, talent

Source: Compiled by authors.

3.3.1.1 The 2008-2012 period

In 2008, cluster policy had already been in place in the Basque Country for over 
fifteen years and there were twelve well-established cluster associations operat-
ing within the framework provided. A study on these associations carried out by 
Aranguren et al. (2009) noted that, for them, facilitating effective cooperation 
among members was the crucial challenge at that time. This report, together with 
the 2008, 2009 and 2011 editions of the Basque Country Competitiveness Report, 
identified a number of challenges facing both cluster policy and associations. These 
included:
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• Improving evaluation and visibility of the impact of cooperation.

• Improving management of the diversity among cluster members (for example, 
the needs of large firms are different from those of small firms) and working on 
the potential of the largest firms to make the most of the participation of the 
smallest.

• Encouraging the participation of the widest range of stakeholders, especially, tac-
kling the limited involvement of university and research institutions.

• Strengthening a common vision of cluster policy, so that each participant feels 
part of the system.

• Giving cluster associations a more strategic orientation and promoting greater 
dynamism among them with the aim of identifying new grouping processes in 
clusters which facilitate the diversification and modernisation of existing activi-
ties.

• Channelling widespread concern regarding internationalisation into more ex-
plicit and specific initiatives that further integrate clusters into global value 
chains. 

Partially in response to some of these challenges, the 2008-2012 period brought a 
significant change in policy, opening up to new associations —referred to as pre-
clusters— that sought to operate under a cluster philosophy. The policy thus evolved 
into a two-level programme, making it possible to also provide support for the ten 
pre-clusters added between 2009 and 2012. It was also during this period that peo-
ple began to recognise the new potential growth opportunities at the intersections 
between clusters and there were some attempts to promote greater inter-cluster col-
laboration.  

3.3.1.2 The 2013-2016 period

With a portfolio of twelve clusters and ten pre-clusters supported by cluster pol-
icy, and with the challenges identified above still largely present, a new group of 
changes were introduced from 2013. With the change of legislature, management 
of cluster policy was transferred from the Basque Government to the Basque Busi-
ness Development Agency (SPRI), where there were considerable synergies with 
other business development programmes. The changes in cluster policy undertaken 
since then have tried to take as their basis some of the specific recommendations 
made during the previous period. For example, they took into account the need 
to improve monitoring and evaluation, and to have appropriate policy responses 
based on the level of development and maturity of the different clusters and asso-
ciations. However, these changes have primarily been in response to two issues. 

Firstly, they reflected a number of general concerns about the overall effectiveness 
and efficiency of cluster policy. In part, this was linked to the increase in the number 
of cluster associations and to questions around whether it was advisable or excessive 
to distribute limited financial resources among more than twenty associations. In ad-
dition, these changes were undertaken in response to a desire to better determine 
how resources were distributed within the policy, with the aim of preferably chan-
nelling them towards those spheres in which the associations had the potential to 
make a greater impact. 

Opening up to new 
associations has 
changed cluster 
policy
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Secondly, the changes during this period were especially influenced by new require-
ments associated with the introduction of regional smart specialisation strategies. 
The process of designing and applying the RIS3 in the Basque Country (Basque Gov-
ernment, 2014c; Aranguren et al., 2016) revealed the decisive role of cluster associa-
tions in RIS3 processes. However, it also highlighted the need for differentiated ap-
proaches. In fact, one key conclusion of the Basque Country Competitiveness Report 
2015 (Orkestra, 2015b) was that each one of the three thematic priorities of the RIS3 
needed its own policy approaches with regard to clusters: 

• In energy, it was necessary to strengthen coordination among institutions and pro-
mote collaboration with other clusters. 

• In biosciences/health, the goal was to strengthen its position as a system, connec-
ting with other clusters and global value chains, and promoting greater coordina-
tion within the cluster itself, as well as between the cluster and the government. 

• In advanced manufacturing, the need was identified to adopt an approach that 
was more similar to a «platform» and to improve collaboration among clusters, es-
pecially around integrating KETs (for example, information and communication 
technology – ICT), among other things.

These issues have given rise to in-depth (and ongoing) reflection on cluster policy, in 
recognition of the fact that a more demanding and differentiated policy requires a 
series of changes in the incentives it offers, as well as a higher level of strategic intel-
ligence around the activities of the associations and their impact. In this regard, the 
2013-2016 period was characterised by institutional and organisational changes in 
communication between the public sector, or the government, and the cluster asso-
ciations, as well as modifications in the wording of the policy. In turn, these changes 
have given rise to a reflection process which has led to a reconfiguration of some 
of the existing associations. The nature and results of these changes are considered 
in the following section, with the aim of describing the current cluster policy of the 
Basque Country.

3.3.2 Present. Cluster policy in the Basque Country today

In recent years, what could be referred to as the «current cluster policy of the Basque 
Country» has gone through four major stages of development. These are described 
in the following paragraphs. Although these stages are not strictly linear and con-
tinue to interact with each other, they provide a better understanding of the current 
state of the policy. 

3.3.2.1 Map of strong points and existing opportunities

One key point of departure for the recent restructuring of Basque cluster policy was 
an analysis of the status of existing clusters and associations carried out by SPRI in 
2013. Its aim was to locate each of the existing cluster associations on a matrix based 
on: i) the level of dynamism of the clusters, and ii) the degree of maturity of the as-
sociations. In order to be included on the map, associations had to meet certain min-
imum requirements, for example, regarding their impact on the economy (combined 
revenue of members in relation to Basque GDP), their scope of activity (coverage of 
the value chain in the Basque Country) and percentage of SMEs in comparison with 
total members of the association. The initial status map obtained (see Illustration 
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requires a higher 
level of strategic 
intelligence
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3-1) was a key contribution to reflect on the changes in design and application, and 
on the monitoring and evaluation of cluster policy.   

ILLUSTRATION 3‑1 Status map of clusters in the Basque Country as a basis for policy change
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Developing firms group National champion firms group World-class firms group

Source: SPRI.

3.3.2.2 Design 

In order to redesign cluster policy, it was necessary to consider two aspects. The 
first was the desired function that cluster associations were to play. The second 
was the technical conditions which should be included in the wording of the pol-
icy in order to offer suitable incentives for these functions to be improved. In ad-
dition to the analysis of the status of clusters in the Basque Country described 
above, these reflections were based on a combination of experience in the area of 
cluster policy within SPRI and the Basque Government, a review of various reports 
and analyses prepared by Orkestra, and the context of initiatives such as a pan-Eu-
ropean cluster policy. As regards an overall vision of the function of cluster asso-
ciations in the Basque Country, the reflections resulted in the explicit formulation 
of two complementary functions which until that time had instead only been im-
plicit. Firstly, the associations constitute a tool for business competitiveness; they 
are agents which facilitate cooperation among companies and strengthen their 
competitiveness. Secondly, they serve as instruments of public policy; they support 
the government in promoting regional development and the structural transfor-
mation of the economy. 

As regards the first of these functions, the nature of cluster associations as or-
ganisations made up of members requires them to meet the needs of those 
members and provide tangible added value, in order to ensure that members re-
main so. However, one of the characteristics which define cooperation within 
clusters —which in fact provides a justification for cluster policies— is that, to a 
large extent, the value of facilitating cooperation is intangible and difficult to 

Cluster associations 
support the 
government in 
the structural 
transformation of 
the economy
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demonstrate (especially in the short term). In this regard, tensions may emerge 
between the types of activities in which cluster associations wish to participate 
in order to offer concrete benefits for which their members are willing to pay, 
and those which the policy expects them to carry out in order to bring about less 
tangible benefits in the medium and long term. The new policy aims to be much 
more explicit in this respect and only support those activities which have the 
function of facilitating cooperation with a view to tackling common challenges. 
This is conceived as a bridge between other more tangible activities which can 
be paid for out of membership dues, individual charges and funding for specific 
projects. 

As regards the second function, cluster associations produce a great deal of in-
formation about the needs and challenges of their members. They also have 
more technical or specific knowledge about the market, which they have ob-
tained through providing specific services to their members and taking part in 
projects. For the public sector, this represents a good opportunity to gain access 
to information about the market and firms, information which can be used as a 
basis for policy decisions, not only in relation to cluster policy, but also in other 
spheres (for example, innovation policy, infrastructure provision, etc.). There-
fore, explicit acknowledgement of this second function of cluster associations is 
a promising step, as it goes beyond the simplistic and linear conception which 
divides stakeholders into those responsible for policy and the recipients of this 
policy. What is more, it also raises a challenge, as it makes it necessary to assim-
ilate and balance both functions, and requires the actions of all parties (mem-
bers, associations and SPRI or Basque Government) to be aligned. For example, 
as regards SPRI or the government, in order to take full advantage of cluster as-
sociations as allies in promoting regional development, there would need to be 
a common policy approach. This would need to include certain carefully devel-
oped mechanisms which allow the flow of information gathered through inter-
actions with associations in other political spheres and at other levels of govern-
ment (provincial councils, local development agencies, etc.). The essential role 
which many cluster associations are playing by gathering and communicating 
the opinions of their members within the framework of the working groups cre-
ated to explore each of the RIS3 priorities in depth, is today an important test 
bed for improving this second function.

As regards the incentives which could be offered so that cluster associations carry 
out their established functions, new wording has been devised for the policy, 
specifying the conditions required for associations to gain funding. The new pol-
icy establishes three types of basic requirements in order to receive funding as a 
cluster association. Firstly, it must be determined whether the association fulfils 
both functions set forth in the policy. Secondly, the association must meet a set 
of minimum criteria established regarding membership, field of activity, size and 
characteristics of the cluster. According to the third requirement, the association 
must develop and approve a strategic plan which identifies common challenges 
that can be tackled through cooperation and which constitutes a basis for the as-
sociation’s facilitation actions. 

The new cluster 
policy looks to 
only support 
those activities 
which facilitate 
cooperation for 
solving common 
challenges

Three basic 
conditions have 
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cluster associations 
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IILLUSTRATION 3‑2 Requirements for recognition as a cluster association under the policy

Fit with the cluster 
concept for the purpose of 

the policy 

• The principal mission is to improve the 
competitiveness of its members by 
means of cooperation, meeting the 
needs of the different stakeholders, 
while also fulfilling the requirements of 
Basque Government policies 
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stakeholders, and other organisations 
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institutions ... 

• … from a complete value chain that 
encompasses at least the entire 
Basque Country and targets an end 
market or a segment of that market 

• The organisation operates in strategic 
areas of internationalisation, 
technological innovation and business 
innovation, talent … 

• They are aligned with the specialisation 
priorities and/or opportunity niches 
contained in the RIS3 

• The stimulus organisation is a not-for-
profit legal entity 

Access to the 
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support 

programme 

Fulfilment of minimum 
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• Scope: 
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chain(s) 

• Geographic area covered: 
Basque Country as a minimum 
with members from all historic 
territories 

• Minimum size 
• Turnover/GDP > 1% 
• Jobs %/total 
• Exports %/total 

• Presence of economic driver firms, 
SMEs (especially small firms) and 
sci/tech stakeholders 

• Positive evaluation of the strategy 
by the Basque Government, need 
for stimulus, and capacity of the 
organisation and member firms 

Approval of Strategic Plan 

• The Strategic Plan must identify 
common challenges, responses to 
which are proposed based on 
cooperation … 

• … in strategic areas of 
internationalisation, technological 
innovation, business innovation, 
and others such as education and 
training … 

• … representing an ambitious plan 
with a suitable level of 
participation in its preparation … 

• … and reflecting on the positioning 
of the group with regard to national 
priorities 

The strategic reflection must 
provide a clear response to 
the elements required of the 
stimulus organisation and the 

member firms as a whole 

Source: SPRI.

3.3.2.3 Application

In the area of application, the most important change is that the policy has become 
more selective in terms of the suitability and amount of funding provided to cluster 
associations. Total funding for the policy has remained relatively stable at some two 
and a half million euros, which are distributed among the cluster associations to co-
finance appropriate cooperation activities and which are explicitly recorded in their 
annual plans. The shift from the Basque Government to SPRI involved changes in the 
cluster policy management team, but the principle of having an exclusive liaison for 
each cluster has been maintained.

In operational terms, there are two essential documents which cluster associations 
must submit to SPRI: a strategic plan for a period of between three and five years 
and an annual action plan. These documents have several purposes: they facilitate 
the development of a shared long-term vision of the cluster associations for their 
members and for the territory as a whole; they provide structure and balance for 
carrying out activities; and they serve as a basis for decision-making around public 
funding for each cluster. 

1. Strategic plan. This lays out the long-term strategic vision for the progress of the 
cluster association. Specifically, it analyses the status of the cluster and the num-
ber of members, establishes long-term areas of action with defined aims, indica-
tors and completion periods, and sets out a financial proposal for the anticipated 
resources. Depending on the cluster, these plans are prepared for a period of bet-
ween three and five years.

2. Annual action plan. This is a short-term document which specifies the cluster 
association’s activities for the upcoming year of operations. It includes indicators 
which reflect the current membership and presents activities, indicators, timelines 
and financial proposals for the year in question. 
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SPRI uses the annual action plan as a basis for making decisions regarding the alloca-
tion of public funds to support the association’s activities. A preliminary evaluation 
of these plans takes the following criteria into account: 

• Consistency with the strategic plan.  

• Fit with RIS3 priorities for the Basque Country. 

• Justification for the financial resources available and required. 

• Participation of cluster members in activities. 

• Types of activities and services proposed.

Application of this new policy has led to a re-examination of the operations of some 
of the cluster associations. For example, several of them do not meet the minimal 
criteria established in the new policy design, especially with regard to their size and 
field of activity. As a result, mergers or partnerships have been suggested which in-
corporate new value chains or areas of operation, and which match the nature of 
the proposed activities. Specific examples of changes which have resulted from appli-
cation of the new policy include the following:

• ESKUIN (industrial supply) merged with AFM (advanced manufacturing).

• EIKEN (audiovisual) incorporated LANGUNE (language) and other sector associa-
tions in creative fields in order to evolve and form a digital and creative content 
cluster.

• AFV (foundries) merged with FUNDIGEX (foundry exports).

• UNIPORT (Port of Bilbao) formed a federation with MLC-ITS (mobility and logis-
tics).

Despite the fact that application of the cluster policy did not represent a radical 
transformation, it is clear that the progressive changes are helping to bring about 
an evolution in the outlook of the cluster associations (see Table 3-5 for the cur-
rent situation). As stressed in previous editions of the Basque Country Competi-
tiveness Report, flexibility and dynamism are undoubtedly important for prevent-
ing institutional inertia and ensuring that associations reflect the current makeup 
of the Basque economy and can respond to changes in its trajectory. Nonetheless, 
this process has not been without its tensions, as well as concern that redesigning 
the policy based on a relatively top-down model, combined with a strict interpreta-
tion of some of the indicators currently used, could give rise to counter-productive 
changes in behaviour among associations. For example, if size and field of activ-
ity are binding requirements and key determinants of funding potential, associa-
tions may devote energy to trying to expand their scope, rather than focusing on 
such activities as inter-cluster collaboration. Tensions of this kind which emerge 
during policy changes are to some extent inevitable, as crafting a suitable policy is 
a process which requires ongoing reflection and adaptation among the stakehold-
ers involved. In fact, they highlight the vital role which monitoring and evaluation 
can and must play, not only as accountability mechanisms, but also as mechanisms 
of communication, collective intelligence and learning among SPRI or the Basque 
Government and cluster associations. 

Implementation 
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the operations of 
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TABLE 3‑5 Overview of Basque cluster associations in 2017

Cluster Association Website Area of Economic 
Activity

Turnover 
from the 
Basque 
Country 

(million €), 
assoc .

Exports from 
the Basque 

Country 
(million €), 

assoc .

Number 
of Firms in 
the Basque 

Country, 
assoc .

Number 
of Jobs in 

the Basque 
Country, 

assoc .

HEGAN: Basque Country 
Aeronautics and Space 
Cluster

www.hegan.com Aeronautics 906 574 45 4,225

Basque Food Cluster www.clusteralimentacion.com Food 1,639 307 72 5,234

ACICAE: Basque Auto-
motive Cluster www.acicae.es Automotive 14,800 13,300 120 24,102

Basque Health Cluster www.basquebiocluster.com Biohealth 361 103 32 1,611

ERAIKUNE: Construction 
Cluster www.eraikune.com Construction 1,567 318 67 6,586

EIKEN: Basque Audiovis-
ual & Digital Content www.eikencluster.com Digital content 792 21 126 6,085

Energy Cluster www.clusterenergia.com Energy 43,998 10,584 352 13,348

MAFEX: Spanish Railway 
Association www.mafex.es Railway equipment 1,800 1,450 34 11,700

Foundry Association of 
the Basque Country and 
Navarre

www.feaf.es Foundries 1,206 809 55 7,188

HABIC www.habic.eus Habitat, wood, of-
fice and hospitality 1,320 457 115 5,585

Basque Maritime Forum www.foromaritimovasco.com Maritime industries 2,645 1,952 238 12,720

ACLIMA: Basque Cluster 
Association of Environ-
mental Industries

www.aclima.net Environment 1,818 400 90 4,700

Basque Paper Cluster www.clusterpapel.com Paper 1,043 554 33 2,190

SIDEREX www.siderex.es Iron and steel prod-
ucts and facilities 3,162 1,985 49 13,313

AFM: Advanced Manu-
facturing Technologies www.fm.es Machine tools and 

components 1,370 856 128 5,580

GAIA www.gaia.es EICT 3,085 1,160 247 11,450

BCML: Mobility and Lo-
gistics Federation of the 
Basque Country

Transport, mobility 
and logistics 22,887 6,846 230 139,629

Source: Aggregated data from firms and provided by associations for the 2017 Industrial Observatory - and compiled by authors.

3.3.2.4 Monitoring and evaluation 

There is a broad consensus regarding the fact that monitoring and evaluation have 
been weak points in the Basque Country’s cluster policy (Aranguren et al., 2014), and 
in competitiveness policies in general (OECD, 2011b; Morgan, 2013). In fact, one of 
the initial barriers when reflecting on the new policy design is that the policy had 
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not included systematic monitoring and evaluation. Therefore, reflection depended 
on the tacit knowledge of political leaders, together with a group of ad hoc studies 
(Ahedo, 2004; Aranguren et al., 2008, 2009, 2014, 2015; Aragón et al., 2010, Aragón, 
Aranguren, Diez, Iturrioz y Wilson, 2014; Aragón, Aranguren, Iturrioz y Wilson, 2014; 
De la Maza et al., 2012) and a new study commissioned to analyse the status of each 
cluster association. 

Having acknowledged this weakness, one key characteristic of the 2013-2016 pe-
riod was the continual improvement of a system for collecting and organising 
data within SPRI, which serves to support systematic monitoring and evaluation 
of the policy. This system currently includes before and after evaluation data for 
the cluster association annual action plans, which classify and quantify the actions 
they have planned, as well as data on the specific projects funded by SPRI in which 
members of the clusters have taken part. Beginning in 2017, there are also plans 
to conduct a study of cluster members to determine their perceptions around as-
sociation activities and the policy.

In any event, a system for collecting data such as this only constitutes one contri-
bution to what might be called policy learning or a process of developing strate-
gic intelligence around the policy. If the aim is to use the information effectively in 
order to generate policy learning among all stakeholders involved —Basque Gov-
ernment, cluster associations and cluster members— then channels of communica-
tion and interaction are crucial. To this end, it is necessary to strengthen channels 
of communication between SPRI and cluster associations, both individually and as a 
group. 

In the first case, there are solid foundations. The SPRI cluster management unit 
has ten liaison managers, each of whom has been assigned as a direct point of 
contact for a specific cluster and regularly takes part in meetings and activities 
with cluster associations. Each of these managers also has other responsibili-
ties within SPRI, thus establishing a natural link between their knowledge about 
what happens in the clusters and other broader SPRI activities and programmes. 
As regards the group, 2015 marked the celebration of the first Annual Cluster 
Day in the Basque Country. This was repeated in 2016 and is again planned for 
2017. These events —together with intersessional workshops organised by SPRI 
and Orkestra— have created spaces to discuss emerging questions of shared in-
terest within the framework of the policy. They have been used in 2016, for ex-
ample, to open up discussions around competitive monitoring/foresight and 
around how to design a common survey to gauge the perceptions of cluster 
members. It will be important to consolidate these spaces and ensure that they 
represent trusted and productive forums for multi-directional dialogue around 
common challenges. 

Although monitoring, evaluation, and perhaps «strategic intelligence» related to 
cluster policy remain a work in progress, important steps have been taken in the 
last few years towards establishing the basis for what might be termed «transfor-
mative evaluation» (Aranguren et al, 2017b). The involvement of SPRI in inter-
national initiatives such as the Clusters3 INTERREG project and the Cluster Policy 
Evaluation Working Group of The Competitiveness Institute (TCI Network) have 
also been particularly important in advancing in the evaluation and policy learn-
ing agenda.

Improvements 
have been made 
in collecting 
and organising 
data to support 
monitoring and 
evaluation of the 
cluster policy

Important steps 
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for transformative 
evaluation
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3.3.3 Other experiences: learning from and with others

In the context of the rapid development and interrelationships within which poli-
cies supporting regional competitiveness are designed, implemented and evalu-
ated, the concept of policy learning becomes extremely important. Nauwelaers 
and Wintjes (2008) suggested that this policy learning can be obtained from the 
experiences of political leaders (intra-organisational learning), the experiences 
of others in the system (inter-organisational learning) or experiences in differ-
ent systems (inter-system learning). The discussion in the previous section high-
lighted the first two, but the latter should not be ignored. Without a doubt, the 
key characteristic of competitiveness policies specific to a place is that the knowl-
edge necessary to create suitable institutions and policies is obtained through in-
teractions among stakeholders within and outside the territory (Barca, 2009). The 
challenges faced by cluster policies undoubtedly also occur in other locations and 
there is much to gain from exchanging practices and ideas in order to learn from 
them. 

In recent years, one of the key areas of learning for cluster policy has been the 
relationship between clusters and regional smart specialisation strategies (RIS3). 
With the increased popularity of these territorial strategies (Valdaliso and Wilson, 
2015), throughout Europe there has been a great deal of reflection around how 
cluster policies fit into the design and implementation of the RIS3 (Aranguren and 
Wilson, 2013; European Commission, 2013). As we have already seen, these reflec-
tions are shaping the cluster policy of the Basque Country. And they do so in the 
midst of recognition of the importance of policy learning with and from other re-
gions. In fact, SPRI and the Basque Government, together with regional stakehold-
ers, which include numerous cluster associations, have been very proactive when it 
comes to participation in the most prominent European networks in the areas of 
the RIS3, clusters and industrial renewal (Table 3-6 includes three examples in this 
regard). 

Participation in such international projects bodes well for the Basque Country’s 
ability to keep up-to-date on trends and challenges, both present and future, re-
lated to clusters and cluster policy, and to maintain its reputation as a leader in this 
sphere. The analysis of recent developments in these projects, together with partic-
ipation in other related forums and debates (TCI Network global conferences, Eu-
ropean cluster conferences, workshops on policies in different regions, etc.), has 
allowed us to identify a number of common themes which make up present and 
future challenges for cluster policies and associations. Within each of these key 
themes there is a series of questions frequently posed by political leaders and clus-
ter stakeholders. Finding answers to these questions is a task which, together with 
the response to the issues identified in previous sections, will shape cluster policy in 
the Basque Country over the next five to ten years. 

The Basque 
Country has been 
very proactive 
when it comes to 
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RIS3, clusters and 
industrial renewal
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TABLE 3‑6 Selected international policy learning initiatives

Initiative Key policy learning areas

Leveraging cluster policies for successful imple-
mentation of RIS3 (CLUSTERS3) 

—  PINTERREG Europe programme, 2016-2020
—  Nine partners from seven EU regions that in-

clude a broad range of territories, led by SPRI.

http://www.interregeurope.eu/clusters3/

—  Analysing instruments for modernising clus-
ter policies within the framework of the suc-
cessful implementation of RIS3. 

—  Exchanging mechanisms for the improve-
ment of institutions, cluster policies and the 
outlook of the RIS3 which strengthen com-
petitiveness and territorial growth.

—  Learning about cluster policy and RIS3 
through policy learning events and docu-
ments, identifying good practices and peer 
review.

—  Preparing action plans which lead to imple-
menting what has been learned in policy. 

—  Generating knowledge on cluster policies 
and RIS3 for a wider audience.

Interclustering programme
—  Aquitaine – Basque Country cooperation pro-

gramme, 2013-2016
—  Cooperation among partners in Aquitaine 

and the Basque Country, led by Bihartean 
(cross-border chamber of commerce) and 
Orkestra.

http://www.orkestra.deusto.es/es/actualidad/no-
ticias-eventos/noticias/1108-experiencia-coopera-
cion-trasnfronteriza

—  Promoting and developing collaboration 
practices for clusters in the cross-border area 
after identifying collaboration opportunities. 

—  Obtaining broad participation among cross-
border stakeholders, including clusters, local 
development agencies, firms, various types 
of associations and government bodies.

—  Carrying out specific analyses of the cross-
border area to provide context which gives 
rise to identifying ideas for collaboration. 

—  Identifying and promoting bilateral collab-
orations in common spheres, such as bio-
health, maritime, aerospace, agri-food, con-
struction and wood, and machinery and 
energy. 

—  Laying the foundations and working towards 
a later project with inter-regional fund-
ing that explores cross-border cooperation 
among companies in depth within the con-
text of open innovation.

The Competitiveness Institute (TCI) Cluster Evalu-
ation Group

—  International working group put together by 
TCI Network, 2013-present

—  A flexible working group that has involved 
more than fifty cluster policy profession-
als and academic experts from around the 
world. 

http://www.tci-network.org/evaluation

—  Learning around cluster evaluation and shar-
ing what is learned with the general public.

—  Expanding the collaboration framework, 
stressing the need to focus on the more 
qualitative and least significant elements, 
which include the benefits of greater trust 
and collaboration, as well as the process of 
change.

—  Developing overall frameworks and sharing 
different techniques for demonstrating the 
value of collaboration and return on invest-
ment.

—  Formulating a «perfect cluster evaluation 
framework», a set of principles to guide 
cluster evaluation and an evaluation tem-
plate to discover the perceptions of cluster 
members.

Source: Compiled by authors.

http://www.interregeurope.eu/clusters3/
http://www.orkestra.deusto.es/es/actualidad/noticias-eventos/noticias/1108-experiencia-cooperacion-trasnfronteriza
http://www.orkestra.deusto.es/es/actualidad/noticias-eventos/noticias/1108-experiencia-cooperacion-trasnfronteriza
http://www.orkestra.deusto.es/es/actualidad/noticias-eventos/noticias/1108-experiencia-cooperacion-trasnfronteriza
http://www.tci-network.org/evaluation
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TABLE 3‑7: International perspectives on the next steps for cluster policy

Key themes Some frequently asked questions

Cluster policy

The role of clusters in industrial 
modernisation and transformation

—  How do we identify and study emerging industries?
—  How do we strengthen mature industries, for example, by combining manufacturing and 

services (servitisation)?
—  How do we study KETs and inter-sectoral links to generate innovation in products and serv-

ices or create and become part of new value chains?
—  How and where to create effective spaces or platforms for bringing together key players from 

different industries and promote the development of various related paths?
—  How do we leverage local cluster dynamics to modernise positions in global supply chains?

Multi-level governance and policy 
funding

—  How do we involve the different levels of government to ensure considerable multi-level par-
ticipation when it comes to tackling a wide range of existing or potential cluster initiatives?

—  How do we improve the way policy learning is generated based on existing good policy prac-
tices?

—  What departments should be included and who should lead inter- and intra-institutional co-
ordination?

—  What type of leadership models best strengthen multi-level coordination? 
—  How do we involve financial institutions so that they offer active participation and support 

for cluster initiatives and stakeholders?

Nexus of clusters and the RIS3 —  How do we identify specific instruments based on the context for custom policies which combine 
the priorities of clusters and the RIS3?

—  How do we achieve a cluster policy that is both broad and specific enough for the different clusters 
(wood, emerging, etc.), industries and fields of the RIS3?

—  How do we ensure the commitment of the four elements of the quadruple helix (including civil soci-
ety) to cluster initiatives that support the development of the RIS3?

Evaluation and policy learning —  How do we harmonise different approaches to evaluation and policy learning in different 
cluster and cluster policy contexts?

—  How do we centralise evaluation of cluster policy without monopolising it?
—  How do we define the indicators which truly reflect the impact of the policy (including its 

most qualitative elements)?
—  How do we shift from evaluation as an instrument of control to evaluation as a tool for stra-

tegic intelligence focused on policy learning?

Cluster associations

Generating cluster association ca-
pabilities

—  How do we analyse the opportunities available to cluster associations beyond their members, 
with the aim of maximising their importance among cluster stakeholders that are not mem-
bers?

—  What resources exist to strengthen the dynamism of clusters? 
—  How do we find a balance between scaling up and scope?
—  What type of new competencies do cluster managers need to increase the capabilities and 

dynamism of their cluster association?
—  How do we successfully and effectively manage the complexities of clusters and the RIS3?

Membership and incentives —  How do we balance public-private funding of cluster associations and ensure that this balance is 
sustainable over longer periods of time?

—  How do we disseminate the knowledge and good practices developed within cluster associations 
among a broader group of territorial stakeholders?

Inter-cluster cooperation (internal 
and external)

—  How do we reinforce cooperation among cluster associations within and outside their main 
territories with the support of the new pan-European collaboration platforms and funding 
schemes?

—  How do we focus the inter-cluster cooperation of associations on specific firms and projects?
—  What type of competencies and activities are needed to further facilitate inter-cluster cooper-

ation in new industries, clusters and territories?

Source: Compiled by authors.

3 .4 Conclusions

This chapter began by making a clear distinction between clusters as a natural 
socioeconomic phenomenon and cluster policy as the set of actions intended to 
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support the emergence and consolidation of the dynamics of cooperation that 
strengthen clusters. In relation to the clusters based on economic activity, the anal-
ysis in the first part of the chapter showed that, despite the fact that added value 
increased in virtually all areas, the economic crisis is continuing to have an impact 
on jobs and the export performance of clusters. Although the most recent data 
promise a more positive outlook, until 2014, the employment rate continued to 
drop in the majority of export cluster categories, even in those clusters where the 
level of specialisation increased in comparison with Europe. This situation is par-
ticularly obvious in the large clusters, such as automotive, metal manufacturing 
and metalworking, which have for so long constituted the backbone of the Basque 
economy. Although these clusters also reported losses in global export share dur-
ing the 2009-2015 period, the trend in recent years (2013-2015) reflects positive 
growth. In addition, the employment rate is rising in certain notable clusters, in-
cluding production technology and heavy machinery, business services, and educa-
tion and knowledge creation. 

Therefore, the statistical map gives an overall impression of an economy in transi-
tion, in which some traditional clusters are in decline, while others are improving 
their efficiency and maintain their level of international competitiveness. 

The exercise of producing maps like the ones included here cannot provide con-
crete answers to the challenges of industrial competitiveness, nor do they make it 
possible to predict the future, and they are extremely limited by the data on which 
they are based. Nonetheless, not only do they offer a practical point of reference 
for considering trends in cluster activity, but they also provide an essential context 
for questions around policy. The second part of the chapter focused specifically on 
the cluster policy of the Basque Country, which has undergone a large number of 
significant, not to say radical, changes in recent years. 

Previous editions of the Basque Country Competitiveness Report highlighted sev-
eral of the challenges related to cluster policy. However, the present analysis sug-
gests that progress has been made with regard to some of them. Thus, opening 
up this policy to pre-clusters was a response to requests to expand standards in 
the face of the emergence of new clusters. For their part, the recent changes in 
the policy have led to reflection among associations and given rise to mergers and 
reconfigurations. Despite the fact that this process is still underway and has natu-
rally created some tension, it has injected some dynamism into this policy. 

In addition, the most recent changes have been made in the context of a clearer 
identification of the roles of associations and distinction between activities that 
fall under the policy and those that don't. All of the above has been accompa-
nied by attempts to systematise monitoring and evaluation of the policy, in re-
sponse to another of the most common recommendations. In this regard, it is 
clear that significant progress has been made and further advances are planned. 
The commitment to international policy learning networks also plays a vital role 
in this area. Looking to the future, and in order to maximise the impact with re-
gard to policy learning, it will be crucial to ensure good channels of communi-
cation with associations (and their members), so that the strategic intelligence 
process that surrounds cluster policy is in fact shared. 

Employment 
rates have risen 
in clusters such 
as education 
and knowledge 
creation
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Additionally, there are issues which are more difficult to tackle, such as concerns re-
garding the frequency with which small firms are excluded from association activi-
ties, compared to high levels of participation among large and medium-sized firms, 
as well as the limited level of commitment to cluster activities shown by the univer-
sity or research component of the triple helix. Despite notable exceptions, gener-
ally speaking, more attention should be paid to the recommendations of the 2011 
report, which urge an understanding of the different types of global value chains 
of which the various clusters are part and a response to them. The two challenges 
are connected, as greater understanding of the importance of positioning in global 
value chains and the opportunities for improvement they offer could serve as a point 
of convergence so that large and medium-sized firms can make the most of the par-
ticipation of small firms.

All of the reports discuss the need to improve inter-cluster collaboration, in both 
the Basque Country and Europe, an issue which continues to represent a chal-
lenge. Mention must be made of another sphere in which Basque stakeholders are 
involved, various international policy learning initiatives, from which the region 
should reap significant benefits in this area at the pan-European and cross-border 
level. Both the RIS3 process and the complete commitment of cluster associations 
to priority working groups serve as a stimulus for progress on inter-cluster collab-
oration within the Basque Country. In this regard, cluster associations are adopt-
ing a strategic and proactive orientation within the framework of the RIS3, acting 
as intermediaries between a developing regional strategy and the knowledge and 
interest of their own members. In addition, in accordance with a recommendation 
in the 2015 report, various approaches to the different thematic priorities are be-
ginning to emerge. These include, for example, recognising an approach which 
more closely resembles a «platform» or «metacluster» in the advanced manufac-
turing priority. 

By combining the analyses in both sections of the chapter with the international per-
spectives on the key themes set out in Table 3-7, we identify five elements which 
could shape Basque cluster policy in upcoming years. These are:

1. Encouraging the participation of small firms in cluster activities remains one of 
the fundamental challenges. 

2. Modernising the clusters in order to generate more added value and ensure that 
they remain competitive will require highly detailed knowledge of their positio-
ning in global value chains, as well as the technological and market trends which 
shape the development of these chains.

3. It is likely that multi-level coordination policy will take on greater importance, es-
pecially if the trend towards the emergence of more localised clusters becomes 
established in upcoming years. 

4. The benefits of better leveraging the strategic intelligence developed within the 
framework of cluster policy in order to feed other spheres and policy levels will 
be significant.

5. The search for ways to facilitate more effective inter-cluster collaboration will be 
crucial, as the boundaries between them continue to shift, and markets and tech-
nologies evolve.

In the Basque 
Country cluster 
associations 
participate 
strategically and 
proactively in the 
RIS3
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The next stages in the RIS3 process will provide a context for the above issues, as this 
process will most likely continue to require cluster associations to play an important 
role as intermediaries. Therefore, it is crucial for both associations and policies to 
be flexible enough so that institutions can adapt to the needs of firms and regional 
strategy as they evolve.
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4 
Energy,  
a strategic sector

4 .1 Introduction 

Globalisation has made national economies more vulnerable to a greater number of 
elements. This is especially true in the case of the energy industry, where changes in 
its environment (international, national, regional and local) frequently have an im-
pact. These include the four described below.

Energy policy and regulation is one element which varies over time and has a signifi-
cant influence on the energy industry. Both policy and regulation seek to solve prob-
lems and guide the future of the industry.

In relation to this element, the situation in the electricity industry was delicate in 
2013, as it was running a tariff deficit which came to total as much as 30 billion eu-
ros and appeared to be a chronic problem. The long-term inviability of this situation 
led to regulatory reform of the industry, which took the form of Act 24/2013 on the 
Electricity Sector and an entire set of legislation to resolve the key existing difficul-
ties. 

The integration of energy markets into the single European market, together with 
the November 2016 «Winter Package»,27 has given rise to a period of reflection for 
the development of new guidelines within the EU. These guidelines will probably af-
fect the Spanish energy industry, and therefore, that of the Basque Country as well. 

Another factor impacting the industry is environmental sustainability in the context 
of energy transitions (in Germany and France, for example) to low-carbon econo-
mies. In this regard, we can see that the fight against climate change and decarbon-
ising the economy is now an international commitment.

The Conference of the Parties (COP-21), held in Paris in 2015, was a major mile-
stone in this regard, with 95 countries signing the first binding global agreement  
on the climate, which came into force in November 2016 (European Commission, 
2016). The Basque Government joined the COP-21 with the following commit-
ments: to improve the competitiveness and sustainability of industry, to reduce oil 
consumption and dependence, to increase the use of renewable energies (RES) in 

27 This contains a package of measures to keep the EU competitive and promote the clean energy transition. The 
Clean Energy for All Europeans legislative proposals cover energy efficiency, renewable energy, the design of 
the electricity market, security of electricity supply and governance rules for the Energy Union. In addition, the 
Commission proposes a new strategy for connected and automated mobility. The package also includes ac-
tions to accelerate clean energy innovation and to renovate Europe’s buildings.

New EU guidelines 
on energy will 
affect the Basque 
energy industry
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public buildings, to make use of biomass from the primary sector and to focus the 
technology sector on energy. In addition, there was a commitment to reducing 
greenhouse gas emissions (GHG) by 40% of 2005 levels by 2030, and 80% by 2050 
(these can be seen in Box 4-1).

BOX 4‑1 Greenhouse gas emissions (GHG) in the Basque Country

Energy sector emissions have been reduced considerably since 2000 (which 
was when the highest level of GHG emissions was reached [Ihobe, 2015]). This 
is primarily due to the closure of conventional power plants (fuel oil and coal) 
and, in recent years, the decrease in use of combined cycle plants. Graph 4-1 
shows emissions by sector28, together with energy consumption level. Indus-
try and transport are the main energy consumers and are in turn the top GHG 
emitters.

GRAPH 4‑1 GHG emissions and energy consumption by sector (2014)
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28 Emissions for industry include emissions by the industrial, energy and waste sectors.
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The third determining factor, energy geopolitics, poses considerable challenges for 
the industry. These generally have an impact on energy prices (which can affect the 
competitiveness of the energy consumption economy) and security of supply. Con-
flicts between producing and consuming countries and decisions by organisations 
such as the Organization of the Petroleum Exporting Countries (OPEC) also have an 
influence on energy prices.

Lastly, technology and the speed with which it moves forward is another element 
which may change the energy outlook. Some technological advances in recent 
years have had an economic impact (for example, the fall in prices for photovoltaic 
installations), while other have resulted in increased production or an improve-
ment in energy efficiency.

These aspects must be taken into consideration when analysing the Basque energy 
industry, as it cannot distance itself from them. For this reason, the three main ac-
tion areas on which the Basque Government is working with regard to energy are 
Basque energy strategy with an eye to 2030, analysis of energy costs, and the in-
dustrial energy sector as a smart specialisation strategy (RIS3) priority.

All of the above is in line with some of the main challenges identified for the in-
dustry in previous reports. These include, for example, improving the infrastruc-
ture for integration of the energy system, coordinating industry stakeholders and 
developing strategies which promote the strengthening of firms and their posi-
tioning.

4 .2 3E‑2030 Strategy

The Basque Government has considered energy an important factor since the begin-
ning of self-government and has already developed six strategies in this area. These 
strategies have sought to adapt to the energy reality at that time. The latest, known 
as the 3E-2030 Strategy, was approved by the Basque Government in July 2016 and 
has quite a few similarities to the previous strategy, 3E-2020. 

The energy strategies have been coordinated with other policies implemented in the 
territory (for example, those related to climate change and sustainable mobility), in 
Spain and in the European Union (such as technological development and climate 
change policies). To give an example, many of the aspects provided for in the latest 
Basque strategy are related to issues which the EU has proposed in its Energy Union, 
such as energy intensity in transport and buildings, greenhouse gas emissions and 
development of renewables. Table 4-1 shows the targets and main action areas of 
the 3E-2030 Strategy.

Geopolitics and 
advances in 
technology may 
change the energy 
outlook
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TABLE 4‑1 Action areas of the 3E-2030 Strategy

• Achieve primary energy savings of 1250 ktoe a year, which would 
mean a 17% savings in 2030. Improve energy intensity by 33%. 

• Reduce oil consumption by 790 ktoe by 2030, 26% compared to 
the business-as-usual scenario. To do so, emphasis will be placed 
on the progressive decoupling of the transport sector and the use 
of alternative vehicles.

• Strengthen the use of renewables by 126% to reach 966 ktoe by 
2030, with renewables accounting for 21% of final consumotion.

• Increase the contribution of cogeneration and renewables to 
electricity generation, so that they account for 40% in 2030, 
compared to 20% in 2015.

• Strengthen  the competitiveness of firms and science and 
technology stakeholders by promoting nine priority areas of 
research.

• Contribute to climate change mitigation by reducing CO2 by 3 Mt.

• Obtain the commitment of Basque public administrations to reduce 
energy consumption by 25% in 10 years, develop renewables in 
25% of their buildings and incorporate alternative vechicles for 
transport.

3E-2030 Targets Action areas

• Improve the energy competitiveness and sustainability of Basque 
industry.

• Decrease oil dependence in the transport sector.

• Reduce energy consumption and increase the use of renewables in 
buildings and homes.

• Encourage Basque public administrations to be more efficient in 
terms of energy.

• Promote efficiency and exploitation of existing resources in the 
primary sector.

• Stimulate renewable electricity production.

• Supervise energy supply infrastructure and markets.

• Guide technological development in the area of energy.

Source: Compiled by authors based on Basque Government (2016a)

This last strategy is also closely linked to other Basque Government strategies and 
policies. Clear examples of this include the Basque Country’s Sustainable Mobility 
Master Plan 2020; the Science, Technology and Innovation Plan (PCTI-2020); and Cli-
mate Change Strategy 2050. Coordination is such that, for example, some of the ac-
tion areas in the 3E-2030 Strategy are similar to the 2050 targets contained in the cli-
mate change strategy. 

Furthermore, the provincial councils have proposed actions that are in tune with 
these strategies. One example of this is the education for sustainability action pro-
gramme in Bizkaia 2020,29 which includes actions related to sustainable mobility.

4 .3 Energy and industrial competitiveness

In the Basque Country, industry has traditionally been the top energy consuming 
sector, and it represents 41% of the total, unlike other territories, where the per-
centage is lower. This figure has remained the same since 2000, except for a slight 
increase in the share of transport and a small reduction in that of industry (Eustat, 
2016a), (Basque Government, 2016a). This is due to the fact that Basque industry 
largely specialises in energy-intensive sectors, such as metalworking, non-metallic 
minerals (glass and cement), paper and rubber. Thus industry and transport are the 
main energy consuming sectors (together, they consume 77% of the total). 

As a result of this and growing international competition, the price of energy may 
become an additional barrier to competitiveness for the Basque industrial sector, 
even more so as the internationalisation of the sector increases and firms compete 
with others located in relatively nearby territories with lower energy costs. However, 
it is also true that there are other factors which have a considerable influence on in-
dustrial competitiveness.30

29 Provincial Council of Bizkaia (2015).
30 For further information, see Díaz, Larrea, Kamp and Álvarez (2016).

The 3E-2030 
Strategy is 
closely related 
to other Basque 
Government 
policies and 
strategies



133

energy, a strategiC seCtor 

GRAPH 4‑2 Sectoral distribution of energy consumption in the Basque Country (2014)
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4.3.1 Variation in energy prices31

Crude oil is an energy source whose price is a benchmark not only for its derivatives 
(essential for transport), but also for other energy sources, such as gas, for example.

GRAPH 4‑3 Variation in crude oil prices
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31 The graphs show data up to 2015–2016. However, there have continued to be changes in the early months of 
2017.

The price of crude 
oil is a benchmark 
for both its 
derivatives and 
for other energy 
sources



134

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

For its part, gas has become a very important energy source in the energy matrix of 
the Basque Country, as mentioned earlier. Its price, which until the early 21st century 
had remained relatively stable (between one and five dollars per million Btu —Brit-
ish thermal units—), is now quite volatile. In addition, since 2005, the differences in 
the price of supply have increased significantly from country to country. The devel-
opment of an integrated gas market could reduce the price volatility of this fuel (see 
Box 4-2).

GRAPH 4‑4 Variation in gas prices
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BOX 4‑2 MibGas and the Iberian Gas Hub

Trading on the Iberian Gas Market (MibGas) began in 2016. As a result, there is 
expected to be a profound change in the gas market on the peninsula —which 
had previously been based on oil indexing formulas and other services— with an 
impact on price calculations and the emergence of new business types.

MibGas and the Iberian Gas Hub31 have reached an agreement to form a group 
in order to operate in the Spanish secondary market for natural gas. Thus, Mib-
Gas will develop the short-term market and the Iberian Gas Hub will act as the 
reference agent in the over-the-counter market (OTC), specialising in products 
with logistical flexibility, brokering the sale of natural gas and liquefied natural 
gas, and providing services to operators in the gas system (Raso, 2016).

32 Led by the development company Bilbao Gas Hub, S. A., the hub seeks to develop a gas market on the pe-
ninsula, in line with the South Gas Regional Initiative and Gas Target Model. Its shareholders are Enagás 
Internacional, S.L., Kartera 2, S.L. (part of the Kutxabank group), Criteria Caixaholding, Ente Vasco de la 
Energía,  Institut Català d'Energia (ICAEN), Gas Natural and Iberdrola. Since 2014, the project has also in-
cluded the participation of EDP-Energías de Portugal, S.A.; Endesa, S.A.; E.ON España, S.L.; Nexus Energía, 
S.A.; Repsol LNG Holding, S.A. and Bolsas y Mercados Españoles; Sociedad Holding de Mercados; and Siste-
mas Financieros, S.A.

Gas has become an 
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Electricity plays a very important role in domestic and industrial energy consumption, 
and it is expected that in the future it will perform a crucial role in the decarbonisa-
tion of the economy in general, and transport in particular. Final electricity prices for 
Spanish industrial consumers have been more stable than other energy sources, but 
are trending upward, according to Eurostat data. In addition, despite the reform and 
its being split into two brackets, the 6.1 tariff continues to be harmful to Basque in-
dustry, if compared, for example, with the 6.2 tariff.

In light of the above information, it is possible to conclude that energy prices have 
experienced significant ups and downs in recent years.

4.3.2 Energy bill

In total terms, the territory’s energy bill (which in 2014 totalled 5.866 billion euros, 
8.9% of GDP), together with other issues such as energy dependence and environ-
mental factors, is a key element in understanding the government’s concern in the 
area of savings and efficiency.

GRAPH 4‑5 Variation in the average cost of final energy consumption in the Basque Country 
in constant terms and variation in the energy bill and final energy consumption indices (base 
year = 2006)
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The average cost of energy in the Basque Country in constant terms has followed a 
very similar trend to that of the energy bill. Therefore, there appears to be a posi-
tive correlation between the two variables. The same is not true of final energy con-
sumption. In fact, Graph 4-5 shows the delinking between the energy bill and con-
sumption variables beginning in 2009, which could be explained by the development 
of savings and energy efficiency measures, especially in industry.

In 2014, the energy 
bill represented 
8.9% of GDP
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4.3.3 Exploiting the native resources of the Basque Country

In the face of this outlook, and considering the outlay required to purchase energy 
in international markets and the variability of energy prices, it seems advisable to 
move forward on energy efficiency and exploiting native resources, as proposed in 
the Competitiveness Report 2013.

As regards gas, on 30 June 2015, the Basque Parliament passed Act 6/2015, on ad-
ditional environmental protection measures for the extraction of non-conven-
tional hydrocarbons and hydraulic fracturing or «fracking»; as a result of a popu-
lar initiative. 

As per this law, hydraulic fracturing will not be permitted if it might have a nega-
tive impact on the geological, environmental, scenic or socioeconomic characteris-
tics of the area, or in relation to other areas of competence of the Basque Coun-
try. In addition, its use is banned in spaces classified as having medium, high or 
very high vulnerability to aquifer contamination.

The provisions of the law gave rise to a dispute between the General State Admin-
istration (AGE) and the Basque Country. As a result, in 2015 a Bilateral Coopera-
tion Commission was created to attempt to resolve these. In May 2016, the Con-
stitutional Court agreed to consider the central government’s appeal against this 
law and suspended the contested provisions. Later, in October of that year, the 
court lifted the provisional suspension of Act 6/2015. However, in July 2016, the 
Basque Government had rejected the use of hydraulic fracturing to extract gas 
from the subsoil.

The Basque Government is currently only considering the possibility of exploring 
and exploiting conventional hydrocarbons. Even so, the start of work on drilling a 
borehole to demonstrate the existence of commercial gas in Álava will be delayed 
at least until 2020. The draft tender is valued at approximately 27 million euros. It 
is estimated that natural gas resources may total 185 billion m3. Three firms have 
submitted tenders: Halliburton, Schlumberger Services Petroliers and Weatherford 
Oilfield.

In addition, although no new electric power was added to the Basque electricity sup-
ply during the 2011-2015 period, the Basque Country did back the development of 
more than three thousand renewable installations, demonstrating its commitment 
to sustainable development.

4.3.4 Industrial competitiveness

As we have observed, the prices of different energy sources demonstrate consider-
able volatility and are influenced by numerous factors. In any event, despite contin-
gencies, energy prices in the Basque Country have tended to increase over time for 
all sectors.

In response to this situation, the Basque economy has considerably improved its en-
ergy efficiency. Variation in the GVA / energy consumption ratio shows this improve-
ment over time, resulting in higher GVA per unit of energy consumed.

Support has been 
provided to the 
development 
of more than 
three thousand 
renewables 
installations
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GRAPH 4‑6 Cost of energy (€/toe)
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TABLE 4‑2 Variation in the GVA / energy consumption ratio for the Basque economy and 
industry

Ratio / Year 2000 2005 2010 2011 2012 2013 2014

€/toe total 7,386 9,142 11,222 11,568 11,397 11,302 11,587

€/toe industry 4,372 5,317 5,874 6,308 6,397 6,341 6,493

Source: Compiled by authors based on EVE (2015) and INE (2016).

Except in 2013, GVA trended more positively than consumption, not only in industry, 
but also in the Basque economy as a whole. This seems to indicate that energy effi-
ciency is improving, as it is possible to spend more on energy to achieve more GVA, 
but proportionally, more GVA is obtained for each additional unit of energy.

4 .4 Energy structure and infrastructure

4.4.1 Primary and final energy structure

Over time, the share of coal in the Basque Country’s primary energy mix has been re-
duced. This is an important detail when compared with its share of the mix in other 
territories, including Spain, where it can account for up to one third of total pri-
mary energy (this was the case in Australia in 2014, according to data from the Inter-
national Energy Agency [IEA]). What is more, the Basque Country has increased its 
share of gas more than the other territories (only the United Kingdom has a similar 
percentage of gas in final energy, 33%, while the figure for the Basque Country is 
36%) and oil is not being reduced as proposed.33

Therefore, in order to make progress on decarbonising the Basque economy, the 
challenge we face is large in scale, insofar as around 80% of energy consumption 
comes from fossil fuels. 

33 Consumption of petroleum derivatives has declined in the industry and buildings sectors (where it represents 
7%), as well as in electricity generation. This is not the case with transport.

Progress on the 
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As regards final energy, notable aspects once again include the limited share of coal 
and large share of gas. Since 1984, coal and petroleum derivatives have been re-
placed by natural gas. 

Regarding the initiatives undertaken in the area of the contribution of renewable 
energies to final uses, highlights include the rollout of 63,000 m2 of solar thermal 
panels for domestic hot water (DHW) since 2000 (some 23,000 since 2010). In addi-
tion, there have been some 2,200 biomass installations with total installed capacity 
of 90,360 kW34 and 580 geoexchange installations with 13,350 kW in capacity35 (com-
pared to 5 MW of capacity in 2010). However, these figures are not high, meaning 
that renewable energies must be strengthened.

One of the aims of the energy strategy has been to improve the energy intensity of 
the Basque economy, an aim which has not been achieved, as shown in Graph 4-7. 
Observing the downward trend in energy intensity,36 it may be concluded that the 
measures taken have not borne fruit. Indeed, if the situation in the Basque Country 
is compared with other countries, we see a more positive trend (Eustat, 2016c). To 
offer an example, we can cite the figure for 2015, which is the most recent: at that 
time, Basque energy intensity was valued at 92.4, compared to 100.5 for Italy, 112.5 
for Germany and 120.7 for France. 

GRAPH 4‑7 Percentage of annual variation in final energy consumption compared to annual 
variation in GDP and variation in energy intensity 
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34 In 2010, installed capacity for biomass totalled 79 MW, of which 24 were thermal. At that time, there were 494 
thermal biomass installations in the territory.

35 In 2013, there were 391 low-temperature geothermal installations (heat pump) in the Basque Country (Irekia, 
2014). Rollout in the Basque Country is in its early stages, although there are some major projects such as the in-
stallation at the University of Deusto in Bilbao (Telur, 2016).

36 This measurement is calculated as the amount of energy consumed per thousand euros of GDP.
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In addition, the weight of the new measures should fall on all sectors, including serv-
ices and transport, which is in line with the action areas of the 3E-2030 Strategy. As 
we will see, there is a significant challenge in this last sector.

4.4.2 Energy infrastructure

The Basque energy sector contains large-scale infrastructure elements, as well as 
smaller, yet no less important, ones. The first group includes the following: one re-
finery, one regasification plant with storage tanks, one underground gas storage fa-
cility, 1,970 MW of combined cycle facilities, 420 MW of renewable electricity instal-
lations and some 550 of thermal renewables.37 In addition, there are transmission 
and distribution grids, which have international interconnections.

The investments required by this sector are characterised by their high volume and 
long life. It also requires ongoing investment in infrastructure improvement and 
upgrades in order to maintain competitiveness at the national level, and in certain 
cases, internationally. Aware of this, the sector has kept up its investment despite 
the context, which is in tune with what was mentioned in the Competitiveness Re-
port 2013 on maintaining and promoting improvements in the gas and electricity in-
frastructure.

4.4.2.1 Electricity

In 2014, the Basque Country had installed capacity of 2,943 MW and net generation 
of 5,938 TWh. Demand totalled 16,977 TWh (REE, 2015). 

In 2015, the majority of Basque electricity production (47%) came from combined cy-
cle plants, despite the continuous decline in production from these facilities.38 This 
source was followed by cogeneration (35%) and renewable energies (28%). 

GRAPH 4‑8 Hours of use of natural gas combined cycle plants in the Basque Country
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Source: Compiled by authors based on Red Eléctrica Española (REE) data.

37 For further information, see Álvarez et al. (2013).
38 On average, the installations located in the Basque Country operate close to double the number of hours as on 

the national level.
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The 2015-2020 plan for the electricity industry was approved in December 2015. The 
main actions established for upcoming years included strengthening the northern 
axis, the link with Navarre and strengthening the internal grid to increase energy ex-
changes with France. 

To this end, it proposed construction of the Güeñes-Itsaso39 and Itsaso-Navarre lines 
by 2020. Additionally, an underwater line connecting with France from the coast of 
Bizkaia40 is in the study phase. These investments will represent an estimated outlay 
of 212 million euros by Red Eléctrica. Also planned for 2017-2018 are substation ex-
pansions to power the high-speed train, as well as a new substation at Luminabaso 
(Basque Government, 2016a). 

In the area of electricity distribution, the Bidelek Sareak project,41 which has a 
budget of 60 million euros, has brought the rollout of smart grids to the Basque 
Country. It began in 2012 in Bilbao and Portugalete (Bidelek Sareak, 2014a). In 2014, 
its original scope was expanded with the installation of a comprehensive rural smart 
grid in Lea-Artibai (Bidelek Sareak, 2014b). In total, some 415,000 smart meters have 
been installed,42 and 2400 transformer substations, two repaired substations and 
three high voltage substations have been upgraded (EVE, 2016). 

If we consider that the EU is evolving towards a single electricity market and that 
there is a trend towards electrification, having these installations —particularly a 
better interconnected system— will facilitate integration into a single market, while 
also making it possible to improve the quality of supply even more. 

4.4.2.2 Petroleum and derivatives

The global restructuring of the refining sector has meant the closure of a signifi-
cant number of refineries, largely due to the fact that their facilities were conceived 
for the mass production of fuel. However, the situation changed: there was a sharp 
downturn in demand for fuel, accompanied by an increase in gas oil. 

In order to adapt to the new situation, over the last decade, the Muskiz refinery 
has undertaken significant investment which has allowed it to continue operat-
ing. Some of this has been ongoing in nature and is associated with operations 
and maintenance, safety, environmental aspects, etc., although some have been 
allocated to technology. The investment totals between 21 and 43 million euros a 
year. In this, computerisation of the facilities has been a considerable help, mak-
ing it possible to achieve efficiency gains. However, it was investment in a coke 
plant, which started up in 2013, that made it possible to guarantee its future op-
eration, with all that it entails, among other things, in terms of jobs (direct, indi-
rect and induced), innovation and government revenue. This investment exceeded 
200 million euros/year between 2010 and 2012, totalling close to 800 million (Ál-
varez, 2016).

39 The Güeñes-Itsaso high-voltage line, running 73 km, was relaunched in early 2017. Work will begin in 2018. It 
will require an investment of 60 million euros and is expected to be available in 2020.

40 This approximately 370-kilometre electricity connection is expected to enter the authorisation process in 2017. 
The cost is estimated at between 1.75 and 1.9 billion euros (EFE, 2017; Prieto Monterrubio, 2015).

41 The project was implemented by EVE (46%) and Iberdrola (54%).
42 85% of the Basque population now have smart meters (1.1 million).
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In short, the investments undertaken have been focused on improving efficiency, 
making better use of crude oil and obtaining a product mix with higher added value, 
in a context of reducing emissions levels and improving energy supply security and 
efficiency (as concluded from Petronor annual reports).

In addition, it should be noted that the refinery has made very positive progress in 
terms of the source of the crude oil, reducing supply risk.

GRAPH 4‑9 Variation in sources of crude oil supply at the Petronor refinery
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Source: Compiled by authors based on Petronor annual reports.

As regards transport and storage of petroleum derivatives, in 2015, Compañía Logís-
tica de Hidrocarburos (CLH), owner of a network of oil pipelines and petroleum de-
rivative storage facilities, opened a new storage and distribution facility for petro-
leum products at the Port of Bilbao, which represented an investment of 18.2 million 
euros (Petronor, 2015). 

4.4.2.3 Gas

The Bahía de Bizkaia Gas (BBG) regasification plant, one of the main entry points for 
natural gas along the Bay of Biscay, opened its third storage tank in 2015, meaning 
that its capacity now stands at 450,000 m3 liquefied natural gas (LNG) (2,055 GWh). 
The investment required for this third tank totalled 130 million euros and construc-
tion took three years (BBG, 2016).

In 2014, the gas pipeline linking the Port of Bilbao with the Cantabrian town of 
Treto went into operation, meaning that the gas system is now connected from 
Irún to Asturias. The gas pipeline is 53 km long and required an investment of 
41.2 million euros. The pipeline, owned by Enagás (90%) and EVE (10%), links 
BBG with the Basque high-pressure gas grid (Basque Government and Enagás, 
2014). 

In addition, the Irún compressor station went into operation in 2015, making it pos-
sible to expand the carrying capacity of the Euskadour gas pipeline to 2.1 bcm/year. 
The station required an investment of 20 million euros (Fuentes, 2016).
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The available infrastructure elements, together with the development of interna-
tional connections, could make the Basque Country a crucial pillar in efforts to turn 
Spain into a transit point for gas exports to the rest of Europe, thus ensuring the di-
versification of sources and security of the supply. 

Therefore, due to its energy infrastructure and international interconnections for 
electricity and gas, the geographical location of the Basque Country is key to the na-
tional energy sector. In addition, these are in line with the territory’s energy mix.

4 .5 Industrial energy sector

The energy sector can be analysed from two perspectives. The first takes into account 
the situation of the sector in the strict sense of the term, in other words, the compa-
nies operating within the energy value chain (from generation to marketing). Thus, 
it considers activities related to electricity, gas43 and oil refining.44 The second relates 
to the energy sector in the broadest sense, which also includes those industrial activi-
ties which enable the above to produce and supply energy.

4.5.1 The energy sector, narrowly defined  

TABLE 4‑3 Basic figures for the energy sector (2014)44

    Basque 
Country Spain Germany EU‑28

% GVA Refining 0.10 0.10 0.10 0.20
Electricity and gas 3.10 2.50 1.80 1.90
Energy 3.20 2.60 1.90 2.10

% Employment Refining 0.11 0.05 0.04 0.06
Electricity and gas 0.24 0.32 0.60 0.56
Energy 0.35 0.37 0.64 0.62

LP[1] (k€) Refining 35.50 95.50 217.50 141.70
Electricity and gas 837.80 412.00 185.00 187.10
Energy 586.10 371.00 187.00 182.70
Overall economy 64.90 52.30 61.70 55.20

LCE[2] (k€) Refining 82.70 93.80 76.70 74.30
Electricity and gas 80.10 85.10 65.00 54.20
Energy 80.90 86.30 65.70 56.20
Overall economy 38.50 31.70 38.70 34.70

ULC[3] (%) Refining 2.30 0.98 0.35 0.52
Electricity and gas 0.09 0.21 0.35 0.29
Energy 0.13 0.33 0.90 0.55
Overall economy 0.59 0.60 0.63 0.63

[1] Productivity, measured as GVA/people in work.
[2] Labour cost per employee.
[3] Unit labour cost.

NB: Estimates in current terms.

Source: Compiled by authors based on Eustat and Eurostat data.

43 This refers to the supply of electricity, gas, steam and air conditioning (CNAE 35).
44 This is considered a manufacturing activity and the data presented refer to the activity of coking plants and oil 

refining (CNAE 19).
45 The figures should be interpreted in the context of energy prices. Additionally, in the particular case of electricity 

and gas, for comparison it is necessary to take account of the different energy structures of the territory, which 
is the result of its development over time, the different geographic and demographic conditions, as well as the 
economic structure and availability of energy resources.
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The Basque Country offers the basic conditions to be the focus of a smart specialisa-
tion strategy in the energy sector, in the strict sense of the term, as it has compara-
tive and competitive advantages in this area, as well as characteristics which make it 
attractive for the economy as a whole.

The Basque Country’s figures for 2014 reveal quite a few similarities with 2007. The 
energy sector represents 3.2% of total GVA (12.4% if only the GVA for industry and 
energy is considered), a figure which is higher than that in other economies. This 
demonstrates the relative specialisation of the Basque economy. The percentage of 
total GVA measures the comparative advantage of the territory, in that if it did not 
have that advantage, the share would not be so high. 

However, to determine whether it has advantages or disadvantages compared 
to other countries, it is necessary to look at another parameter, ULC. In this case, 
the results are extremely disparate in refining and in electricity and gas. In the 
case of electricity and gas, we see a very positive value in comparison with the 
other territories. This is not the case with refining, whose 2014 results are not as 
favourable.

This is due to the fact that coking plant and oil refining activity went through a chal-
lenging period, primarily the result of changes in the margin for refining. Nonethe-
less, employment rates have held steady and it appears that, despite the situation, 
the Basque installations are in a suitable position for the future. What is more, the 
level of global exports has continued to grow, reaching 18.2% of Bizkaia’s exports. 
58.9% of production went to the domestic market and the rest was exported, dem-
onstrating a commitment to internationalisation.

TABLE 4‑4 Exports for the Basque oil refining sub-cluster

  Exports (M€) % global share % national exports

2005 787 0.242 12.6

2008 1,621 0.336 15.1

2011 1,695 0.246 14.2

2013 1,873 0.165 13.6

2015 1,835 0.236 15.1

Source: Compiled by authors based on Agencia Tributaria (Inland Revenue) data and the United Nations Comtrade 
database.

4.5.2 The energy sector, broadly defined

The energy sector is one of the Basque Country’s three smart specialisation strategy 
priorities. Here, when we speak of the energy sector, we are not referring solely to 
firms operating within the energy supply value chain, but also to those which pro-
vide the equipment that enables the former to fulfil their mission.

Overall turnover for the Basque industrial energy sector totalled 46.811 billion eu-
ros, 4% more than in 2008. Of this, 15.032 billion was generated within the territory 
itself. To carry out its operations, the sector required 63,364 jobs, of which 21,185 
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were located inside the Basque Country itself in 2015. Additionally, in 2015, a lit-
tle over 10% of personnel (2,397 employees) was assigned to R&D activities, while 
in 2008, this figure was 1,905 people, a 26% increase over this period. In 2015, of 
the 436 million euros invested in R&D, 240 million was invested in Basque territory 
(Basque Government, 2012; López, 2016).

4.5.2.1 The international activity of the energy cluster

Because there are no official statistics that provide data organised in terms of GVA, 
for example, in order to evaluate the activity of the energy cluster, we present the 
data based on the methodology developed by Porter (2003). These data refer to ex-
ports by the sub-clusters, and in the case of energy, compared to the average for 
Basque industry (see the orange lines in Graph 4-10). 

GRAPH 4‑10 Exports of the main Basque energy sub-clusters, compared to overall exports
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If we look at export value, the oil refining sub-cluster represents the largest share in 
the Basque economy. In turn, it accounts for 20% of the sub-cluster’s exports at the 
Spanish level. Although the value of these has continued to grow over the period, 
their share of the overall amount has dropped slightly. The same is true in the case 
of the manufacture of electricity distribution and control apparatus and the manu-
facture of other electrical equipment sub-clusters.

Of all the sub-clusters analysed, only manufacture of electric motors, generators 
and transformers showed positive growth between 2008 and 2015, in both exports 
(with 63% growth) and export share compared to the global total (which increased 
14.3%). This difference in performance may indicate that, while firms are moving in 
the right direction and are competitive, international competition is very high and it 
is not easy to gain a larger share of the global market. The position of these sub-clus-
ters is more positive if we look at the average growth of the other Basque sub-clus-
ters. Additionally, in order to strengthen international competitiveness, as discussed 
in Chapter 2, it would be good to reinforce coordination among institutions and pro-
mote collaboration with other clusters.

The oil refining 
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With a view to the future, and taking the potential of the Basque Country into ac-
count, one possible strategy to restore economic growth is to move forward on ex-
porting high value-added products and in growth markets, such as low-carbon tech-
nologies (wind energy, batteries, solar PV energy and electric vehicles, for example) 
(Zachman, 2016). 

4.5.2.2 Energibasque Strategy

The Energibasque 2020 Strategy is a commitment by the Basque Country. Its aim is 
to improve the sustainability of the energy sector in terms of competitiveness, secu-
rity of supply and low emissions. To achieve this, it is necessary to ramp up energy 
efficiency measures in all sector, increase the use of RES, strengthen the energy in-
frastructure (gas and electricity) and promote strategic areas for technological and 
industrial R&D in the energy field (SPRI, 2016a). 

TABLE 4‑5 Energibasque scorecard

    2011 2014

Effort indicators

R&D expenditure on energy at a global level Million euros 501 436

R&D expenditure on energy in the Basque Country Million euros 237 240

Basque Country share of R&D activity % 47 55

Employment in R&D People 2,171 2,397

Outcome indicators

Basque Country turnover in energy Million euros 15,554 15,032

Basque Country employment in energy People 21,820 21,185

NB: The 2020 target for Basque R&D expenditure in the energy sector is 373 million euros. 

Source: Energy Cluster (2016).

The earlier Energibasque Strategy will be revised in 2016 to produce a version 2.0. As 
a result of the implementation of RIS3, a steering group has been developed to in-
troduce this strategy in the Basque Country. The main function of this group is to co-
ordinate and drive the rollout in strategic areas of energy and create space for en-
trepreneurial discovery.

The steering group is made up of the Energy Cluster, the Basque Government and 
the public agencies EVE and SPRI, as well as science and technology stakeholders 
(Tecnalia, IK4, Energigune CRC) and Innobasque (Basque Innovation Agency). Par-
ticipants include a total of 234 stakeholders and 136 organisations (seven R&D stake-
holders, eight clusters and three agencies), organised into eight working groups 
(SPRI, 2016b). 

A breakdown of the content on which the contributions of the stakeholders in the 
different working groups are to be based has been prepared, taking the following 
aspects into account: the technological lines of the previous Energibasque Strategy, 
the focus of the main projects of Basque firms in R&D programmes, the technologi-
cal capabilities of Basque firms in the energy field and the technological prospects of 
each of the areas of energy considered (Basque Government, 2016a). 
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This has made it possible to move forward with developing the new Energibasque 
Strategy along three axes (Basque Government, 2016a):

1. Technological lines: promote R&D to add value to the sector based on available 
capabilities and potential market opportunities. 

2. Cross-sector actions: dynamisation and networking, education and training, non-
technological innovation, promotion and internationalisation, among others. 

3. Strategic research: a total of eleven projects. Highlights include the following: a 
floating offshore wind energy demonstration project; a floating laboratory for 
testing components in an offshore environment; a storage system management 
project for the electric mobility demonstration project; the living lab of integra-
ted electric vehicle systems, recharging infrastructure and information manage-
ment; and thermal storage for concentrated solar power (CSP).

These initiatives include some linked to the development of R&D projects, which in-
volve collaboration among related companies. Other commercial initiatives consist 
of combining firms associated with a technology (wind or solar, for example) under 
a single name. The goal of this is to sell the shared expertise and it is expected that 
this will make it possible to strengthen the firms’ international positioning. Examples 
include CSP Basque Country and Offshore Wind Energy Basque Country (Energy Clus-
ter, 2016).

In this area of internationalisation, the Basque Country is also working on its in-
ternational positioning with the aim of becoming a leading region by means of 
three European initiatives. These are the European Smart Specialisation Platform 
on Energy,46 Vanguard Initiative: New Growth through Smart Specialisation47 
and European Strategic Cluster Partnership on Smart Specialisation Investments 
(ESCP.S3).48 

The current Energibasque Strategy has nine areas of interest: petroleum and gas, 
wave power, wind power, solar thermoelectric power, power grids, energy efficiency 
in industry, electric mobility, storage, and power electronics; seven strategic areas 
and two key enabling technologies (KET) which provide continuity with the previous 
strategy (SPRI, 2015). Some of the areas included are part of the areas of specialisa-
tion identified, such as electric mobility, storage and renewables (Jiménez Navarro 
and Uihlein, 2016).

In addition, there are points of potential common interest among different areas of 
specialisation. For example, advanced manufacturing and energy have energy effi-
ciency in industry (exploiting heat), advanced manufacturing for energy applications 
in hostile environments and electric vehicles (Basque Government, 2016a).

46 Iniciativa DG Regio, DG Ener and DG JRC, seeking optimum and efficient use of cohesion funds for sustainable 
energies. The Basque Country is involved in marine energy and smart grids.

47 Regional network for aligning policies and instruments at the European, national and regional level for effective 
growth.

48 Related to the previous initiatives, this is made up of partnerships among European clusters.
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A number of challenges to the implementation of Energibasque have been identi-
fied: coordination with Basque stakeholders in the energy field; producing, advising 
on and promoting policies and instruments; international positioning; and monitor-
ing and evaluation of policies and actions. However, as was pointed out in the chap-
ter on the energy cluster in the Competitiveness Report 2015, the relatively small size 
of firms in the sector is also a challenge for financing growth through innovation 
and internationalisation.

4.5.2.3 The importance of R&D in energy

Innovation in the energy sector is a way to guarantee a sustainable and affordable 
energy supply. In addition, it will enable companies to compete with others, espe-
cially abroad, on a level playing field. In this regard, the PCTI-2020 includes an R&D 
investment scenario in the energy sphere totalling 373 million euros, 84% of which is 
financed by firms.

In this regard, some of the top Basque firms have developed their own business R&D 
units, as well as collaborating amongst themselves49 and with other members of the 
Basque Science, Technology and Innovation Network.

To give an example, in 2016 Petronor created a subsidiary for the purpose of «re-
search, development and innovation, as well as to incorporate new technologies 
into products and manufacturing processes, and to improve quality levels, security, 
reliability and reduction of environmental impact, in relation to the energy sec-
tor and related sectors’ (Petronor, 2017). This subsidiary was called Petronor Inno-
vación and constitutes a strategic factor. Its 2017 budget is 16 million euros (Petro-
nor, 2017).

For its part, Iberdrola Ingeniería y Construcción, headquartered in the Basque Coun-
try, has a technology centre in the territory. Between 2003 and 2013 it invested more 
than 300 million euros in the Basque Country in R&D&I projects related to marine en-
ergy, smart grids and electric vehicles (El País, 2013).

Firms (such as Arteche, Ormazabal and Ingeteam) which develop electrical capital 
goods likewise make considerable investments in both technology infrastructure and 
R&D. 

In this sector, we may offer a positive assessment of R&D if we take into account the 
situation of manufacturers of electrical capital goods. For example, despite ups and 
downs, they include competitive organisations capable of participating in the inter-
national market and competing with firms such as Siemens, ABB and Schneider Elec-
tric.

49 For example, the Azkarga project (EV rapid charging) includes Ingeteam Power Technology S.A., ZIV Me-
tering Solutions, Iberdrola Generación, Ibil Gestor de Carga, EDS Ingeniería y Montajes, S. A., Basque En-
ergy Cluster, Tecnalia and ZIV I + D (Asín et al., 2016). However, this also occurs at the international level in 
technological development groups, such as the Charln group on electric charging.

Some of the top 
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4 .6 Passenger road transport and alternative fuels 

As a result of the high level of energy consumption by the transport sector (37% of 
energy consumed in 2014), and bearing in mind emissions reduction targets, in the 
Sustainable Development Strategy for 2020 and the 3E-2030 Strategy, the Basque 
Government has proposed reducing energy dependence on fossil energies, promot-
ing more efficient vehicles, an integrated and sustainable mobility model, improving 
energy efficiency, and stimulating alternative fuels and technologies (such as electric 
mobility, natural gas, etc.). 

Likewise, the Basque Country Climate Change Strategy 2050 considers the transport 
sector to be a challenge in itself and believes it necessary to work towards reduc-
ing GHG emissions to reach the target of 80% by 2050, compared to 2005 levels. In 
this regard, it proposes energy efficiency, adaptation of transport infrastructure, re-
placing petroleum derivatives and intermodality as tools for reducing the impact of 
transport.

4.6.1 Consumption of petroleum derivatives

In 2014, 96% of energy consumed in transport came from petroleum derivatives. 
Given that transport accounted for 67% of petroleum derivative consumption for 
that year, it can be inferred that the majority of efforts to reduce oil dependence 
should be focused on transport.

The fact that the Basque Country shares a border with France influences both en-
ergy consumption and emissions from transport, as it is a crossing point for passen-
gers and goods. This, together with lower fuel prices, generates a volume of traf-
fic higher than the region should have, given its vehicle fleet. Therefore, while most 
European countries consume 0.6 toe (tonne of oil equivalent)/per capita (including 
Spain as a whole), the Basque Country reports 0.8 toe/per capita (Repsol Foundation, 
2015). This phenomenon occurs primarily in Gipuzkoa and Álava, and not as much in 
Bizkaia (Cores, 2016). 

GRAPH 4‑11 Fuel consumption per capita  
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4.6.2 Alternative fuels. Environmental and economic implications

Alternative fuels are a first-tier tool for impacting transport consumption and 
emissions. This term refers to forms of energy which can replace conventional 
fossil fuels, but which are not necessarily renewable. Generally, they are consid-
ered to include electricity, natural gas, liquefied petroleum gas (LPG), hydrogen 
and biofuels.

Directive 2014/94/EU, on the deployment of alternative fuels infrastructure, is 
crucial for these energy sources. Its transposition at the national level has led to 
the development of a National Action Framework (NAF). 

The NAF set out growth forecasts for the alternative energy vehicle fleet. Accord-
ing to these forecasts, by 2020, the Basque Country should have more than 6,000 
electric vehicles: 720 natural gas, 10,400 LPG and 20 hydrogen (estimated using 
data from DGT [2017]).

This deployment requires investment in ad hoc infrastructure based on exist-
ing elements. To this end, through the Electric Vehicle Introduction Strategy, the 
Basque Energy Agency (EVE) has been able to install 77 charging stations, 4 of 
which offer fast charging (EVE, 2017). There is a natural gas station in each his-
toric territory, one is in the process of opening in Álava and there are several for 
private use (Government of Spain, 2016). There are 28 service stations offering 
LPG (AOGLP, 2017) and the Basque Government has included hydrogen in its RIS3 
strategy. 

Fleet renewal will require a significant outlay and the additional cost of new al-
ternative vehicles could be recovered through savings in fuel expenses.

The introduction and development of these alternative fuels will have an effect 
on vehicle petrol and diesel consumption, in a context in which the 3E-2030 Strat-
egy itself will have an impact on reducing petroleum consumption in the long 
term.

Additionally, these alternative energies are associated with reducing emissions of 
GHG, nitrogen oxide gases and particulates. In this regard, there is a tendency to 
think of gases emitted by vehicles through the exhaust pipe. These are referred 
to as «tank-to-wheel» (TTW) emissions. However, in addition to these, the energy 
used in the engine is produced in another location (oil wells for petrol and die-
sel), processed (refineries) and transported (lorries or ships). All of these processes 
produce additional emissions which occur before the vehicle is used. Therefore, in 
order for environmental issues to have an impact on the competitiveness of ener-
gies in transport, it is necessary to consider all of the emissions in the life cycle of 
the fuel, in other words, «well-to-wheels» (WTW).

Outlay and 
additional costs 
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GRAPH 4‑12 Comparison of CO2 emissions for fossil fuels in transport based on whether they 
come from the engine or production at source
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Source: Compiled by authors based on Edwards et al. (2014).

If we keep in mind the environmental possibilities of alternative fuels in the Basque 
Country in replacing petrol and diesel, the capacity of electric vehicles to reduce 
CO2eq annually in relation to most important vehicle trips at the district level in the 
territory (around 72%) is not insignificant. This could be around 1,800 kilotons (kt) 
(1,200 if emissions from generation are considered), 600 kt for natural gas and 500 
for LPG (Álvarez and Menéndez, 2017).

Transport generates other pollutant emissions with health impacts, including NOx 
and particulate matter,50 which could be reduced through the use of alternative fu-
els. Thus, based on the trips mentioned in the Basque Country, it could be possible to 
prevent emissions of up to 700 tonnes of NOx through electric vehicles, 220 tonnes 
with natural gas or LPG (Álvarez and Menéndez, 2017). 

Reducing emissions, both GHG and other pollutants, will have a positive impact on 
the economy, as this affects external transport costs.

4.6.3 Implications for manufacturing firms

Without a doubt, changes in the fuel consumption model will entail a new situation 
for vehicle manufacturers. The possibility of creating production sites to meet fu-
ture demand in a fledgling market represents a major economic opportunity for the 
region. After all, there are two major manufacturers with locations in the Basque 

50 SOx, which posed problems in the past, has experienced a significant reduction over the past decade due to Eu-
ropean regulation.
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Country, Mercedes and Irizar, which in fact have electric models (vans and buses) 
designed to be manufactured in the region. Future changes in the sector will offer 
both a challenge and a source of innovation for these companies. 

At the same time, component manufacturing is taking on greater importance. 50% 
of the automotive components used by manufacturers in Spain come from the 
Basque Country, and the automotive industry as a whole (vehicles + components) ac-
counts for 22% of the community’s GDP (ACICAE, 2016).

According to statistics provided by the Spanish Association of Automobile and Truck 
Manufacturers, the Basque Country’s 2015 share of production was 3.63% of all ve-
hicles manufactured in Spain (ANFAC, 2015), which translates into 99,215 units pro-
duced in the region.

Figures from the International Organization of Motor Vehicle Manufacturers (OICA, 
2016) put the Basque Country in 16th place in the EU in 2015 (behind Austria, with 
125,500 units manufactured, and ahead of countries such as Finland and the Neth-
erlands, with 69,000 and 46,374 units, respectively), and in global terms, as the 36th 
manufacturer in the world (with Austria again immediately ahead and followed by 
Serbia, with 83,630 units).

In this aspect, both the progress of Industry 4.0 and management of changes in fac-
tory models are important. The introduction of 3D printing, robotics and efficiency 
improvements with automation could be indispensable for maintaining or improv-
ing the competitiveness of industry, but may also entail a social cost in terms of 
lost jobs.

In turn, changes in the fuels used will represent a new challenge for the oil refining 
sector, given that there will be a reduction in the need for certain petroleum deriva-
tives. As a result, this activity may be affected in the Basque Country. However, it is 
also true that LPG consumption may increase. Additionally, replacing fuels may mean 
new opportunities and uses for alternative energies, which translates into a possible 
impact on electricity demand, and therefore, on the activity of power companies. For 
this reason, it is advisable to analyse the replacement of traditional fuels to its full 
extent.

4.6.4 Modal changes in transport

In the motor industry, modal changes in transport represent a business entrepre-
neurship opportunity. The introduction of alternative fuels will be accompanied by 
other aspects, such as connectivity (new businesses based on storage, management 
and data protection) or the gradual appearance of self-driving vehicles, which could 
have a significant impact on small manufacturers.

The ownership  model also demonstrates generational variations in its conception, 
for both individuals and firms. Thus, formats such as renting and car sharing have 
become growing trends, requiring manufacturers to adapt, as the ability of these 
formats to change vehicle markets is notable (although they also have significant po-
tential for lowering the useful life of the vehicles).
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Here, computerisation will take on new importance, facilitating the entry of new 
economic and social stakeholders, such as the proliferation of start-ups.

4 .7 Energy challenges in the Basque Country

The Basque Country boasts of an efficient, innovative energy sector which has shown 
itself to be dynamic over the course of recent decades. Clear evidence of this is the 
region’s pioneering status compared to other economies as a result of the use of gas 
—with lower levels of GHG emissions— and the extremely drastic reduction of coal 
consumption.

This has been possible thanks to ongoing investment efforts which, despite certain 
events, have not been interrupted. In addition, it is considered necessary to invest 
in order to ensure the sustainability of the environment and the business over time. 
Measures and investments in the refining sector are one example in this respect. 
However, future challenges do not appear to be declining and are becoming increas-
ingly more demanding.

Challenges related to the 3E-2030 Strategy

The new energy strategy sets targets which are sometimes difficult to achieve, par-
ticularly considering the current situation. The Basque Country and its industry have 
made notable progress in the area of energy efficiency. This makes future improve-
ments more complex and costly. However, the overall target for 2030 is to improve 
energy intensity by 33% and efficiency by 17%. In order to achieve this, it is neces-
sary to not only make progress on improving energy efficiency in industry (the sector 
where it is very important), but also in other sectors such as transport, services and 
domestic.

Another step towards reaching this target is achieving greater penetration of re-
newable energies in the territory. In terms of electricity, this does not appear to 
be a simple path, given the opposition to certain developments. Therefore, the de-
velopment of the contribution of renewable energies to final uses will need to be 
strengthened.

Energy prices and business competitiveness  

The energy sector must be able to offer products under secure and sustainable con-
ditions in an economical and affordable manner. Encouraging the exploitation of 
native resources can help to achieve this, while also making it possible to reduce en-
ergy imports.  

It would also be advisable to move forward with joining gas and electricity markets. 
The gas market on the Iberian Peninsula strengthens the development of organised 
gas markets with sufficient liquidity and volume, in order to achieve more transpar-
ent prices and move towards joining the European market. In the case of electric-

The Basque Country 
boasts of an 
efficient, innovative 
and dynamic energy 
sector

Integrating gas and 
electricity markets 
will make it possible 
to reduce energy 
imports



153

energy, a strategiC seCtor 

ity, efforts must be directed towards greater integration in the EU. This will enable 
energy consumers to gain access to the market under similar conditions to those of 
other consumers and competitors in the EU. 

It would also be necessary to gradually transfer the social costs and extraordinary 
non-mainland costs to the national budget. In addition, access costs should include 
only those associated with transmission and distribution. However, these two chal-
lenges do not depend so much on the Basque public administration as the central 
government. Despite this, the Basque Government should try to avoid tariff discrimi-
nation for industrial consumers.

Technological challenges

The technological challenges facing the energy sector are numerous. Global targets 
in terms of GHG emissions appear to dispel doubts as to where the energy sector 
is headed. Despite the commitment, the new Energibasque Strategy is not exempt 
from complexities and challenges. At the end of the day, as export figures demon-
strate, the Basque Country is a small territory, one whose market share is decreasing 
even as exports grow steadily over time.

The challenges are varied and go beyond computerisation and managing an in-
creasing volume of information. Among other things, it will be necessary to con-
sider the development of new and more efficient energy generation technolo-
gies, improving the performance of renewable facilities and the development of 
batteries.

Technological innovation and policy learning will be key for ensuring that energy in 
the Basque Country can maintain a suitable position in the energy future.

In this regard, and in relation to business development in the sector, it would be ad-
visable to reinforce the coordination between energy and industrial policy. The Ener-
gibasque Strategy appears to attempt to give form to this aspect, but in any event, it 
is necessary to strengthen it.

Business development

Smaller Basque firms seem to have taken measures to allow them to operate in a 
context of complexity and increasing  competencies. Business partnerships under a 
shared name abroad, business cooperation on projects, increased export efforts, de-
velopment of in-house and shared R&D, investment in new installations and equip-
ment, and computerisation are some of the most visible examples, even though they 
are more difficult to achieve.

There is no doubt that the European environment, which has stronger, larger com-
panies with greater technological and financial capacity, represents a significant 
challenge. The energy sector and related industry must take this competitive context 
well into account, whether it be in energy storage, power grids or generation and 
transformation technologies.
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Transport: a challenge in the context of decarbonisation and 
energy transitions

The last target proposed is to change the passenger transport paradigm as it has 
been known since the development of the first internal combustion engine. This 
goal involves one, a change in user behaviour, and two, new technological develop-
ments. In addition, it must be achieved in a certain economic context and according 
to the National Action Framework for alternative energies in transport.

According to the data presented, this is a challenge which could put forward signifi-
cant improvements in terms of reducing emissions, not only of GHG, but also other 
pollutants such as NOx and particulates. In the early stages, this challenge will re-
quire significant outlays in vehicles and infrastructure, which, if deployed properly, 
could contribute to securing Basque leadership in the context of a transition to low-
emission energy.

At the same time, technological challenges exist for component and vehicle manu-
facturers —which have an important presence in the Basque Country. These chal-
lenges could bring with them considerable benefits, although they will require refin-
eries to make an effort to adapt to new fuel needs.
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5
The innovation system:  
from the perspective  
of knowledge  
and technology transfer

5 .1 Introduction

In recent years, smart specialisation strategies have filled regional science, technol-
ogy and innovation agendas in both Europe and internationally. As a result, strate-
gies and policies based on more horizontal conceptions have been pushed into the 
background, including those supported by the concept of systems of innovation. 
However, a specialisation strategy is smart if it is based on a sophisticated and ef-
ficient regional innovation system, or even on sector-specific systems of innovation 
with a perspective that is not just regional, but also international. 

The Basque Country is one of the few European regions which the literature consid-
ers a «real» regional innovation system (Cooke et al., 2000), in addition to being one 
of the most advanced in the implementation of a smart specialisation strategy. After 
all, the region can be seen to have had a strategy of this type even before the term 
was coined by the European Commission (Aranguren et al., 2016). 

The strengths of the Basque regional innovation system have traditionally been 
based on various aspects, most noteworthy among them are the following: a dense 
network of stakeholders specialised in knowledge and technology, which has been 
organised around the Basque Science, Technology and Innovation Network (RVCTI); 
a culture of public-private cooperation, which is most fully realised in the form of 
the clusters and cluster policy found in the Basque Country since the 1990s; an on-
going commitment by the region’s public administrations to not only industry, but 
also R&D (it is among the European regions with the most R&D incentives [OECD, 
2011b]); and R&D-based specialisation strategies with their own resources and stake-
holders since the start of the century, with a great deal of public support (Magro and 
Navarro, 2016). 

These elements have enabled the Basque Country to become the only Spanish re-
gion classified as a «strong innovator» in the European Commission’s Regional In-
novation Scoreboard 2016. Nonetheless, as was revealed in previous competitive-
ness reports published by Orkestra, as well as other documents, the region has still 
not achieved a balance between R&D expenditure and the results of this process. 
Even though, paradoxically, outcomes are good in terms of competitiveness, they 
do not correspond to the levels of innovation outcomes. This paradox highlights 
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one of the main innovation challenges confronting not just the Basque Country, 
but also the EU: the so-called «valley of death», or the difficulty of transforming 
innovation efforts into concrete form as innovations in the marketplace. In the Eu-
ropean environment, this «valley of death» becomes important in relation to key 
enabling technologies (KET)51 and the difficulty of transferring these products and 
services to the marketplace. In the Basque Country, where R&D&I expenditure and 
its transfer to the marketplace is one of the main drivers of competitiveness, and 
whose strengths —as reflected in Basque RIS3 strategy— lie in that very combina-
tion of these technologies with the different areas of the marketplace, it is impor-
tant to further consider the levers which could improve the efficiency of the inno-
vation system.  

To that end, this chapter is based on the technology and knowledge transfer52 litera-
ture and on analysis of quantitative data from various sources,53 as well as informa-
tion obtained through interviews with seven representatives of the RVCTI, twenty-
four representatives of firms54 in the Basque Country with different profiles, and two 
representatives of key agencies in this area.  

5 .2  Technology and knowledge transfer and its role in 
innovation systems: a conceptual perspective 

Innovation systems are described as the set of institutions and organisations which 
influence the development and dissemination of innovation and relationships 
among them. Thus, within innovation systems, it is possible to distinguish between 
the components of the system, or the hard elements, and the relationships between 
these components, or the soft elements.

Noteworthy among the components are knowledge generating organisations 
(knowledge infrastructure) and knowledge exploiters (productive structure), as 
well as all the institutions or «rules of the game» inherent to these sub-systems, es-
pecially those more organised around policies, both regional and at other admin-
istrative levels. However, this configuration or division between components is a 
simplification of the reality on the ground, as there are knowledge generating or-
ganisations which produce more applied knowledge and in turn exploit «basic» 
knowledge, as well as firms or parts of the productive fabric which also generate 
knowledge and technology.

Focusing on relationships between knowledge generating and exploiting organi-
sations entails exploring the different mechanisms of knowledge and technology 
transfer. These can in turn be classified as formal and informal mechanisms. 

51 There are six of these technologies: micro and nanoelectronics, nanotechnology, industrial biotechnology, ad-
vanced materials, photonics and advanced manufacturing technologies.

52 It should be noted that the concept of transfer used in this chapter includes not only linear transfer of knowl-
edge and technology from one organisation to another, but also the bidirectional and non-linear concept of co-
creation, which has become more widespread in recent years.

53 We thank the Basque Government, SPRI (Basque Business Development Agency), Eustat (Basque Statistics 
Office) and Innobasque (Basque Innovation Agency) for allowing access to the data used in preparing this 
report.

54 Some of the company interviews were conducted within the framework of a Eusko Ikaskuntza study. We there-
fore extend our enormous thanks to this institution, which provided the information in this area.
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Such mechanisms have been extensively studied in the innovation literature, nor-
mally associated with the knowledge infrastructure literature. Schartinger et al. 
(2002) provide a long list of knowledge interactions, distinguishing between them 
based on their degree of formalisation, the level of tacit knowledge they transfer 
and the personal contact they require. The OECD (2002a) places particular impor-
tance on the distinction between formal ties (such as licensing agreements) and in-
formal ties (such as informal contact within networks, flows of graduates to compa-
nies, etc.). Perkmann and Walsh (2007) distinguish between interactions based on 
where the initiative originates (push, or driven by what the university offers, or pull, 
exerted by business demand). Table 5-1 offers a proposed classification of formal and 
informal transfer mechanisms. 

TABLE 5‑1 Knowledge and technology transfer mechanisms

Formal mechanisms

Collaborative R&D

Contract-based R&D

Consultancy

Spin-offs, start-ups or incubation services

Licences and patents

Informal mechanisms

Publications

Other open forms: conferences, databases, exhibitions, etc.

Staff mobility

Membership in networks

Education and training

Source: Navarro et al. (2013)

Although there may be a tendency to consider mechanisms to be generic tools, ap-
plicable to any kind of knowledge, technology or even recipient, there are studies 
which differentiate between the use of certain mechanisms based on different crite-
ria. Thus, according to a knowledge transfer study backed by the European Commis-
sion (Knowledge Transfer Study, 2010-2012), contract-based research and collabora-
tive research are the most important mechanisms for obtaining knowledge from the 
public sector. 

Likewise, it appears that larger firms prefer to use formal mechanisms (Gilsing et al., 
2011; Arundel et al., 2013), noteworthy among them patent licences and contract-
based research. 

In addition, looking at the use of mechanisms based on the type of knowledge be-
ing transferred, Gilsing et al. (2011) differentiate between science-based regimes 
(characterised by basic knowledge or placing significant importance on the scientific 
knowledge in the industry) and development-based regimes (characterised by ap-
plied knowledge and assigning little importance to scientific knowledge for the in-
dustry). 
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In a science-based regime, publications, patents and spin-offs will be more important 
for transfer than in a development-based regime. However, in the latter, collabora-
tive R&D, participation in conferences, professional networks and the flow of PhDs 
are relatively more important than in the first case. In any event, it should not be 
forgotten that the two regimes share mechanisms which are of similar importance, 
such as the use of personal contacts (formal and informal), staff exchange and mobil-
ity, shared use of infrastructure elements and contract-based research. The literature 
(Gilsing et al., 2011) also distinguishes between passive and active transfer mecha-
nisms: the first tend to be unidirectional (publications, for example) and correspond 
to formal mechanisms, and the second are usually bidirectional and correspond to 
informal mechanisms. 

According to the innovation policy literature, the promotion of knowledge and tech-
nology transfer by the various public administrations reflects a number of failures 
—especially systemic failures (Chaminade et al., 2009)—: thus, in an innovation sys-
tem, there may be missing components or components which are not performing 
their function adequately, or it may be that relationships among these components 
are non-existent or inadequate. Public science, technology and innovation (STI) poli-
cies are justified because they act on the different failures: either by having an im-
pact on system stakeholders (generators of knowledge or productive structure), or 
by acting on the different transfer mechanisms. 

It therefore seems important to differentiate between policies and instruments 
aimed at strengthening or promoting knowledge and technology transfer in science-
based regimes and those in development-based regimes, although there may be 
common mechanisms which are useful in both cases. 

5 .3 The «valley of death» in the Basque Country: myth or reality?

What is the situation in the Basque Country with regard to the European «valley of 
death»? How has the region developed in recent years? 

As shown in Graph 5-1, between 2003 and 2013 the Basque Country’s R&D expendi-
ture as a percentage of GDP was similar to that of Germany, although with lower 
numbers. Since then, the indicator dropped markedly, falling to 1.84% in 2015, com-
pared to the EU-28 average of 2.03%. This decline is more pronounced than in the 
case of Spain, although it began earlier here and the Basque Country’s expenditure 
continues to be above the national average. 

In order to analyse the situation and progress of the Basque Country with regard 
to the «valley of death», one of the indicators commonly analysed is the break-
down of R&D expenditure by type of research. As explained in the Competitiveness 
Report 2013 (Orkestra, 2013), in comparison with emerging Asian countries and the 
United States, the weaknesses found in both the EU-28 and the Basque Country do 
not concern the generation of scientific knowledge, but rather transferring this 
knowledge to the marketplace (technological development). This situation, which 
was already in place in 2011, varies little with the latest data available, although it 
is possible to discern that in the Basque Country itself, scientific knowledge gener-
ation has been strengthened. This has resulted in the deployment of public policies 
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and actions to promote the transfer of science and technology to the marketplace, 
at both the European and the regional level.

GRAPH 5‑1 R&D expenditure, as percentage of GDP. European comparison
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Source: Compiled by authors based on Eustat and Eurostat data.

The comparison between these two years does not give an accurate picture of the 
entire situation. If we analyse how the distribution of R&D expenditure in the Basque 
Country has changed since 2005 (Graph 5-3), we observe that during the 2005-2011 
period, technological development weakened in comparison with basic and applied 
research. However, in 2012-2014 it made up the lost ground.55 This trend was inter-
rupted in 2015, with a return to values similar to those for 2012. 

Lastly, it should be mentioned that although the «valley of death» refers primarily to 
technological innovations, the situation is no better as regards organisational inno-
vations, as can be concluded from Chapter 2 of this report. 

55 The best situation with regard to other indicators of innovation dissemination which supplement this perspective 
during those years (such as sales of products that are new to the company and the market) is reflected in Chap-
ter 1. 
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GRAPH 5‑2 Distribution of R&D expenditure by type of research. International comparison
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The EU total does not include Germany, Sweden, Finland, Luxembourg and Spain because the data on this variable for 
those countries are not included in Eurostat statistics (they do include Spain in 2014). The latest data for the Basque 
Country is from 2015; for the other countries, the 2014 figure is shown. 

GRAPH 5‑3 Variation in the percentage distribution of type of R&D expenditure in the Basque 
Country
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5 .4  Knowledge and technology transfer in the Basque Country . 
A supply‑side perspective

In the Basque Country, the generation and application of knowledge in the market-
place has a unique makeup in comparison with similar regions (Orkestra, 2013). This 
may be explained by the fact that science, technology and innovation policies have 
encouraged the creation of a model based on private R&D rather than public R&D. 
For this reason, as Eustat R&D statistics show, the majority of R&D expenditure is 
concentrated in the business sector, although this does include different knowledge 
generating organisations, both more basic (cooperative research centres, for exam-
ple) and with a more applied orientation (such as technology centres), or even fo-
cused on technological development (company R&D units). 

The distribution model for R&D expenditure in the Basque Country has varied lit-
tle in the last five years (Table 5-2). However, if we study the changes over the past 
ten years, we do note differences, such as the declining share of technology centres 
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and other companies in R&D expenditure and the emergence of expenditure by co-
operative research centres (CRCs). The most notable difference is the trend towards 
a decline in share of R&D expenditure for the business sector compared to public ad-
ministrations. This trend can be explained by increased research in the field of health 
as a result of the strategy promoted in the field of bioscience/health, which slightly 
modifies the initial parameters of the private R&D model. 

TABLE 5‑2 Percentage distribution of R&D expenditure by type of stakeholder in the Basque 
Country

  2005 2010 2011 2014 2015

Higher education 17% 17% 18% 18% 18%

BERCs 1% 1% 1% 1% 2%

Firms 79% 77% 76% 75% 75%

CRCs 0% 2% 2% 2% 2%

Technology centres 16% 15% 15% 12% 13%

Sector-specific centres 3% 2% 2% 2% 2%

R&D units 5% 5% 6% 7% 6%

Other firms 53% 53% 51% 52% 51%

Public administration 4% 6% 6% 7% 7%

Source: Eustat. Statistics on R&D activities.

Table 5-3 analyses in greater detail the distribution of R&D expenditure among the 
different stakeholders and types of research, as well as the changes that have taken 
place over the past five years.

We can see that the greatest share of technological development is concentrated in 
the business sector,56 and more specifically in the other firms segment. This has de-
creased slightly in recent years compared to applied research. However, 30% of the 
research carried out at technology centres in 2015 was related to technological de-
velopment activity. It appears that we are seeing a convergence between the types 
of research being conducted at firms and technology centres, an aspect which is the-
oretically positive. So then, is the slide back into the «valley of death» (not offset by 
technology centres) due solely to the fact that firms are allocating more staff to ap-
plied research? 

Focusing on changes over the past five years, we can also see a greater concentration 
of public administrations in basic and applied research activities, to the detriment of 
technological development. It can also be noted that, despite the fact that CRCs have 
evolved in their research mix, the share of these stakeholders compared to total ex-
penditure is not so significant as to allow any change in the composition of their ex-
penditure to have a radical impact on the overall composition of expenditure in the 
Basque Country.57

56 This greater share justifies a more in-depth analysis of these stakeholders in this report.
57 A 14% increase in the share of their expenditure on applied research barely translates into a 1% increase in the 

distribution of this type of research in the overall mix.
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TABLE 5‑3 R&D expenditure by type of research and stakeholder in the Basque Country (percentage distribution)

 

2010 2015

Fundamental 
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research
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research

Technological 
development Total 
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Higher education 58% 41% 1% 100% 60% 39% 2% 100%

BERCs 100% 0% 0% 100% 100%     100%

Firms 6% 40% 53% 100% 5% 44% 51% 100%

CRCs 92% 6% 1% 100% 77% 20% 4% 100%

Technology centres 
(multi-focus) 13% 63% 24% 100% 8% 62% 30% 100%

Other centres (sector-
specific centres) 43% 35% 21% 100%   71% 29% 100%

Company R&D units 2% 54% 45% 100% 5% 53% 42% 100%

Other firms 1% 34% 65% 100% 1% 38% 61% 100%

Public administration 19% 71% 10% 100% 31% 63% 7% 100%

Total 16% 42% 42% 100% 16% 44% 39% 100%
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Higher education 62% 17% 1%

 

65% 16% 1%

 

BERCs 6% 0% 0% 9%    

Firms 30% 73% 98% 23% 75% 98%

CRCs 10% 0% 0% 10% 1% 0%

Technology centres 
(multi-focus) 12% 22% 9% 6% 19% 10%

Other centres (sector-
specific centres) 5% 2% 1%   3% 1%

Company R&D units 1% 7% 6% 2% 8% 7%

Other firms 2% 42% 82% 4% 45% 80%

Public administration 7% 10% 2% 12% 9% 1%

Total 100% 100% 100% 100% 100% 100%

Source: Eustat. Statistics on R&D activities.

The scorecard data58 on CRCs and technology centres in the RVCTI offer similar re-
sults.59 Despite positive growth in technological development activity at multi-fo-
cus technology centres over the past five years, average growth data for 2014-2015 
show a slight average decline and a greater dispersal or variability between the dif-
ferent centres. This reflects the degree of heterogeneity of these centres. In the case 
of CRCs, we see a slight increase in technological development activity within the re-
search mix, with almost no significant change in the rest (Graph 5-4).

58 The restructuring of the RVCTI establishes a scorecard with indicators and targets for multi-focus technology cen-
tres and cooperative research centres (CRCs). The extent to which these are met determines some of the public 
funding of these stakeholders.

59 The data on the number of organisations included in one source or another may vary slightly between catego-
ries.
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GRAPH 5‑4 Distribution of R&D expenditure by type of research and stakeholder according to 
the RVCTI scorecard

2014 2015

minimum and maximum values target 2020average

Percentage of expenditure on fundamental research 

Percentage of expenditure on industrial research 
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Source: Basque Government and Innobasque60. 

60 A significant portion of the data used to prepare this chapter were provided by the Basque Government, with 
the collaboration of Innobasque (Basque Innovation Agency) and SPRI (Basque Business Development Agency), 
for which Orkestra is grateful.
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Analysing funding for R&D expenditure by type of stakeholder and trends in this 
area (Table 5-4) makes it possible to draw a number of conclusions not only regard-
ing the degree to which R&D expenditure is dependent on public funding, but also 
on the development of the contractual relationship between firms and other knowl-
edge stakeholders in the Basque Country. We can see that for two of the most im-
portant stakeholders in the RVCTI (technology centres and CRCs), in recent years, 
there has been very little change in the share of funding for R&D expenditure com-
ing from other national companies. However, it is noteworthy that the share of the 
autonomous community government has increased in the case of technology cen-
tres, while it has declined in the other cases. This variation in the share of Basque fi-
nance demonstrates the sustainability of supply-side technology policy in the region. 
Furthermore, it is worth highlighting the increase in funding from the EU for all 
stakeholders, although this has been relatively smaller in the case of firms and com-
pany R&D units. 

TABLE 5‑4 Variation in the distribution of funding for R&D expenditure in the Basque Country by type of stakeholder 
and funding source (%)

  Higher 
education BERC CRCs 

Technology 
centres (multi‑

focus)

Otros 
centros 
(centros 

sectoriales)

Other centres 
(sector‑
specific 
centres)

Company 
R&D 
units

2010 Funding from national funds 94% 99% 98% 89% 85% 98% 98%

By public administrations 33% 86% 85% 37% 66% 14% 23%

By the central government 9% 11% 12% 14% 11% 4% 13%

By the autonomous community gov-
ernment 22% 70% 68% 21% 52% 9% 9%

By provincial and municipal councils 3% 5% 5% 2% 3% 1% 2%

Funded by other firms 8% 12% 1% 41% 13% 19% 3%

Funded by equity 12% 1% 11% 10% 6% 65% 71%

Funding from foreign funds 2% 1% 2% 11% 15% 2% 2%

TOTAL 100% 100% 100% 100% 100% 100% 100%

2015 Funding from national funds 94% 86% 83% 71% 79% 94% 97%

By public administrations 36% 78% 79% 31% 47% 3% 14%

By the central government 8% 9% 10% 4% 5% 0% 4%

By the autonomous community gov-
ernment 25% 62% 67% 26% 41% 2% 8%

By provincial and municipal councils 3% 7% 2% 0% 1% 1% 2%

Funded by other firms 6% 6% 2% 40% 25% 26% 3%

Funded by equity 55% 2% 0% 1% 4% 65% 80%

Funding from foreign funds 6% 14% 17% 29% 21% 6% 3%

Funded through EU programmes 4% 5% 17% 22% 21% 4% 3%

Funded by foreign funds 1% 9% 0% 6% 0% 2% 0%

TOTAL 100% 100% 100% 100% 100% 100% 100%

Source: Eustat. Survey on R&D activities.
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In the case of technology centres, the RVCTI scorecard data (Graph 5-5) show a slight 
drop in the percentage of private funding in 2015 in comparison with 2014 (both on 
average and in terms of maximum values). As regards CRCs, we see a slight increase 
in this funding, although the value is still quite a bit below the target set by the 
Basque Government for 2020. 

Therefore, the data analysed seem to confirm that the main agent of transfer to 
business in the Basque Country is technology centres. However, judging by the fund-
ing data, the relationship between these centres and business does not appear to 
have made progress in recent years,  although these data must be clarified by the 
analysis in the following sections. Another notable aspect highlighted in previous 
competitiveness reports is the lower frequency of contract-based R&D as a transfer 
mechanism between RVCTI stakeholders and firms not located in the Basque Coun-
try. This is corroborated by the small difference between the two private funding in-
dicators in the scorecard for both types of stakeholders. However, this relationship is 
stimulated by collaborative R&D, as data for European framework programmes indi-
cate. These will be analysed below.

GRAPH 5‑5 Percentage of private funding compared to the total. Technology centres and 
CRCs. RVCTI scorecard

Percentage of private funding in the Basque Country

Percentage of total private funding

minimum and maximum values target 2020average

2014 20152014 2015

2014 20152014 2015

 100%

 6%

 30%

 6%
 0%

 100%

 56%

 50%
 52%

 0%

 100%

 60%

 0%

 100%

 43%

 40%
 41%

 0%

 2%
 3%

Tech. Ctrs CRCs

Tech. Ctrs CRCs

Source: Basque Government and Innobasque.
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5 .5  Status of the Basque production system . A demand‑side 
perspective 

The Basque Country has a knowledge generation sub-system which has evolved 
in recent years and now meets some standards of excellence. However, it still 
faces unresolved future challenges, judging from the targets set in the restructur-
ing of the RVCTI carried out by the Basque Government.61 This baseline situation 
is necessary but not sufficient for knowledge and technology transfer, as this re-
quires firms and the area’s productive fabric to have absorptive capacity. It must 
be asked how innovative Basque firms are and how far the territory has evolved 
in the area of innovation in recent years. Without expanding on the analysis of 
the type of innovation carried out by Basque business and innovation perform-
ance, included in Chapter 2 of this report, we will present a summary of the key 
data on the innovative nature of the Basque productive fabric. This highlights the 
greater weakness of small firms and the prevalence of technological innovation, 
partially the result of the focus on this type of innovation in regional policies.

In 2015, there was a drop in the number of firms carrying out R&D activities com-
pared to previous years (Graph 5-6). Investment in 2015 was similar to the values re-
ported for 2011 (around 1,500 firms engaged in R&D activities in the Basque Coun-
try). 

Graph 5-7 shows that small firms (between 20 and 49 employees) is the segment 
trending the most positively in terms of both absolute values in recent years and 
relative share compared to all firms engaged in R&D activities. However, very 
small firms (those with fewer than 20 employees) show a decline in recent years 
compared to the positions achieved previously (in both absolute and relative 
terms). One interesting fact observed in recent years in the Eustat R&D directory 
is that around 60% of the firms in this segment that engage in R&D activities in a 
given year do not do so in the following year. This indicates that their R&D activ-
ity is occasional. What is more, this proportion is higher than in other segments 
(the percentage of firms with between 20 and 49 employees that do not engage 
in R&D activities in consecutive years is just 20%). Therefore, despite the fact that 
the data demonstrate that small firms have been moving into R&D, this activity is 
sporadic and is not the result of medium- or long-term strategic planning. In addi-
tion, the lack of financial and human resources for R&D activities may be another 
cause of the variation described. 

In the area of R&D expenditure by company, we see a downward trend, prima-
rily due to a drop in total R&D expenditure (except for 2014, when the increase in 
the number of firms with R&D activities caused this indicator to fall). The percent-
age of full-time equivalent R&D staff compared to total employment has dropped 
by 1% in the last five years (according to data provided by Eustat, this figure was 
12% in 2010 and in 2015 it was around 11%). This decrease is explained by the 
jobs recovery, which was not accompanied by an upswing in allocation to R&D ac-
tivities. Therefore, these indicators support the idea that not only has the number 
of firms carrying out R&D activities declined, but these have also become less in-

61 Further details of the degree to which these targets have been met are provided in section 5.6 on knowledge 
and technology transfer mechanisms.

An increase in the 
absorptive capacity 
of firms is necessary

More than half 
of small firm that 
engage in R&D 
activities do so only 
occasionally
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tensive in the most recent period following the financial crisis. This reflects the 
fact that the crisis had a delayed impact on R&D activity. 

GRAPH 5‑6 Number of firms with R&D activities and total internal R&D expenditure per firm 
in the Basque Country. Thousand euros
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For the years 2012 and 2013, total R&D expenditure for all other firms is estimated based on the percentage of 
expenditure at other organisations included in the business sector (CRCs and technology centres) in the years 2014 
and 2015. 

In this graph, the data for firms does not include CRCs, technology centres and company R&D units.

GRAPH 5‑7 Variation in the number of firms carrying out R&D and percentage distribution 
compared to the total in the Basque Country, by number of employees
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In fact, if we study the variation in innovation expenditure of Basque enterprises and 
its breakdown (Table 5-5), we can see that, although during the financial crisis (2008-
2012) there was a downturn in investment (machinery expenditure), the negative 
variation in innovation and R&D expenditure, both internal and external, did not oc-
cur until the following years. Additionally, if we analyse which RIS3 priorities62 saw 
changes in the last two years (Table 5-6), we see that it is the biotechnology field 
which saw the greatest drop in innovation expenditure per enterprise. However, this 
is due to the fact that during this period, the number of establishments with innova-
tion expenditure in this area increased considerably. 

It is important to stress that, as explained in the Competitiveness Report 2015 
(Orkestra, 2015b), in the Basque bioscience and biotechnology field, the focus has 
been on creating new businesses which have not gone on to achieve steady growth. 
In fact, judging from Biotechnology R&D Survey data, in the last year, the level of 
R&D expenditure in biotechnology remained more or less the same, despite the in-
crease in the number of firms engaged in some sort of activity in this industry in 
2015. (In 2014, 66 firms carried out R&D activities, including technology centres and 
CRCs; in 2015 the figure was 88.) 

In the advanced manufacturing field, there are very significant negative variations in 
external R&D expenditure and investment in machinery. This field produces capital 
goods, which are highly sensitive to the economic cycle, insofar as in times of crisis, 
they are more negatively impacted than other activities. 

TABLE 5‑5 Variation in innovation expenditure by enterprise and distribution by type of 
expenditure. Percentage of variation between periods

 
Variation 
2005‑2007

Variation 
2008‑2012

Variation
2013‑2015

Innovation expenditure per enterprise 16.8% 21.4% –1.0%

Innovation expenditure (% of turnover) 0.1% 0.4% –0.1%

% Innovation expenditure on internal R&D –1.6% 17.2% 0.1%

% Innovation expenditure on external R&D 1.9% 1.3% –0.5%

% Innovation expenditure on machinery –5.3% –14.3% 0.1%

% Innovation expenditure on other knowledge 1.1% –1.3% 0.2%

Source: Eustat. Encuesta de Innovación (Innovation Survey).

62 Advanced manufacturing includes enterprises with activities listed under CNAE 2009 codes 24–30 and 61–-63; 
in energy, activities with CNAE codes 19 and 35; and in biotechnology, those enterprises which state that they 
engage in biotechnology activities in the Eustat Innovation Survey.

R&D expenditure in 
biotechnology has 
remained stable
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TABLE 5‑6 Percentage of variation in innovation expenditure and distribution of expenditure 
by RIS3 priority in the Basque Country. 2013-2015 period

Total Advanced 
Manufacturing Energy Biotechnology

Innovation expenditure per enterprise –1.0% –7.0% –10.6% –37.0%

Innovation expenditure (% of turnover) –0.1% –0.3% 0.0% 2.2%

% Innovation expenditure on internal R&D 0.1% 0.2% –0.2% 2.8%

% Innovation expenditure on external R&D –0.5% –1.3% 0.0% –0.2%

% Innovation expenditure on machinery 0.1% –1.2% 0.1% 0.1%

% Innovation expenditure on other knowledge 0.2% –0.1% 0.0% 0.0%

Source: Eustat. Encuesta de Innovación (Innovation Survey).

Business R&D activity can partially be explained by the stimulus provided by public 
aid. However, judging from the data presented in Table 5-4, in 2015, just 14% of 
the R&D expenditure of Basque firms was funded by government aid. In contrast, 
this figure was 23% in 2010. Administrative aspects of this aid, such as the date on 
which the call for applications is announced, the decision period for applications 
and the flow of payments, influence the R&D expenditure cycle of the firm, al-
though in relative terms. It should not be forgotten that public funding is a direct 
funding mechanism, but tax incentives for R&D have a crucial and much greater 
impact on the firm.

5 .6 Knowledge and technology transfer mechanisms 

As the literature demonstrates, knowledge and technology transfer mechanisms 
can vary depending on whether we are talking about science-based or develop-
ment-based regimes, or those that are more engineering-oriented. What is the sit-
uation in the Basque Country? If we look at how knowledge is applied by the dif-
ferent stakeholders (Table 5-7), we see that firms and R&D units use most of their 
R&D expenditure in areas related to engineering. As a result, the majority of R&D 
expenditure by stakeholders in the Basque science, technology and innovation 
system (especially technology centres, other centres and higher education) is fo-
cused on areas related to engineering, followed by the exact sciences. This aspect 
has been confirmed by the interviews carried out, which reveal that these organi-
sations lack staff with a background in scientific knowledge. In contrast, a signifi-
cant portion of R&D expenditure at CRCs and public administrations is directed to-
wards science-based regimes. Therefore, in theory, the most efficient knowledge 
and technology transfer mechanisms which can be associated with the various 
stakeholders in the science, technology and innovation system will be different in 
each situation.

The majority of 
R&D expenditure 
is focused on 
areas related to 
engineering
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The sources of information for innovation vary depending on the RIS3 priority (Ta-
ble 5-8). Although market sources are important in all fields, in those with more 
science-based regimes (energy and biotechnology), universities and public research 
organisations (PROs) become more important, together with informal mechanisms 
(publications and conferences). However, technology centres, which are more en-
gineering-oriented, appear as an information source in all areas, despite their spe-
cialisation. 

TABLE 5‑8 Information sources for innovation. Percentage of enterprises in the Basque 
Country and by RIS3 priority. 2015

  Basque 
Country

Advanced 
Manufacturing Energy Biotechnology

In-house 33% 39% 61% 77%

Market sources 34% 41% 63% 83%

— Equipment suppliers 75% 76% 100% 76%

— Customers 78% 80% 0% 92%

— Competitors 53% 46% 4% 58%

— Consultants, private R&D institutes 45% 39% 38% 56%

— Institutional sources 59% 60% 96% 61%

— Universities 31% 28% 50% 41%

— PROs 25% 22% 96% 54%

— Technology centres 51% 53% 50% 51%

— Other sources 62% 54% 69% 74%

— Conferences, trade shows, etc. 51% 43% 69% 67%

— Magazines and publications 32% 23% 12% 54%

— Associations 36% 28% 54% 48%

Source: Eustat. Encuesta de Innovación (Innovation Survey).

One of the most common and most used formal mechanisms in both regimes is col-
laborative R&D, which is based on the open nature of innovation and an evolution-
ary approach to business (Teece et al., 1997). Collaboration on innovation is more 
important in those areas where companies are more innovative or R&D intensive. In 
the case of the Basque Country, as shown in Table 5-9, the areas which have more 
collaboration agreements are biotechnology and energy. According to the data, in 
the biotechnology field (science-based regime), there is less collaboration with tech-
nology centres (more engineering- or development-oriented), yet a higher level of 
collaboration with public R&D organisations. It is also the priority which shows the 
lowest level of collaboration with other organisations in the Basque Country, a re-
gion where a large part of the knowledge infrastructure is markedly engineering- or 
development-oriented.  

As is generally true in the EU —and unlike the American transfer model, in which 
patents and spin-offs are widely used— the main transfer mechanisms which have 
been promoted by the Basque Government are collaborative R&D and contract-
based R&D. Transfer between science and technology stakeholders and business 
has been consolidated through both mechanisms. In contrast, the second is more 
used and promoted by government public funding instruments in the Basque 
Country. 

Energy and 
biotechnology are 
the areas with the 
most collaboration 
agreements
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TABLE 5‑9 Collaboration patterns in innovation by RIS3 priority. Distribution of collaboration 
agreements by stakeholder and geographic area. 2015

  Basque 
Country

Advanced 
Manufacturing Energy Biotechnology

% enterprises with collaboration agreements 15% 17% 61% 63%

— With firms 49% 51% 88% 42%

— With customers 36% 41% 80% 67%

— With suppliers 47% 42% 88% 61%

— With competitors 26% 33% 84% 55%

— With experts and consultants 36% 35% 88% 50%

— With technology centres 69% 78% 96% 45%

— With R&D laboratories 15% 12% 84% 16%

— With universities 45% 44% 88% 61%

— With PROs 24% 21% 36% 47%

Basque Country 94% 96% 96% 91%

Rest of Spain 51% 43% 88% 77%

Rest of European Union 41% 36% 88% 39%

Rest of the World 21% 18% 40% 16%

Source: Eustat. Encuesta de Innovación (Innovation Survey).

Thus, the business funding programme with the biggest budget in the Basque Coun-
try, HAZITEK (R&D project funding programme created by merging the earlier Gai-
tek and Etorgai programmes), introduces subcontracting to an RVCTI agent as a cen-
tral element in the evaluation of projects. As a result of this, a significant percentage 
of private funding of RVCTI knowledge stakeholders comes indirectly from public 
funds. This programme, which funds research (up to TRL 364) and competitive devel-
opment (up to TRL 6) projects, focuses on two types of research: competitive (pre-
viously Gaitek), oriented towards creating both new products and new firms; and 
strategic (previously Etorgai), funding research projects in RIS3 strategic areas which 
have a pull effect in the Basque Country. 

For both types, collaboration projects and subcontracting to RVCTI agents are 
strengthened, with the goal of integrating the different system stakeholders. This 
facilitates knowledge and technology transfer between science and technology 
stakeholders and Basque business. However, it should not be forgotten that pro-
moting collaboration exclusively with Basque stakeholders could jeopardise poten-
tial connections with other stakeholders outside the region. This is suggested by 
the outcomes shown in Table 5-9 and the information obtained through interviews, 
in which there is a perceived need to supplement these actions with others which 
strengthen collaboration with stakeholders in other territories, especially in the area 
of advanced manufacturing.

64 Technological readiness level, or maturity level of a technology, is a scale which measures the degree of tech-
nological maturity. TRL 8 and 9 refers to technology proven in real environments, while TRL 1 and 3 refers to a 
more basic level. 

The formal funding 
mechanism most 
used by public 
administrations is 
contract-based R&D
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On analysing the results of the last two award periods for the HAZITEK pro-
gramme, we can see that the number of recipient firms has declined in the last 
year by a higher proportion than the number of projects (see Table 5-10). The dis-
tribution of projects by RIS3 priorities shows that advanced manufacturing is the 
priority with the highest percentage of both projects and budget in both types of 
aid programmes, and that this share has also increased in the last year for stra-
tegic projects and those with a lower TRL. In contrast, the territory’s opportu-
nity niche is the area with the second highest number of competitive projects 
(although with a smaller budget than those in the biosciences industry). Also 
noteworthy is the position of the energy priority in strategic projects with pull. 
The low share of strategic projects in biotechnology denotes not only the business 
sector’s lesser ability to exert a pull effect in this field (perhaps due to the matu-
rity level of its firms), but also —as some stakeholders have indicated— the fact 
that contract-based and collaborative R&D are less effective in fields such as this, 
with science-based regimes.

TABLE 5‑11 Distribution of the HAZITEK programme by project and budget

  Advanced 
Manufacturing Energy Biosciences Territory Other

Distribution 
of number 
of projects

GAITEK 2015 44% 10% 16% 23% 7%

HAZITEK competitivo 2016 54% 11% 16% 19% 0%

ETORGAI 2015 59% 30% 7% 4% 0%

HAZITEK estratégico 2016 55% 32% 0% 9% 5%

Distribution 
of budget

GAITEK 2015 44% 10% 16% 24% 6%

HAZITEK competitivo 2016 53% 13% 16% 18% 0%

ETORGAI 2015 66% 20% 9% 5% 0%

HAZITEK estratégico 2016 60% 31% 0% 4% 5%

Source: Basque Government, SPRI.

Given the marked engineering orientation closer to the technological develop-
ment phase at technology centres in the Basque Country, and considering that 
the majority of the projects approved in the HAZITEK programme are in the area 
of advanced manufacturing, it is not surprising that it is in fact technology cen-
tres, together with R&D units, which account for the majority of subcontracting 
in these projects. Additionally, from 2015 to 2016, this type of centre increased 
its share of strategic research (Graph 5-8). In fact, technology centres account 
for the biggest budget per strategic project. In this area, the average budget 
also increased in the last year, to the detriment of other stakeholders: firstly, 
other engineering- or development-oriented organisations, such as R&D units, 
which have a higher budget in competitive projects; and secondly, organisations 
with science-based regimes, such as CRCs, whose participation and budget per 
project has dropped in the last year for both types of projects (Graph 5-9 and 
Graph 5-10).

Advanced 
manufacturing 
accounts for a 
higher percentage 
of projects and 
budget in aid 
programmes
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GRAPH 5‑8 Distribution of subcontracting by stakeholder type and project type
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GRAPH 5‑9 Budget by participation of RVCTI stakeholders. HAZITEK Competitivo
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GRAPH 5‑10 Budget by participation of RVCTI stakeholders. HAZITEK Estratégico
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In short, the analysis of the HAZITEK R&D aid programme shows that in the 
Basque Country, contract-based R&D promoted by R&D aid programmes is con-
centrated in the areas of advanced manufacturing (competitive or higher-TRL 
R&D) and energy (strategic R&D projects with a lower TRL). It is therefore a mech-
anism which could support transfer in development-based regimes, but which is 
not as effective for science-based regimes, despite the fact that the literature de-
scribes this mechanism as cross-sector. Additionally, according to data provided 
by Eustat, there are more small firms carrying out R&D activities in an occasional 
and non-systematic way, which reflects the business structure of the region. Con-
sidering that smaller companies are concentrated in advanced manufacturing 
and biotechnology (although those in the latter area are more R&D intensive), it 
can be concluded that a proportion of the HAZITEK competitive projects are car-
ried out by this type of company, subcontracting technology stakeholders, under 
a development-based regime. Therefore, it would be interesting to promote sys-
tematic R&D among this type of firm and explore other transfer mechanisms to-
wards smaller and science-based firms. 

As a result of the lower frequency of science-based firms carrying out R&D in the 
Basque Country under science-based regimes, among such other factors such as 
cuts in public state funding, organisations such as CRCs, which are more science-
based, have increased their international presence in projects with public fund-
ing, and with less participation by Basque firms than that of technology cen-
tres (judging from the data presented in the RVCTI scorecard, which is shown in 
Graph 5-11).

In fact, analysis of the data on Basque participation in European framework pro-
grammes (7th Framework Programme and Horizon 2020) shows that Basque tech-
nology centres are key to these types of projects. The percentage of collabora-
tions between these centres and Basque firms (large firms and SMEs) was 62% 
during the 2007-2013 period and 30% during the 2014-2016 period,65 while 
in the case of CRCs, these percentages were 43% and 2%, respectively. In the 
case of universities, they were 41% and 7%. By firm size, we can see that both 
large firms and SMEs collaborate particularly often with Basque technology cen-
tres and SMEs from the region. We can also see an increase in the centrality of 
Basque business in the Horizon 2020 Network. In this, not only are technology 
centres the central elements of Basque participation in Europe collaborative R&D 
projects (both by volume of funding66 and number of projects), but firms (large 
and SMEs) occupy a more prominent position. This demonstrates that in Europe, 
focusing R&D policies on getting through the «valley of death» is bearing fruit. 
In the graphs reflecting Basque participation in R&D projects in Europe (Graph 
5-12 and Graph 5-13), significant aspects include the centrality of other types of 
organisations —such as SMEs and universities in the 7th Framework Programme— 
large firms and SMEs, and health institutions in Horizon 2020. 

65 At the preparation date of this report, the 2016 data are not complete.
66 In the 7th Framework Programme, technology centres account for 48% of funding, large firms, 13%, and SMEs, 

11%. In Horizon 2020, to date, technology centres account for 39% of funding, large firms, 20%, and SMEs, 
16%.

It would be 
interesting 
to explore 
other transfer 
mechanisms 
towards science-
based firms

Basque firms have 
taken on a bigger 
role in European 
framework 
programmes
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GRAPH 5‑11 International participation of Basque technology centres and CRCs
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Source: Basque Government and Innobasque.
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GRAPH 5‑12 Network of collaborations for Basque participation in the 7th Framework 
Programme (2007-2013)

SME  48.52%

Large Firm  17.05%

Technology Centre  9.51%

Other  8.20%
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CRC  1.97%

Health Unit  1.64%

University  1.64%

BERC  1.31%
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GRAPH 5‑13 Network of collaborations for Basque participation in Horizon 2020 (2014-2013)

SME 50.25%

Large Firm 15.27%

Public Institution 8.37%

Technology Centre 6.90%

Other 4.93%

Company R&D Unit 4.43%

Health Unit 2.96%

University 2.46%

BERC 2.46%

CRC 1.97%

Source: Compiled by authors based on Basque Government and Innobasque data. 

Each node (circle) refers to one organisation. The colour indicates what type of organisation it is. Each line represents one 
collaboration (project). The size of the nodes indicates the number of collaborations (projects), while the thickness of the 
lines represents the total funding of the organisations connected through each collaboration. 
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Other formal mechanisms: patent and spin-offs

Given the small average size and limited scientific nature of Basque business, it is 
not surprising that other formal mechanisms, such as patents and spin-offs, have 
had a limited impact. According to OECD data on Patent Cooperation Treaty 
(PCT) patents, in 2013, 20% of patent applications in the Basque Country came 
from the biosciences (biotechnology, medical technologies and pharmaceuti-
cals), and 15% from technologies based on less scientific knowledge, such as ICT. 
The available data seem to demonstrate that patents are a more common trans-
fer mechanism in fields based on scientific knowledge. However, the RVCTI score-
card data (Graph 5-14) do not show a very different situation for technology cen-
tres and CRCs in terms of patent applications in the last two years. However, we 
do see differences as regards the revenue from these patents: thus, technology 
centres are closer to the market. Likewise, the data show that technology centres 
have performed better in terms of new technology-based companies (NTBC) and 
their turnover. In contrast, CRCs have performed more weakly and are also im-
pacted by the performance of a more limited number of firms. Judging from the 
available data, the impact of these knowledge and technology mechanisms is ex-
tremely limited in the Basque Country, something which is corroborated by the 
interviews. 

These interviews also confirm that patents and spin-offs are much more effec-
tive mechanisms in scientific knowledge fields such as biosciences, than in more 
engineering-oriented areas of knowledge. However, there is a consensus regard-
ing the need to raise awareness and educate the region’s organisations in the 
area of industrial property rights in order to provide them with the vision and 
mechanisms to enable them to launch business industrial property strategies. In 
other words, it appears to be necessary to not only develop a business R&D strat-
egy, but this must also be accompanied by an industrial property policy, without 
ever losing sight of the fact that this will have a bigger impact in fields with a 
stronger and larger science base.

Patents are more 
common transfer 
mechanisms 
in fields based 
on scientific 
knowledge
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GRAPH 5‑14 Performance of Basque technology centres and CRCs in patents and NTBCs
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Informal mechanisms

Informal mechanisms are often relegated to the background or considered indica-
tors of scientific excellence, rather than forms of knowledge and technology trans-
fer. The literature considers informal mechanisms important for knowledge and 
technology transfer in both science- and engineering-based regimes, although 
some of these mechanisms (publications, for example), are more important to the 
former. 

This is demonstrated by the data in the RVCTI scorecard for the Basque Country 
(Graph 5-15). Here it is possible to observe that CRCs, which have a larger base of sci-
entific knowledge, are the organisations with the best average performance in scien-
tific publications (both indexed and first quartile). For their part, technology centres 
have more varied results in this respect.  It should be noted that although the Basque 
business sector does not assign great importance to publications as a source of inno-
vation, they do seem to have greater significance in scientific fields such as the bio-
sciences, as mentioned with reference to the data in Table 5-8.

GRAPH 5‑15 Number of scientific publications by type of stakeholder. RVCTI scorecard
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Staff mobility and use of shared infrastructure

Staff mobility67 and the use of shared infrastructure are two of the transfer mech-
anisms which the literature considers common to both knowledge regimes (scien-
tific and engineering) and which in practice also demonstrate a great degree of 
development potential in the Basque Country. They are two mechanisms which 
do not have a similar history to that of other mechanisms (as Graph 5-16 shows,68 
technology centres and CRCs have a limited amount of mobility). At some knowl-
edge organisations, these mechanisms may represent a challenge, given that low 
mobility of staff to industry not only is a symptom of the organisation’s prefer-
ence for hiring internal candidates, but it also creates a more top-heavy profes-
sional age pyramid at these organisations. The main underlying cause behind such 
low mobility rates between centres and industry is the organisational and territo-
rial culture, which encourages individual stability within an organisation as an as-
set and discourages staff mobility or transfer in some cases. Other possible causes 
include labour legislation, which does not support mobility, and the fact that 
more-scientific organisations lack a critical mass in the business sector to which 
they can transfer staff (as the Basque Country does not have a large number of 
firms founded on scientific knowledge which require employees with this type of 
background).

Bringing people with a science background into the manufacturing industry could 
form a nexus for transfer via other mechanisms, as this could blur the bounda-
ries between the two types of knowledge (scientific and engineering). Proof 
of this is that in the Basque Country, the successful incorporation of nanotech-
nology into the manufacturing business has occurred when people with differ-
ent backgrounds coincided at both types of organisations. In other words, when 
the company has one or more people with a scientific background or when the 
knowledge organisation has one or more people with a combined scientific and 
development background. For this reason, the convergence of bio- and nanotech-
nology, which have scientific knowledge bases, may theoretically be more effec-
tive than other convergences.

Another little-explored method of building ties between the two types of knowl-
edge is encouraging the use of infrastructure, not only as a way to hire equipment, 
but also as a mechanism to promote education and the exchange of knowledge 
between the manager of the infrastructure and the user. This could also stimulate 
the forging of close relationships that strengthen other transfer mechanisms, such 
as collaborative R&D. However, this requires the inclusion of knowledge organi-
sations with a suitable background for infrastructure management and strategic 
management of the asset by the organisation and the firm, so that the necessary 
resources are allocated for this purpose. Therefore, one priority would seem to be 
strengthening the development of these transfer mechanisms in the Basque Coun-
try, as they could have a multiplier and synergistic effect on others. 

67 Although the RVCTI scorecard has an entry for «research staff transferred to industry», staff mobility is also con-
sidered to include that generated by postings to other organisations without any change in employment relation-
ship from one organisation to another (for example, visiting researchers).

68 Staff mobility from universities to industry and even other knowledge organisations follows different patterns, 
given the educational nature of the institution.

Bringing people 
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GRAPH 5‑16 Staff mobility at CRCs and technology centres
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Networks and other mechanisms. Collaboration among 
stakeholders: another «valley of death»?

Based on the results of the analysis carried out in previous sections, we can distin-
guish between two types of stakeholders: those which are more science-based (CRCs, 
health units, etc.) and those which are more based on engineering knowledge (tech-
nology centres, company R&D units and the firms themselves). There are also stake-
holders that are more heterogeneous in nature, such as universities, which develop 
one type of knowledge or the other within different research groups, faculties and 
departments. 

Basque public policy encourages not only relations among firms and knowledge or-
ganisations, but also connections between knowledge organisations with different 
TRLs, in other words, collaboration among stakeholders that are located on different 
links in the knowledge chain. If we take into account the research mix at different 
organisations, as noted above, technology centres and R&D units are closer to the 
business sector. For their parts, CRCs, Basque Excellence Research Centres (BERCs), 
universities and organisations that carry out health R&D and fall within the category 
of public administration all account for a larger share of basic or fundamental re-
search. In theory, collaboration among these organisations should strengthen knowl-
edge and technology transfer to the marketplace. However, these collaborations 
are limited —judging from the results shown in Graph 5-17 and despite the efforts 
of the regional government to strengthen collaboration on R&D projects funded by 
public aid or through initiatives such as Euskampus— and also face difficult to over-
come barriers. 

Although the main aim of the restructuring of the RVCTI was to clarify the mission 
of each type of stakeholder within the Basque innovation system, the boundaries be-
tween stakeholders and their missions are still blurred, and in practice, stakehold-
ers from different links in the value chain compete in R&D activities and for funding, 
both public and private. This competition is aggravated by, among other aspects, the 

Collaboration 
among agents that 
are located on 
different links in the 
knowledge chain is 
limited
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limited number of firms which systematically engage in R&D and have a long-term 
vision. Furthermore, even assuming that the effects of the restructuring will still take 
some time to make themselves felt, the differences which organisations exhibit be-
tween scientific and engineering knowledge bases mean that barriers to collabora-
tion can only be overcome if there is a blending of these knowledge bases, or a spe-
cialisation in scientific knowledge bases by stakeholders closer to the market, or vice 
versa.

GRAPH 5‑17 Collaboration between technology centres and CRCs
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In fact, the data on European networks show that just 2% of collaborations by tech-
nology centres within the 7th Framework Programme were with CRCs, and 8% with 
universities. However, for these two, it accounted for 38% and 44% of their col-
laborations, respectively. In other words, for the latter group, collaborating with 
Basque organisations means working with a technology centre in a large percentage 
of cases. In Horizon 2020, the results show that 4% of technology centre collabora-
tions were with CRCs and 5% with universities. Yet, in the case of universities, there 
is a smaller percentage of collaboration with technology centres (28%) and a larger 
one with SMEs (34%). This indicates that universities have tended to further develop 
their third mission in recent years. 

5 .7 Conclusions

The efficiency of the regional innovation system is a foundational premise for the 
development of smart specialisation strategies. Therefore, it continues to be impor-
tant to strengthen this in the current context. One of the major challenges facing 
the Basque Country in a European environment characterised by the same problem 
is that of making investment efforts in R&D&I profitable through innovations in the 
marketplace, thus moving beyond the «valley of death». 

It is essential to set up and promote knowledge and technology transfer mechanisms 
which are suited to the needs and characteristics of the regional innovation system 
and its components. 

This chapter has offered a holistic analysis of the situation in the Basque innovation 
system. We have also included discussion of changes in its components and their re-
lationships, highlighted the role of public policy in promoting these mechanisms, 
and to the extent possible, established a connection between their effectiveness and 
RIS3 priority areas. 

With regard to infrastructure and knowledge generating stakeholders, the main 
conclusions which may be drawn from the analysis reveal that the Basque Country 
has a broad organisational framework whose focus has been on generating basic 
and applied knowledge, with a lesser emphasis on technological development. The 
data show that these stakeholders have not made substantial progress in their rela-
tions with the business sector, one of the main reasons for which the restructuring of 
the RVCTI was carried out. 

Nonetheless, the sub-system of knowledge generating stakeholders is not the only 
weak point in the Basque Country’s innovation system. The business structure also 
exhibits weaknesses. Not only has it undergone an economic and financial crisis, but 
it also shows signs of suffering from an R&D&I crisis. In fact, there are several barriers 
to knowledge and technology transfer which impact the market, namely: the small 
size of Basque firms, their poorer performance in the field of R&D and their greater 
weakness in comparison with companies of similar size in other geographical areas 
(Orkestra, 2015b). To this must be added the unique characteristics of its fields of 
specialisation and other factors such as the lack of long-term strategic R&D planning, 
people with a multidisciplinary background in business and resources to systemati-
cally carry out R&D. 

There are several 
barriers to 
knowledge and 
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The trend towards more vertical public policy highlights the need to adapt in-
struments to these vertical confines. This chapter lays out how the Basque Coun-
try has systematically promoted the cross-cutting adoption of transfer mechanisms 
and knowledge, without taking account of the different knowledge bases of both 
knowledge generating stakeholders and the business sector. The emergence of 
stakeholders and firms with a scientific knowledge base (such as the bio- and nano-
sciences) in the system reveals the information silos and barriers to transfer and com-
bining different types of knowledge. In addition, the small size of Basque firms and 
their minimal innovation system call into question the effectiveness of formal trans-
fer mechanisms, such as contract-based and collaborative R&D. 

Therefore, the Basque Country is currently at a crucial point in addressing the chal-
lenge of reducing the «valley of death» leading to the marketplace, as well as that 
between basic and applied research. To this end, it is possible to launch a series of 
actions summarised below:

Firstly, it would be advisable to promote transfer mechanisms suited to the knowl-
edge and technology to be transferred. For example, as shown in this chapter, spin-
offs, publications and patents are more important in scientific fields such as the bio-
sciences. 

Additionally, it would be interesting to move forward on knowledge transfer proc-
esses, as well as working on incentives and barriers which may facilitate or hinder 
transfer, beyond the role of public policy. 

Furthermore, in a system whose strengths lie in generating knowledge and research 
with low TRLs, it becomes necessary to give this knowledge value and promote ac-
tions which support testing and validation of prototypes, along with marketplace 
rollout. In this way, development will be prioritised over applied research.  

Likewise, given that the development of a knowledge generating supply-side has 
been one of the pillars of the system, it becomes necessary to also support the devel-
opment of a business sector with the absorptive capacity to take in existing knowl-
edge and its value in the marketplace. There will be a need to place special emphasis 
on bolstering the segment that starts out with the greatest weaknesses in this re-
gard, that of companies with fewer than 20 employees. 

In addition, it would be advisable to support the adoption of strategic R&D&I plan-
ning, making it more systematic by supporting organisational innovation measures 
in combination with technological R&D. Additionally, other types of instruments for 
developing demand, such as innovative public procurement initiatives, are especially 
significant in fields where the government can play a driving role.  

This chapter has revealed the importance of informal mechanisms in supplementing 
formal ones, especially in order to bring the two knowledge bases (scientific and en-
gineering) closer together. 

In this regard, it will be necessary to further explore what incentives and barriers are 
associated with these mechanisms in order to effectively act accordingly, thus estab-
lishing a change in paradigm. To this end, progress will have to be made on more so-
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phisticated relationship models, social innovation models which can act as levers of 
change in relations between stakeholders at different stages of the knowledge value 
chain.

This combination of formal and informal mechanisms reveals the need to go beyond 
contract-based R&D as the main transfer mechanism, and to promote transfer be-
yond the borders of the Basque Country, forging connections with other innovation 
systems and their stakeholders. In fact, the analysis of collaborative R&D in Europe 
uncovers different patterns from those in the region, although further work would 
need to be done on studying these relationships in order to measure their effective-
ness. 

All of this would lead to a more efficient regional innovation system, in combination 
with the RIS3 strategic priorities.

There is a need to 
go beyond contract-
based R&D as a 
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6
Innovation in governance

6 .1 Introduction

6.1.1 The why of governance and coordination

In response to the extraordinary changes that are taking place in the economic, so-
cial and environmental reality, as well as the social sciences charged with analysing 
them, the way in which this reality is explained has altered substantially, and along 
with it, the public strategies and policies used to shape it. One fundamental ques-
tion which must be considered in the area of public strategy and policy is govern-
ance. In that regard, of the many changes in the subject of governance which could 
be mentioned, in this chapter we will highlight the following:

1. In virtually every country, the central government has experienced a certain strip-
ping of functions, to the benefit of bodies at supranational (such as the European 
Union) and subnational (regions and cities) levels. As a result, stakeholders and 
activities operating in a given location are now subject to public policies establis-
hed at multiple territorial levels.

2. The number of goals pursued by public policy in the past was relatively small. 
And consequently, so too were the factors which were felt to impact it, factors 
which were also quite tangible and simple. By contrast, today the goals and 
challenges societies face are more complex and multidimensional. It is also felt 
that the competitiveness and development policies themselves are affected by 
myriad factors, many of them intangible in nature. The result of this has been 
that, increasingly, public policies are becoming more cross-cutting and re-
quire the involvement of a larger number of government departments. What is 
more, traditional public policy instruments are not sufficient to act on these 
new factors of competitiveness. For this reason, together with traditional 
instruments, which are harder in nature (such as subsidies) and act primarily 
on the supply side, it is necessary to develop new, softer, instruments (such 
as creating innovation forums or vouchers) which largely act on the demand 
side.

3. In the face of the constraints which the model of government developed fo-
llowing the Second World War began to suffer from in the 1970s and the re-
sulting fiscal crisis, the new public management emerged, which sought to 
improve government efficiency and flexibility, developing agencies and intro-
ducing private-sector principles into their management. The autonomy which 
these new organisational units were given entailed a level of fragmentation 
that added to that which already existed in the government (due to division 
into departments and, within those departments, division between political 
appointees and support staff). This fragmentation went against the systematic 
and cross-cutting methods required by the new challenges. 
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4. In view of the fact that the knowledge around key factors of competitiveness and 
development transcends that are held by the government, and given that the 
effectiveness of public policies themselves requires the participation of users, it 
is necessary to reconsider public policies so that they may be viewed as the result 
of participatory governance and seen to be based on networks of public-private 
cooperation. This does not mean that the government is no longer necessary, but 
rather that its role changes: its function as an authority decreases and its position 
as a facilitator and catalyst increases. 

In short, in all developed countries we can see that public policy is increasingly the 
result of multi-level governance, which in addition to the government, involves other 
stakeholders (businesses, knowledge organisations and civil society). This is joined by 
the greater number of dimensions which policies must take into account, the greater 
depth and breadth of the instruments required, and the fragmentation and prolifer-
ation of agencies found in government structures. 

This greater complexity of public policy and governance has made it necessary to de-
velop or adapt the coordination instruments which make it possible to reduce incon-
sistencies, redundancies, incoherence and gaps. And just as it is possible to find ex-
tensive diversity in the forms taken by multi-level governance from one territory to 
the next, it is also possible to find a great diversity of coordination mechanisms and 
instruments which can be used.

There is no classification of coordination instruments in general use in the interna-
tional literature or in regulations or analyses relating to the Spanish situation. Based 
on the categories used in the various classifications and analyses (especially Braun, 
2008; Charbit and Michalun, 2009; Bouckaert et al., 2010; OECD, 2014), it is possible 
to identify the following types of coordination instruments:

• Strategies, plans and programmes 

• Organisational structures (such as inter-departmental committees)

• Laws, regulations or standards 

• Agreements and contracts

• Finance and budget 

• Actions linked to staff (for example, mobility and training)

• Evaluation and indicators

• Reports, exploratory studies, consultancy, etc.

• Calls, informal contacts, personal relationships, etc.

• Inter- and intra-party relationships

It is common to try to classify instruments as formal (the first ones) or informal (the 
last ones), although this division is not always clear. Likewise, quite a few analysts 
tend to underscore the extent to which the instrument is binding. Thus, laws are 
clearly binding, while informal meetings are less so. 
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Alongside these categories of coordination instruments, the governance literature 
mentions three overarching mechanisms of social coordination: hierarchies, markets 
and networks. With this it is confirmed that, while in the past, relationships among 
the stakeholders linked to public policy were primarily hierarchical, with the shift to 
new modes of governance, relationships based on the market or networks of coop-
eration have become increasingly more significant. Thus, redistribution of powers es-
tablished by regulations is more based on hierarchical mechanisms; outcomes-based 
funding, on market mechanisms; and sharing information, on cooperative networks.

In addition, the literature distinguishes between coordination that emerges from 
simple spontaneous adjustments made by the stakeholders to prevent redundancies 
(which some call negative coordination) and positive coordination, more based on 
specific coordination and negotiation actions. The literature has proposed different 
scales to evaluate the degree of coordination achieved, which range from project co-
ordination to coordinating policy or strategy. In contrast to very detailed scales (such 
as that proposed by Metcalfe, 1994), a good part of the literature simply opts to dis-
tinguish between cooperation, coordination and collaboration.69 In this chapter, the 
term «coordination» refers to the entire range of possible interactions and, if appli-
cable, the terms «cooperation» and «collaboration» refer to lower and higher levels 
of coordination, respectively.

Nor should it be forgotten that utilising coordination instruments also comes at 
a price. The creation and operation of coordination committees, for example, re-
quire the allocation of material and human resources. Thus, paradoxically, the or-
ganisational structure created to deal with the growing complexity of the system 
increases this very complexity. Consequently, it is always necessary to compare the 
assumed efficiency benefits deriving from the use of coordination instruments with 
the cost these may entail (Edler, 2010). Authors such as Flanagan et al. (2011) even 
question whether, given the enormous complexity of policy coordination, it is not 
made even more complex by introducing new stakeholders, structures and instru-
ments, and believe that the only possible coordination is a mutually adaptive dy-
namic coordination. 

Strict coordination, and centralisation in general, can make it possible to leverage 
economies of scale. However, the uniformity which derives from them can be con-
trary to the flexibility and diversity of policies required from one field of application 
to another, or from one socioeconomic territory to another (Charbit, 2011; Meijers 
and Stead, 2004). In order to be effective, this central coordination requires the co-
ordinator to have a level of omniscience and omnipotence which is not commonly 
found (Peters, 1998a). And in terms of policy, approaches based on a certain degree 
of incoherence and competition between stakeholders allow for some amount of ex-
perimentalism and policy learning, so that they are ultimately more functional than 
dysfunctional (Peters, 2006). 

What is more, the decision regarding the degree of coordination desired in the sys-
tem cannot solely be based on principles of function or economic rationality; other 
types of logic or function, including policy, must also be taken into account (Peters, 

69 As we move up the continuum from cooperation to collaboration, the interaction, formality, necessary resources, 
loss of autonomy, etc. of organisations increase (see Stead and Meijers, 2004; Keast et al., 2007; McNamara, 
2012; Edler, 2010; Zingerli et al., 2004).
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1998b). An overemphasis on coordination and centralisation can also cloud policy re-
sponsibility and weaken democratic accountability (Lindner, 2012; Peters, 2006; Char-
bit and Michalun, 2009).

6.1.2 Governance and coordination in previous reports

The theoretical presentation set out above establishes the analytical framework for 
studying the governance processes around development strategy and policy applied 
in the Basque Country in the last decade. This will be discussed in the next section. 
As a preliminary step, Table 6-1 gives a brief overview of how the subject has been 
dealt with in the five previous competitiveness reports.

TABLE 6‑1 Main conclusions regarding governance and coordination in previous editions of the Basque Country 
Competitiveness Report

Approach Challenges

First Competitiveness Re-
port (2007)

Identify the Basque Country’s unique value 
proposition. It argued that one of the fac-
tors explaining the successful growth of the 
Basque economy from 1980 to that time was 
its unique institutional structure.

In the sphere of competition, deficiencies in 
key areas limited the adaptability of public 
policy to the local context. 
As regards institutional structure, it was con-
sidered necessary to: (i) kick-start the innova-
tion capacity of the organisation and inter-
nal functioning of the government, (ii) have 
a framework economic strategy, and (iii) in-
crease the participation of all public-private 
stakeholders in the new governance, includ-
ing civil society.

Second Competitiveness 
Report (2009)

Overcoming the economic crisis would have to 
be accompanied by the transition from a com-
petitive stage based on efficiency to another 
based on innovation.

Devise and design the future based on a 
long-term vision and with the cooperation 
of all, creating networks and knowledge 
generation processes based on new, more 
participatory and permeable models of gov-
ernance.
Both the Basque Government and provincial 
and municipal councils had been creating 
public-private cooperation structures which 
could be used as a foundation for these new 
modes of governance.

Third Competitiveness 
Report (2011)

Following the crisis, things were not going to 
return to normal. Instead, what had emerged 
was a «new normal», which required new 
kinds of strategies from territories and stake-
holders.

This new phase required new policies, which 
had to meet certain characteristics: be con-
text-based; be designed not in isolation, 
but as part of a policy mix; act not only on 
stakeholders, but also their interactions; be 
innovative; include the use of soft instru-
ments; and be integrated into multilevel and 
multipolar governance.

Fourth Competitiveness 
Report (2013)

Input for building a productive transforma-
tion strategy in the Basque Country.

Move forward with setting priorities and or-
ganising the processes of the new smart spe-
cialisation strategy paradigm.
Spaces of entrepreneurial discovery, interde-
partmental and interinstitutional collabora-
tion, and collaboration with stakeholders in 
other territories.

Fifth Competitiveness Re-
port (2015)

How to put productive transformation into 
practice. An entire section was devoted to the 
territorial strategy of the Basque Country.

A brand-new territorial strategy would re-
quire «both innovation in the way in which 
the government relates to different stake-
holders (social innovation or new govern-
ance) and public innovation (internal or-
ganisational innovation of the government, 
etc.). In short, it requires an entrepreneurial 
state.»
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6 .2 Evolution of governance in the Basque Country

6.2.1 General institutional architecture

6.2.1.1 Impact of actions by the State and European Union on the Basque Country

As a result of the passing of the Estatuto de Gernika (Statute of Gernika or Stat-
ute of Autonomy of the Basque Country) and the Concierto Económico (Economic 
Agreement), along with the resulting transfers of powers (to which must be added 
internal self-regulation, distributing competencies within the different levels of the 
Basque Country), since the late 1970s, the Basque Country has had a rather unusual 
institutional architecture in international terms. Together with the Basque Govern-
ment, which has broad powers, there are provincial councils which also have many 
more powers than that of corresponding institutions in other territories (for exam-
ple, in the area of taxation). To this must be added the local entities which, until the 
recent passage of Act 2/2016, on Local Institutions in the Basque Country, did not 
have an autonomy, competence or capacity to engage in dialogue that was mini-
mally comparable to the other two levels.

The final distribution of the powers held by Basque institutions is the result of two 
processes. 

• A process of transferring powers, which moves forward in leaps and starts (up to 
1985, with Prime Minister Aznar in 1996, with Prime Minister Rodríguez Zapatero 
in 2011) and which depends on opportunities for negotiation with the central 
government. The Basque representatives consider the process to be incomplete, 
as some of the powers provided for in the Statute of Gernika have not yet been 
transferred. 

• Repeated attempts of the central government to recentralise powers which 
have already been transferred, especially by means of a broad interpretation of 
its rights to cross-cutting and basic powers (especially under articles 149.1.1 and 
149.1.13 of the Spanish Constitution). In other words, citing other rights whose 
content is defined more by the aims sought than by the actual area of action, the 
central government has regulated virtually all matters, regardless of whether or 
not they are the exclusive competence of the autonomous communities. And in 
cases where it is the responsibility of the State legislature to regulate the basis, it 
has tended to regulate matters in an exhaustive and detailed manner, leaving the 
complementary regulatory function of the autonomous communities virtually wi-
thout room to act. Likewise, as regards the function of implementation, a large 
number of redundancies in the actions of the State and the Basque Country have 
emerged as a result of the former’s making use of the cross-cutting rights in arti-
cles 149.1.1 and 149.1.13, of basic powers, of applying the criterion of supraterri-
toriality, of the international importance and impact of certain government ac-
tions, etc. (Viver et al., 2012; Corretja, 2013; Basque Government, 2014a).

Regarding the events of the past ten years, most noteworthy among them is the 
transfer of R&D&I powers in 2009; and secondly, in exchange for the support of 
the Basque nationalist group for the government of Rodríguez Zapatero in its final 
years, a number of transfers were made in 2011 (most importantly, those relating 
to active employment policies). But in 2011, the PP (People’s Party) was returned to 
the central government with an absolute majority, and in the context of serious eco-
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nomic crisis and austerity, the transfer process came to a complete standstill, the re-
centralisation process was intensified (reinforced by a 2010 Constitutional Court de-
cision on the draft Statute of Catalonia), and there was an increase in conflict and 
appeals to the Constitutional Court by the central and Basque governments relating 
to encroachment of powers. In 2014, the Economic Agreement Act was reformed, a 
measure which can be described as exceptional within this context of discord.

Currently, it has been found that the State and a good part of the non-historic au-
tonomous communities believe that the territorial form of the State is basically fixed 
and evenly balanced. According to this viewpoint, what remains to be done is to 
constitutionalise this situation under substantially homogeneous terms (except for 
isolated aspects, such as economic agreements or regional languages), more clearly 
delimitating the State’s areas of competence. In contrast to this understanding, the 
historic autonomous communities believe that the Constitution should allow for a 
system which distinguishes between communities; that the process is not finished as 
the obligations in the statutes have not been fulfilled; that these, forming part of 
the constitutional body of law, should be considered constitutional in and of them-
selves, and that they entail recognition of their identity and uniqueness, and refer to 
a bilateral relationship with the State. In this dispute, the Constitutional Court has 
clearly positioned itself in opposition to the interpretation of the historic commu-
nities, considering the statutes to be merely organic laws, which cannot change the 
political status of the historic nationalities through statutory reform, without previ-
ously reforming the Constitution.

The Basque Country has also been affected by policies fostered by the EU, most no-
table among them:

• Those for which the Estatuto and the Concierto do not assign powers in that area 
to the Basque Country. 

• Those for which, although the Estatuto or the Concierto initially assigned powers 
to the Basque Country, the process of integrating Spain into the EU and advance-
ment in the integration process have meant that the EU is increasingly regulating 
or taking action in these areas of competence.

Leaving aside actions at the macroeconomic level and the funding which the Basque 
Country receives from the EU through the Horizon 2020 programme and Structural 
and Investment Funds (Innobasque et al., 2014), the greatest impact which the EU 
has on the Basque Country is undoubtedly related to its regulations. The State then 
transposes the European law, normally supplementing and clarifying it, including in 
matters whose exclusive competence belongs to the autonomous communities. This 
seriously limits the latter’s ability to implement their own policies in these areas.

6.2.1.2 Actions of Basque public administrations

Since self-regulation was restored, the distribution of powers and functions among 
the three levels of the legal and institutional structure of the Basque Country (com-
mon, provincial and local institutions) has been the topic of discussion. 

With the aim of providing an idea of the relative weight of each of these three lev-
els of government in the Basque Country, Table 6-2 shows various indicators of their 
2014 revenue and expenditure, unconsolidated and without transfers. As we can see, 
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the provincial councils account for 89% of revenue (in contrast, the Basque Govern-
ment has just 2%) and 14% of expenditure (while the expenditure of the Basque 
Government and town councils is 60% and 16%, respectively). In other words, 
among Basque public administrations, there is a considerable imbalance between 
those which receive the revenue not based on transfers (provincial councils) and 
those which incur the expenditure (Basque Government and municipalities). With re-
gard to the number of people employed by the public administrations at the end of 
2015, the Basque Government accounts for 70% of the total, local entities for 22% 
and the provincial councils, 9%. This is the case because the public services provided 
by the Basque Government and local entities are more staff-intensive, and because 
the expenditure corresponding to transfers does not require as much staff at the en-
tity which incurs it.

TABLE 6‑2 Revenue and expenditure, without transfers, of Basque public administrations

 
% of the total in 2014 k€ per capita, 2014

Revenue Expenditure Revenue Expenditure

Total unconsolidated 100.0 100.0 6.6 4.5

Basque Government 2.0 59.9 0.1 2.7

Provincial councils 88.5 14.1 5.9 0.6

— Provincial Council of Álava 
(DFA) 14.0 3.0 6.3 0.9

—  Provinc ia l  Counci l  of 
Gipuzkoa (DFG) 27.5 3.3 5.6 0.5

—  Provincial Council of Biz-
kaia (DFB) 47.1 7.8 5.9 0.7

Town councils 9.5 26.0 0.6 1.2

— Álava 1.5 4.2 0.7 1.3

— Gipuzkoa 3.6 8.8 0.7 1.2

— Bizkaia 4.4 13.0 0.6 1.1

Source: Eustat.

Until the passage of Act 2/2016, on Local Institutions in the Basque Country, Basque 
municipalities did not have a clear framework of powers or for dialogue and direct 
participation in the matters concerning them. They thus occupied a very subordinate 
position in the legal and institutional structure. Even so, the main subject of debate 
was focused on the distribution of powers and the relationship between common in-
stitutions and historic territories.

The political groups take different approaches regarding whether the common insti-
tutions should have greater or lesser powers than those currently recognised in the 
Statute of Autonomy and the Historic Territories Act. However, unlike the situation 
with regard to relations between the State and the Basque Country, the delimitation 
of powers between common institutions and those of the historic territories is much 
more fixed in regulatory matters and there are not as many cases of regulatory re-
dundancies. 

This is not the case with executive and organisational redundancies. Of course, the 
literature has questioned the idea of exclusive competence (‘one power per institu-
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tion’) and believes that there are few purely exclusive competences. That two insti-
tutions act on the same matter —or even that one of them does so without having 
a legally recognised right to the power— does not mean that it can automatically 
be assumed that there are redundancies or inefficiencies. But although this calls into 
question the specific quantification provided in the Informe sobre duplicidades e in-
eficiencias en las Administraciones públicas vascas (Report on Redundancies and In-
efficiencies in Basque Public Administrations), released in 2013, we have enough ev-
idence to maintain that there is significant room for improvement in this area. The 
solution would involve a law organising the entire public sector, to continue making 
progress on delimiting and clarifying the powers corresponding to each level (as was 
done with the recent law on local entities), to move forward on rationalising and 
rescaling the Basque public sector and to develop suitable mechanisms of coordina-
tion and cooperation. 

In short, in addition to the significant change represented by Act 2/2016, on Local 
Entities, in the past ten years, progress has been made on studies and awareness of 
the problems of redundancies and inefficiencies in the Basque public sector. In ad-
dition, the Basque Government has approved a rationalisation and rescaling plan. 
However, implementation of this plan has barely begun, and the provincial coun-
cils have not prepared their own. What is more, the main legislative proposals be-
ing considered (bills on historic territories; the organisation and functioning of the 
Basque public sector; and transparency, citizen participation and good governance) 
did not move forward during the previous legislative session. Nonetheless, the gov-
ernment programme made public by the new team promises to draft bills for the last 
two cases mentioned, along with a 2020 Strategic Governance and Public Innovation 
Plan to modernise the Basque public administration.

6.2.2 Mechanisms of coordination in overall multi-level governance

6.2.2.1 With government bodies outside the Basque Country

The majority of the studies which have analysed coordination and cooperation 
instruments between the General Administration of the State (AGE) and the au-
tonomous communities have focused on those of an organisational or contrac-
tual nature, practically ignoring the rest (OECD, 2014, 2015). Among the organ-
isational instruments, the State has sought to promote multilateral instruments 
(that is, those which include all of the autonomous communities) over bilateral 
ones. For their part, the historic autonomous communities (especially the Basque 
Country) have tried to establish a bilateral relationship between themselves and 
the State. 

Although their effectiveness has increased, the two main multilateral organisations 
(the Sector Conferences and the Conference of Regional Presidents) still have consid-
erable room for improvement (León and Pereira, 2011; Arbós et al., 2009; García Mo-
rales, 2008; OECD, 2014, 2016). The Basque Government has taken part in these to a 
lesser extent than the other autonomous communities. Likewise, it has also been less 
likely to utilise the agreements between the State and each of the autonomous com-
munities which often followed these conferences. 

Beyond organisational structures and the agreements mentioned above, the State’s 
greatest impact in terms of coordination is probably by means of regulation. 
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Through regulation, it is making extensive inroads into a wide range of areas, re-
gardless of whether or not it holds exclusive powers over these matters.

Additionally, the State impacts a significant portion of the activity of Spanish au-
tonomous communities under the common fiscal regime through the budget or 
funding: either by means of Organic Act 2/2012, on Budget Stability and Financial 
Sustainability, or through the funding it provides to enable the autonomous commu-
nities to carry out certain activities. In the case of the Basque Country, which has its 
own Treasury, there is less dependence on specific funding from the State; but this is 
offset by the loss of powers entailed by Organic Act 2/2012, which is proportionally 
greater.

Relations between the regional and central governments take place outside of Par-
liament and are highly influenced by the political parties in these governments. In 
the historic autonomous communities, it is also frequently the case that they are 
governed by nationalist parties, which are not in the central government, and the 
claims these put forward are not limited to strictly technical issues, but often have a 
political component. This has made it difficult to reach cooperation agreements.

As regards mechanisms of coordination between the Basque Country and EU govern-
ment bodies, it should be pointed out that in the area of action abroad, the Basque 
Government has developed its own organisational structure, most notably the Gen-
eral Secretariat for Foreign Action and the Interdepartmental Foreign Action Com-
mittee. These institutions engage in a wide range of activities at the international 
level: participation in the mechanisms organised by the EU to listen to the regions 
and in relation with Spain and the EU, creation of a delegation in Brussels, partici-
pation in various general and sector-specific associations of substate authorities, 
etc. (Orkestra, 2017). The State, which according to the Constitution holds exclusive 
competence in the area of international relations, initially took a dim view of such 
actions. But Constitutional Court Decision 165/1994 established that international 
relations are one thing, while foreign promotion activities are another. The Constitu-
tional Court considered the latter to be legal, to the extent which they are necessary 
or advisable to exercise the powers of the autonomous community and do not entail 
the development of international relations.

Lastly, within Spain, legislators viewed any cooperation relationships which might 
emerge among autonomous communities with distrust and preferred to promote 
vertical relationships (between the State and the autonomous communities) and 
obstruct those of a horizontal nature (among the different autonomous commu-
nities). As a result of this, unlike the situation in the majority of federal countries, 
there are no horizontal agreements which have been signed by all of the autono-
mous communities. What is more, only a limited number of agreements have been 
signed between neighbouring regions, generally to mutually acknowledge gov-
ernment actions or authorisations, for the shared use of resources and provision 
of services, or for joint management of supraregional spaces (Arbós et al., 2009). 
In the case of the Basque Country, these cooperation agreements with neighbour-
ing autonomous communities have also been very secondary in nature. In fact, the 
cross-border cooperation agreements in which Basque public administrations par-
ticipate (especially those involving the Aquitaine-Euskadi-Navarra Euroregion and 
the Working Community of the Pyrenees) have been more significant (Basque Gov-
ernment, 2014b, 2015).

Relations between 
the regional 
and central 
governments take 
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governments



198

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

6.2.2.2 Mechanisms of coordination in Basque public administrations

Coordination within each government body

Coordination is much easier when its purpose is known. The existence of a strat-
egy plays a key role in coordination. And planning, to the extent which it organises 
groups of initiatives sharing predefined goals, makes coherence and coordination 
possible. When analysing coordination within Basque public administrations, it is 
necessary to begin by pointing out that to date, no effort has been made to define a 
true joint strategy for these bodies, let alone a strategy for the territory which would 
come out of interaction not only within the public administration, but also with the 
other stakeholders operating in the region. 

The attention paid to developing strategies, programmes or plans which make it 
possible to guide and organise the different initiatives varies considerably from 
one body to another. The Basque Government has made much more progress in 
this area than the provincial councils. This is reflected not only in the framework 
of programmes and plans it develops, both strategic and sector-specific, but also 
in establishing specific organisational structures for this purpose (the Coordina-
tion Department, under the General Secretariat of the Prime Minister’s Office).70 
The government programme of the 11th Legislature identifies four main pillars, 
with 175 commitments and 650 initiatives (and their responsible parties), all ac-
companied by a set of structural and sectoral indicators. It also provides for the 
development of 15 strategic plans aligned with the three axes of action in the 
Europe 2020 Strategy and the five parameters established for the United Nations 
Sustainable Development Goals (see Illustration 6-1), as well as a group of de-
partmental or sectoral plans.71 Despite the huge step forward this represents, the 
programme continues to maintain some of the division into silos which the analy-
ses by the OECD (2011a) and Morgan (2013) identified in Basque public adminis-
trations.

Similarly to what happen internationally (Bouckaert et al., 2010), it is possible to 
identify a trend towards reducing the number of departments in the organisational 
structures of the Basque Government and the provincial councils. However, this 
seems to be more a response to modes and measures of an aesthetic nature, and is 
not evidence of an improvement or worsening of coordination. 

Additionally, in the organisational structure of the Basque Government and the pro-
vincial councils, a distinction has been established between what the literature refers 
to as central departments or areas (made up of the Lehendakaritza [Prime Minister’s 
Office] or Office of the General Councillor and by the Treasury and Public Admin-
istration departments), which play a key role in coordination (alongside that per-
formed by the Governing Council), and the other departments, which are more sec-
toral in nature and organised in a more linear fashion.

70 The planning activity of the provincial councils is discussed in somewhat more detail in Orkestra (2017). 
71 On the planning activity of the Basque Government, see http://www.euskadi.eus/planificacion/web01-s1leheko/

es/#8632
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ILLUSTRATION 6‑1 Strategic plans provided for by the 11th Legislature of the Basque 
Government
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Source: Basque Government.

In the international sphere, the literature has also identified a trend towards what 
has been referred to as «agentisation», in which the administrative structure of gov-
ernments focuses on management functions and delegates others to a number of or-
ganisations which have a certain degree of autonomy in their activities. There is no 
single model of agency, nor can they easily be identified by their legal status or other 
predetermined characteristics. Thus, the models, both around the world and in the 
Basque Country itself, vary significantly (OECD, 2002b; Gill, 2002; Pollit and Talbot, 
2004; Pollit et al., 2005). Basque public administrations began to utilise agencies very 
early (SPRI and EVE were created in the first half of the 1980s), due to the administra-
tive flexibility they offer. Nevertheless, more recently, changes in public procurement 
law, agreements, etc. have largely done away with the advantage of flexibility.  

In the face of the greater complexity being taken on by the institutional structure, 
there was a growing awareness of the need to improve coordination between poli-
cies and the organisations (departments, agencies, etc.) linked to them by means of 
various liaising mechanisms, both formal and informal. Among them, we can distin-
guish between mechanisms which are general (that is, those in which representatives 
of all departments participate, dealing with initiatives which relate to any of them) 
and restricted (those that deal with a specific area, in which only a limited number of 
departments participate). Within these, a further distinction can be made between 
coordinating ordinary or day-to-day activity and coordinating activities more closely 
linked to planning and prioritising.

• General coordination bodies. The most important of these is the Governing Coun-
cil. As a coordination body, it is more political than technical in nature. Generally, 
its activity has centred on ordinary matters. In this body, approval and agreement 
take precedence over debate or discussion.

Formal and 
informal liaising 
mechanisms have 
been developed
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• More restricted liaising mechanisms. Examples include the many inter-departmen-
tal committees created for the different strategic plans. They are generally more 
technical in nature. However, as explicitly acknowledged in an internal Basque 
Government document, despite the fact that these bodies are proliferating, their 
achievements are very limited. Therefore, it seems advisable to rethink the organi-
sation of these liaising bodies along two lines: first, creating coordination bodies 
that are more general in scope, which could incorporate several of the committees 
already created; and second, giving them greater stability and attention.

There is virtually no evidence of the other possible coordination instruments men-
tioned in the literature, although it is worth mentioning some aspects. Firstly, there 
are almost no actions linked to personnel (departmental mobility, training, etc.) 
which expressly seek to increase coordination. Secondly, these actions rarely ever 
occur spontaneously. Additionally, the evaluations and studies carried out have fo-
cused more on the existence or absence of redundancies between levels of govern-
ment than on mechanisms of coordination at a given level. Furthermore, in contrast 
with systems in which informal mechanisms of coordination tend to take precedence 
over formal ones —such as in the case of the Nordic countries— quite the opposite 
seems to happen in the Basque Country (Magro and Navarro, 2016). Lastly, there is 
a relative lack of think-tanks, together with a certain weakness in the structures of 
the majority of the political parties. This means that these do not play the coordinat-
ing role which they appear to perform in societies such as Sweden (Bouckaert et al., 
2010).

6.2.2.3 Coordination among Basque government bodies

Although there exist various instruments to coordinate the actions of the different 
Basque public administrations, their actual impact is not very broad. Beginning with 
the more vertical instruments, there is a well-established and developed body, the 
Basque Public Finance Council (CVF), for fiscal and financial coordination between 
the provincial councils and the general institutions of the autonomous community. 
The six members that originally made up this council (three appointed by the Basque 
Government, with the other three being the general councillors of the provincial 
councils) have been joined by another three representatives of Basque municipali-
ties. In cases where this council agreed to create certain funds, it usually sets up spe-
cific committees to manage them, with representatives of the different groups. 

In addition to the spaces for interinstitutional liaising which have emerged under 
the aegis of the CVF, laws passed by the Basque Parliament and Basque Govern-
ment plans —when their implementation or monitoring requires complementary 
action by different types of institutions— have created a whole other group of in-
terinstitutional committees. Thus, a large number of committees and liaising spaces 
have emerged which, as occurred with the interdepartmental committees, require 
a great deal of time and resources, and are at present limited in their effective-
ness. In response to the growing concurrence of powers and faced with the need 
to organise this group of committees and liaising spaces, the Basque Government 
(2014a) declared the need to create the «Basque Public Policy Council, with sector-
specific configurations based on the issues to be dealt with (p. 70). Recently, Act 
2/2016, of 7 April, on Local Institutions in the Basque Country, gave shape to this 
intention, although restricted to the scope of policies in which local entities are di-
rectly involved. 

The interinstitutional 
and 
interdepartmental 
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are limited in their 
effectiveness
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In the event of conflicts over powers or disputes not resolved within the existing 
mechanisms of coordination, the Statute of Gernika provided for the creation of an 
arbitration committee, an option which has been resorted to on more than one oc-
casion. 

Lastly, until the recent passing of Act 2/2016, municipalities were in a clearly subor-
dinate position with regard to the other levels of government, so that coordination 
was based more on instruments linked to hierarchies than collaborative networks. 
This was reflected in a loose framework of powers, significant financial depend-
ence, and resorting to agreements with higher levels, as well as a limited presence in 
the system’s bodies of governance (such as the Basque Public Finance Council). The 
aforementioned law provides a partial answer to these problems. Nonetheless, in 
regulating municipal representation, it appears not to have taken sufficient account 
of the uniqueness and importance of the three capitals, beyond any bilateral agree-
ments which the provincial councils may have established with them to jointly imple-
ment strategic projects.

6.2.2.4 Mechanisms of coordination with non-governmental stakeholders

As we turn to analysing the involvement of non-governmental stakeholders in public 
policy, it is advisable to distinguish between citizens in general and the different or-
ganised interest groups (business associations, unions, etc.). 

As regards the involvement of citizens in general, we can identify two paths:

• Through political parties. While also being vehicles of citizen representation, the 
parties can offer a comprehensive vision for the different public policies (Bolleyer, 
2011). This is especially evident when a single party forms the government and has 
held a hegemonic position for some time (Peters, 1998a). In the case of the Basque 
Country, the Basque Nationalist Party (PNV) has been the party with the most op-
portunities to perform this coordinating role, having held a greater «hegemonic 
position» in Basque public institutions. 

• An increase in the rights of the general public to free and transparent access to 
the information generated by Basque public administrations, as well as participa-
tion in public affairs and the evaluation of public policies.

As regards the participation of different interest groups in the development of strat-
egy and public policy, it should be noted that, just as there is no living territorial 
strategy of a general nature in the Basque Country, nor are there permanent mecha-
nisms of participation for the non-governmental stakeholders of the so-called quad-
ruple helix in the region.

The Basque Social and Economic Council (CES) is the main participatory body for 
organised interest groups in the Basque Country: unions, business confedera-
tions, other social and business stakeholders and civil society, and experts. Al-
though it was created in the 1980s, it did not begin operating until 1998. From 
then until 2008, its activity was limited to economic and social policies (excluding 
fiscal and budget issues, and also from 2012 labour issues) of the Parliament and 
of the Basque Government (without having an effect on provincial councils and 
local entities).
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In this regard, it is important to note that during the 1990s, a distancing be-
gan between the Basque Government and the nationalist unions, which deep-
ened over time. One result of this was that attempts to establish social dialogue 
groups by the governments of López and Urkullu were rejected by the unions. 
The nationalist unions believe that Madrid holds the main powers in social and 
labour matters and that, in their opinion, the Basque Government lacks the true 
will to claim them. Furthermore, they think that other essential issues in which 
there could be some margin for action (taxation and level of public expendi-
ture, health care, education, services and social welfare policy) are left out of 
these dialogue groups, which ultimately leads to them being quite limited in 
content.

The heterogeneous processes of public-private collaboration of the 1990s (sector 
and cluster associations, Bilbao Metrópoli 30, Euskalit, Saretek, etc.) were joined 
in the first decade of this century by new structures of public-private coopera-
tion, created by the Basque Government, provincial councils and municipalities 
for new modes of governance: the Foro de Competitividad 2015 (Competitiveness 
Forum), Innobasque, Gipuzkoa Aurrera, etc. What is more, in the different plans 
and strategies being implemented by the various levels of government (autono-
mous community, provincial, municipal or district-level), there has been a gradual 
introduction of forums which provide for the participation of different interest 
groups in their design – and increasingly more, although still in a nascent form, 
in their implementation and evaluation as well. However, as indicated earlier, 
this is usually restricted to certain spheres of activity (such as internationalisation 
policy) and does not so much represent a permanent change in general territorial 
strategy.

6.2.3  Institutional architecture and mechanisms of coordination in the sphere of 
R&D&I

The systems and mechanisms of governance for public policy vary from one ter-
ritory to the next depending on the political systems in place. And within each 
territory, they also vary from one domain or sphere of public policy to another 
(Peters, 1998a; Bouckaert et al., 2010). Therefore, the level of analysis of govern-
ance and mechanisms of coordination in this section focuses on aspects related to 
R&D&I strategies and public policies, which is the area of public policy with the 
greatest impact on the competitiveness and economic wellbeing of a territory. 
Additionally, focusing the analysis on a certain level will make it possible to more 
clearly identify the differences found in governance and coordination according 
to the stages through which the policy cycle moves (which, for the sake of sim-
plicity, can be divided into design, implementation and evaluation). This issue is 
closely linked to the division established in the literature between policy coordi-
nation and administrative coordination.

6.2.3.1  Powers and functions of each stakeholder in R&D&I strategy and policy

For many years, the literature on science and technology policy believed that, 
given the significant economies of scale and minimum thresholds at play in the 



203

innovation in governanCe

sphere of R&D, the natural sphere of government to exercise these policies was 
at the national level. Analysts still tend to believe that the sphere of R&D pol-
icy remains national or supranational, but they also believe that innovation poli-
cies which are based less on R&D and more on interaction are more appropriately 
handled at the regional and local levels. For them, proximity, both geographic 
and cultural, fosters interaction and dialogue among governments and the var-
ious stakeholders in the innovation system (Koschatzky and Kroll, 2007, 2009; 
OECD, 2011a). Nonetheless, innovation often requires a combination of differ-
ent types of innovative activities, and the development of all the factors neces-
sary to effectively exercise R&D policies frequently necessitates collaboration or 
complementary action at all levels of government. Therefore, in reality, although 
it is natural for a larger role to be played by the government of one territorial 
level or another depending on the type of innovation policy (R&D or not; or even 
within this, supporting basic research or experimental development), R&D&I poli-
cies require the exercise of concurrent, rather than exclusive, powers.

In the case of the Basque Country, apart from support for R&D&I from R&D sup-
port programmes and Structural and Investment Funds from the European Com-
mission, the powers governing matters of R&D are held, first, by the State (to 
which article 149.1.15.ª of the Constitution granted exclusive competence over 
promotion and general coordination of science and technology research) and, 
second, by Basque Country institutions (to which article 10.1 of the Statute of 
Gernika assigned exclusive competence over science and technology research, in 
coordination with the State). These powers were not transferred until, following 
an agreement reached by the Joint Committee for the Transfer of Powers, the 
passage of Royal Decree 3/2009. With this agreement, the Basque Country began 
to deduct 87 million euros a year from its cupo (the amount paid to the State for 
the services it provides), but without cutting off the ability of Basque research 
centres and staff to submit applications for aid to the central government. As re-
gards the provincial councils and some municipalities, although in theory they 
did not have recognised powers in the areas of R&D and education, they had be-
gun to implement actions which complemented those of the Basque Government 
in the sphere of R&D&I, as can be seen from the list of instruments to achieve its 
aims contained in the PCTI-2020. Some municipalities, primarily the provincial 
capitals, even went beyond collaborating on the creation of R&D&I infrastructure 
to promoting different initiatives to support it, albeit with more limited activity 
than described above.

Table 6-3 shows the degree of concurrence of R&D policies in the Basque Country. 
In 2015, the public administration which funded the largest amount of R&D activ-
ity carried out in the Basque Country was the autonomous community (which 
funded almost 20% of expenditure), followed by the EU and the State, and lastly, 
the provincial and municipal councils. However, it should be noted that the R&D 
statistics do not count certain types of funding, most noteworthy among them, 
that which comes from tax incentives. In the Basque Country, this type of fund-
ing totals between one quarter and one fifth of all that provided by Basque pub-
lic administrations. Therefore, if it were included, provincial councils would rank 
second, behind the autonomous community government.

R&D&I policies 
require the 
exercise of 
concurrent powers
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TABLE 6‑3 Public funding of R&D expenditure in the Basque Country (2015)

Higher 
education

Public 
administration

Firms / Private 
not‑for‑profit 
institutions

Total

Thousand euros

Total R&D expenditure 234,709 87,490 951,008 1,273,207

Funded by the AGE 17,803 14,350 35,866 68,019

Funded by the autonomous community government 59,480 62,693 127,148 249,321

Funded by provincial and municipal councils 7,964 1,345 12,173 21,482

Funded by EU programmes and other funds 9,964 3,257 68,775 81,996

Percentage

Total R&D expenditure 100.0% 100.0% 100.0% 100.0%

Funded by the AGE 7.6% 16.4% 3.8% 5.3%

Funded by the autonomous community government 25.3% 71.7% 13.4% 19.6%

Funded by provincial and municipal councils 3.4% 1.5% 1.3% 1.7%

Funded by EU programmes and other funds 4.2% 3.7% 7.2% 6.4%

Source: Eustat.

Table 6-4 shows that, after the autonomous community government, it is provincial 
councils which support the highest number of innovative firms, closely followed by 
the central government, and lastly, at the same level, the local and EU governments. 
Obviously, the EU and State fund smaller firms. As a result, the figures in Table 6-4 
under-represent their funding efforts.

TABLE 6‑4 Technologically innovative enterprises with public funding in the Basque Country

Total >=10 employees

2006 2008 2013 2015 2006 2008 2013 2015

Number of technolog-
ical innovators with 
public funding (thou-
sand)

Total 8.2 10.8 6.6 5.1 1.9 2 2.2 1.6

Local government 1.6 1.2 1.3 0.8 0.2 0.3 0.4 0.2

Provincial councils 2.5 2.9 1.7 1.5 0.6 0.7 0.6 0.6

Basque Government 6.1 8.1 5.7 3.5 1.5 1.5 1.8 1.1

Central government 0.9 1.6 1.8 1.4 0.5 0.8 0.7 0.5

European Union 1.7 2.7 1.1 0.6 0.2 0.4 0.4 0.4

Percentage of techno-
logical innovators re-
ceiving public funding

Total 4.6 5.5 4.0 3.1 15.2 14.6 19.1 14.2

Local government 0.9 0.6 0.8 0.5 1.6 2.2 3.5 1.8

Provincial councils 1.4 1.5 1.0 0.9 4.8 5.1 5.2 5.3

Basque Government 3.4 4.1 3.5 2.2 12.0 10.9 15.7 9.7

Central government 0.5 0.8 1.1 0.9 4.0 5.8 6.1 4.4

European Union 0.9 1.4 0.7 0.4 1.6 2.9 3.5 3.5

Technological innova-
tors with public fund-
ing served by level (%)

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Local government 19.5 11.1 19.7 15.7 10.5 15.0 18.2 12.5

Provincial councils 30.5 26.9 25.8 29.4 31.6 35.0 27.3 37.5

Basque Government 74.4 75.0 86.4 68.6 78.9 75.0 81.8 68.8

Central government 11.0 14.8 27.3 27.5 26.3 40.0 31.8 31.3

European Union 20.7 25.0 16.7 11.8 10.5 20.0 18.2 25.0

Source: Eustat.
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In any case, from Table 6-3 and Table 6-4, it is clear that sub-regional government 
bodies play no small role in R&D and innovation policies in the Basque Country 
(which, as noted in OECD, 2011b, is quite unusual at the international level) and any 
analysis of these policies, and their governance and mechanisms of coordination, 
should not overlook them.

6.2.3.2 Mechanisms of coordination and governance in the field of R&D&I

The mechanisms used to coordinate the R&D&I policies of Basque institutions 
with EU bodies are numerous, extremely varied in nature and quite effective. As 
evidence of this, we can cite several milestones: EU R&D&I funding programmes 
are taken into account in preparing science, technology and innovation plans 
(PCTI); the Basque Country is a member of several community programme com-
mittees; the R&D&I programmes of Basque institutions are in line with regula-
tions 659/1999 and 794/2004, of the EU Council, regulating public aid; the Basque 
Country prepared the PCTI-2020 in accordance with the criteria established by the 
European Commission for research and innovation smart specialisation strategies 
(RIS3); the report by expert K. Morgan (2013), funded by the European Commis-
sion, had a significant influence on the focus taken in certain areas of the PCTI-
2020; there have been many informal contacts between community institutions 
and the Basque Government, which have been supported by the activity of the 
Basque Country Delegation in Brussels and participation in various European net-
works (ERA-NET, ERRIN, Vanguard, etc.).

In contrast, coordination with central government R&D&I strategies and plans has 
been significantly less, beyond the agreement reached in late 2008 for the transfer 
of powers governing R&D&I. Furthermore, there have been virtually no mechanisms 
of coordination for R&D&I policy between the Basque Country and neighbouring re-
gions (Aranguren et al., 2016).

As regards internal governance and coordination of R&D&I policy, the framework 
document is the Science, Technology and Innovation Plan (PCTI). The PCTI-2020, hav-
ing been prepared in accordance with the smart specialisation strategy principles es-
tablished by the European Commission, is considered the RIS3 for the Basque Coun-
try. The first aspect of this plan which should be pointed out is that, although its 
name might lead one to think that it deals with the main aspects linked to science, 
technology and innovation, in reality, the plan focuses more on R&D. Although in 
the battery of instruments serving the goals of the plan, there is also mention of the 
R&D&I support programmes of the provincial councils, in actual fact, in designing 
the PCTI-2020, not much consideration was given to the smart specialisation initia-
tives which other lower territorial levels were attempting to start up, whether these 
were provincial (for example, the process undertaken by the Provincial Council of 
Gipuzkoa) or municipal (for example, the Municipality of Bilbao Smart Specialisation 
and Innovation Strategy, iBilbao 2020). 

Within the Basque Government, leadership with regard to the PCTIs has changed. 
Thus, according to Aranguren et al. (2016), both design and implementation of the 
PCTI-2010 were led by the Department of Economic Development (DDEC, then the 
Department of Industry); design of the PCTI-2015 was led by the Department of the 
Prime Minister’s Office, although in practice, the DDEC continued to be responsible 
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for its implementation;72 and in the PCTI-2020, the Department of the Prime Minis-
ter’s Office was heavily involved in both design and implementation.

The basic governance scheme for the PCTIs was laid out in broad strokes in the PC-
TI-2010: creation of the Basque Science and Technology Council, Ikerbasque, Inno-
basque, the post of commissioner, etc. However, as later analyses pointed out with 
regard to the PCTI-2010 and PCTI-2015, although it is «conceptually appropriate, the 
system has not been suitably developed, as neither the processes nor the relation-
ship flows between the different sub-systems are clearly defined, so that each one 
has created its own structure and has operated with its own dynamics’ (Innobasque, 
2013). The review of the RIS3 carried out by Morgan in 2013 emphasised three ma-
jor weaknesses in the area of governance: the complexity of the institutional frame-
work, interinstitutional rivalries and the lack of monitoring and evaluation. 

In response to this, the PCTI-2020 proceeded to make a number of adjustments in 
the governance scheme, resulting in the model shown in Illustration 6-2.

ILLUSTRATION 6‑2 Model of governance in the PCTI-2020
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Coordination  
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Commissioner
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Source: RIS3 for the Basque Country.

• Basque Council for Science, Technology and Innovation (CVCTI). This body is at the 
top level of the governance scheme. It was created in 2007 and reformed by De-
cree 49/2014. It falls under the Office of the Lehendakari (Basque Prime Minister), 
incorporating components of the triple helix. This body currently carries out the 
mission to which it was assigned, although there are some who feel that it should 
also include representatives of civil society (the fourth helix) and local government 
(especially the major capitals).

72 Although it was expected that leading the implementation would be the responsibility of one department or an-
other, depending on the type of process (more science-, technology- or social innovation-based), in the end, in 
practical terms, implementation was left in the hands of the Department of Industry.
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• Scientific Committee. Newly created, with members from different situations and 
disciplines. Its work has been viewed very positively (Aranguren et al., 2016).

• Commissioner. The duties of this figure, which was already present since the PCTI-
2010, have been taken on by the General Secretary for the Prime Minister’s Office. 
The Commissioner is assisted by a Technical Secretariat, which is the responsibility 
of Innobasque (Basque Innovation Agency). The Commissioner and the Technical 
Secretariat make up the «nervous system» of RIS3 governance, as they connect the 
CVCTI with the Interdepartmental and Interinstitutional Committees, and the ad-
visory Scientific Committee (Aranguren et al., 2016).

• Interdepartmental Committee. The group began to operate after approval of the 
PCTI-2020. This mechanism has represented a great leap forward in overcoming 
the silos which the OECD (2011a) and Morgan (2013) had observed in the Basque 
Government in the area of R&D&I. Under the leadership of the General Secretariat 
of the Prime Minister’s Office, the Interdepartmental Committee is made up of re-
presentatives of all departments with activities in the areas of science, technology 
and innovation, along with Innobasque and Orkestra (as an outside evaluator, to-
gether with K. Morgan). Despite this, according to Aranguren et al. (2016) there 
still remain some gaps, linked to an artificial separation between basic research ca-
rried out at public universities and BERCs (Basque Excellence Research Centres, un-
der the Department of Education) and applied research at technology centres and 
other agents (under the DDEC). With this division in place, private universities are 
left in no-man’s-land. Furthermore, according to the aforementioned analysts, this 
greater interdepartmental collaboration within the scope of operation of R&D&I 
has not yet led to more strategic collaboration, which is reflected in the develop-
ment of jointly funded programmes and instruments.

• Interinstitutional Committee. This was created to support coordination with 
other Basque government bodies. It is made up of representatives of the Inter-
departmental Committee, the three provincial councils and Eudel (Association of 
Basque Municipalities). This committee is a sort of Basque Public Policy Council in 
the area of the RIS3 and could serve as a way to share and align the initiatives be-
ing carried out by different institutions in the area of the RIS3. This would make 
it possible to offset the lack of attention paid to RIS3 initiatives at the sub-auto-
nomous community level in the initial design of the PCTI-2020. Nevertheless, the 
Interinstitutional Committee should try to overcome the lack of direct represen-
tation of the capitals (Aranguren et al. 2016). Additionally, it seems advisable for 
the group to expand its activity beyond that contained in the PCTI to include other 
economic promotion and innovation and internationalisation stimulus activities, 
which, as indicated earlier, are promoted by other Basque Government plans. As 
Aranguren et al. (2016) point out, multi-level governance is one of the spheres in 
which progress towards coordination and distributed leadership of the RIS3 has 
been lagging thus far. Therefore, local RIS3 plans have yet to be integrated into 
the operational work of the strategic priorities, even when they have been so-
mewhat more integrated into opportunity niches.

• Living process for developing priority areas. The thematic priorities of the PCTI-
2020, while they constitute a necessary first step towards determining where the 
Basque Country needs to go, are too broad and stop a little short of the real pro-
cesses of entrepreneurial discovery supported by the RIS3 literature. Precisely be-
cause of this greater generalisation, the overarching thematic priorities are set 
based on analysis and evidence (indexes of science and technology or commer-
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cial specialisation, etc.) generally provided by studies funded by the government, 
and less on the concrete knowledge of markets and technology possessed by pri-
vate stakeholders. At lower levels of specificity for technology and market under-
takings, the participation and knowledge of stakeholders directed associated with 
these areas becomes irreplaceable. In other words, depending on the stage of the 
public policy cycle (design, implementation or evaluation), the participation and 
type of leadership required vary.

This can be seen to have also happened in the Basque Country. At the design 
stage, when the overarching priorities are determined, the key role and leadership 
of the government, supported by analyses prepared by different organisations (Ik-
erbasque, Innobasque, Orkestra, B + i, etc.), has been much greater, even though 
there is always an attempt to fuel this with the opinion of the other stakeholders. 
And as a result of these checks, some significant changes were made in the initial 
plans, such as including four opportunity niches (food, urban habitat, cultural and 
creative industries, and ecosystems), along with the three thematic strategic prior-
ities (advanced manufacturing, energy and biosciences/health), a greater emphasis 
on basic research, and defining the need to attract and retain talent as a key chal-
lenge.

In order to make it possible to achieve the greater participation and prominence 
of the other innovation «helixes» which a true entrepreneurial discovery proc-
ess requires, the role of steering groups was designed for the implementation 
stage of the plan. Seven groups were created, corresponding to the three strate-
gic priorities and the four opportunity niches. It was determined that along with 
the government, these groups should include firms and cluster associations, and 
RVCTI science and technology stakeholders. All of the groups should have a man-
agement committee and a technical secretariat, under whose supervision the-
matic working groups would be set up. It was also established that the groups 
should begin working by identifying the technological areas in which it is advisa-
ble to prioritise research, determining the most important driver projects in their 
areas, based on a set of guiding criteria (economic importance, scientific excel-
lence, etc.), as well as possible synergies with other priority areas and opportu-
nity niches.

In practice, given the wide variety of characteristics in each priority area and each 
opportunity niche, the process has been quite different in each case. While the 
government has established the rules of the game and decided which stakehold-
ers should initially make up the steering groups, it is the groups themselves that 
have determined their own mode of governance and who choose which other 
parties are invited to participate. The process has therefore moved from the in-
tense participation and leadership of the government at the initial stages, to 
greater involvement and allocation of time and work by other stakeholders at the 
later stages. A progressive distribution of leadership from the former to the latter 
group is thus taking place. What is more, although each steering group has a de-
partment within the Basque Government which is responsible for its supervision 
and connection to the Interdepartmental Committee (so that the PCTIs have been 
opened up to departments such as Health, Housing and Culture, which previously 
took no active part in them), we find that, due to their more cross-sectoral nature, 
in the four opportunity niches and the biosciences/health priority, there is more of 
a relationship among the departments.

The steering 
groups were 
designed to boost 
the participation 
and prominence of 
the other «helixes» 
of innovation



209

innovation in governanCe

Despite the fact that the steering groups have been mobilised and made significant 
changes with regard to past dynamics, there are a number of issues which are still 
cause for some concern:

• There are no representatives of civil society in these steering groups (with 
some notable exceptions, such as biosciences/health and urban habitat). 

• According to the report by Aranguren et al. (2016), Basque universities feel 
somewhat overlooked by the process developed in the RIS3 strategy. With re-
gard to this, it seems advisable for the Department of Education to have a 
presence on the management committees of the two main strategic priorities: 
advanced manufacturing and energy.

• The representatives of the business sector participating in the steering groups 
for the two main strategic priorities mentioned are more accurately cluster as-
sociations, rather than firms taking part directly. Cluster associations have the 
advantage of being able to act as mouthpieces for a large number of firms and 
that, when they go back to them, they can also communicate the progress be-
ing made in the steering groups. However, as an interviewee graphically sta-
ted to the evaluation group in Aranguren et al. (2016): «We would like to have 
more industrial firms, in different sectors and sizes, not just through clusters, 
despite the critical function they play in providing a balanced solution for va-
rious interest groups. If we aspire to achieve an “entrepreneurial discovery 
process”, we need to have “entrepreneurs” in it.» The aforementioned evalua-
tors pointed out that it was necessary to overcome the inertia and skewed re-
presentation detected in some cluster associations, not just with regard to the 
type of activities represented within them, but especially because smaller firms 
usually have less of a presence. Ultimately, it seems that the steering groups 
are useful for coordinating stakeholders and sharing information, but that bu-
siness decisions regarding starting up new entrepreneurial projects take place 
individually outside the groups.

• Lastly, following a period of intense work to identify possible projects and 
courses of action, there is concern regarding whether the time and resources 
that have been used within these steering groups during the planning stage 
will be able to be maintained and supported by specific financial commitments, 
by both public and private stakeholders, when the projects identified are ro-
lled out. In fact, in existing DDEC programmes, the Basque Government has 
begun to prioritise the projects linked to the strategic priorities and opportu-
nity niches selected by the RIS3 for the Basque Country, so much so that close 
to 80% of funds are channelled into them. Additionally, the Lehendakaritza 
and the new departments added to the RIS3 (Healthy, Culture, Labour and So-
cial Policy, etc.) have launched programmes to support business activities in the 
new areas. Nonetheless, there is evidence that, although some working groups 
have identified a number of initiatives or actions considered to be of interest, 
the activities have been halted due to a lack of funding to allow them to move 
forward. Furthermore, as indicated earlier, this concern about future funding 
of projects is more marked in those which, due to their cross-cutting nature, 
require joint funding from several departments.
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6 .3 Conclusions and challenges for upcoming years

The increasing complexity of multi-level governance and public policy makes it nec-
essary to develop suitable instruments and mechanisms of coordination which make 
it possible to reduce the inconsistencies, redundancies and gaps in them. But it 
should not be forgotten that coordination also comes at a price, which must be com-
pared to the anticipated benefits to be derived from it. When all is said and done, 
coordination requires the allocation of time and resources. It can also run contrary to 
flexibility and diversity, as well as the policy learning which may be derived from ex-
perimentalism. And lastly, the decisions made regarding it cannot rest solely on mere 
calculations of efficiency or economic rationality. 

As regard the overall institutional architecture, the analysis in this chapter reveals 
two major challenges:

1. Restarting the pending transfer process, stopping the recentralisation process and 
moving towards a more collaborative relationship between the General Adminis-
tration of the State (AGE) and the Basque Country. This would have to be based 
on trust and recognition of the institutional uniqueness of the Basque Country, 
and would need to give rise to an agreement, to a relationship in which bilate-
rality takes priority and there are solid mechanisms in place to guarantee what is 
agreed upon. 

2. Tackling the problem of redundancies and inefficiencies in the Basque public sec-
tor, rationalising and rescaling. To achieve this, it would be necessary to approve 
a public governance and innovation strategy and actually put it into practice.

The regulatory, organisational, contractual, budgetary and informal coordination in-
struments utilised by the AGE in its relations with the autonomous communities have 
been primarily hierarchical in nature. Due to the uniqueness of some of its institu-
tions (such as the Economic Agreement) and its persistence in pursuing some sort of 
bilateral, rather than multilateral, coordination with the AGE, the Basque Country 
has differed from other autonomous communities in this coordination. This is the re-
sult of a higher level of negotiation between the parties. 

With regard to relations with European institutions, the Basque Country is character-
ised by being one of the European regions with the strongest presence in Brussels. 
Nonetheless, the following must be mentioned as outstanding challenges:

1. That, thanks to the improvement in coordination with the AGE, greater use could 
be made of the channels it has access to in its relations with European institu-
tions.

2. That coordination with other neighbouring regions must be reinforced, streng-
thening the Aquitaine-Euskadi-Navarra Euroregion platform in order to take ad-
vantage of the favourable attitude in the current government of the Community 
of Navarre. 

Coordination within Basque public administrations has been fostered by means of 
a range of instruments and mechanisms. However, there is no evidence of a global 
and organised approach to coordination needs and instruments. One of the most vis-
ible and noteworthy coordination instruments is strategic planning, especially in the 
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Basque Government and Provincial Council of Gipuzkoa. A great deal of progress 
has been made in this respect, and in comparison with other territories, the Basque 
Country is in a notable position. Nonetheless, it still lacks a joint strategy for all 
Basque government bodies. What is more, the different Basque Government plans 
seem to represent independent dynamics in each area.

The organisational structures of the different public administrations are reasonable 
in terms of the number of departments, division between central and linear depart-
ments, use of agencies, etc. However, the big problem lies in the actual coordination 
of the different departments within each body, and among the different bodies. To 
a large extent, each body (and within it, each department) still operates in a silo, 
without the organisational structure put in place for overall coordination being able 
to overcome this. Furthermore, there is a huge and extremely heterogeneous tangle 
of committees and commissions for interdepartmental and interinstitutional coordi-
nation. These consume a great deal of time and resources, and are generally fairly 
ineffective.

It seems advisable to bring back the Basque Public Policy Council, which could be 
supplemented with a few sector-specific sub-councils. These could organise and ra-
tionalise this proliferation of coordination spaces. 

In this regard, setting up framework strategies could be a good instrument to move 
in the proper direction. Additionally, given its clearly cross-cutting and interinstitu-
tional nature, the Basque Country Strategy (recently updated) seems to be dealing 
with this challenge appropriately.

Compared to the work done on planning and on organisational and regulatory coor-
dination instruments, very little effort has been made on coordination based on staff 
mobility and real mechanisms of analysis and evaluation. This is linked to the relative 
lack of think-tanks or independent organisations with any significant capacity for 
analysis and reflection in the Basque Country.

When discussing the participation of non-governmental stakeholders in the devel-
opment of public policy, the governance and coordination literature has considered 
the role of political parties, of private citizens and of the so-called quadruple helix in 
public affairs and policy. Political parties can act not only as citizen representatives, 
but also as organisations capable of offering a comprehensive vision for the differ-
ent policies, especially when the party is in a position of hegemony and occupies the 
government. In the Basque case, the Basque Nationalist Party (PNV) currently occu-
pies the main Basque public administrations, which facilitates trust between govern-
ment leaders and consequently, coordination. 

The literature and analysts also pay significant attention to citizen access and 
participation in public affairs, an aspect which Basque institutions have strength-
ened considerably through platforms such as Irekia, earning them international 
recognition. 

In contrast, the participation of interest groups and non-governmental stakehold-
ers from the quadruple helix is less developed when this participation concerns the 
stages of general strategy and public policy. However, for specific areas (such as in-
ternationalisation), numerous spaces for participation have been created.

Administrations 
operate in silos 
even though the 
organisational 
structure is 
for general 
coordination



212

The Basque CounTry CompeT iT iveness  reporT 2017. and Tomorrow?

The main challenge in this respect lies in developing some sort of mechanism which 
makes it possible to ensure the effective and ongoing participation of the non-
governmental stakeholders of the quadruple helix in all stages of general strategy 
and public policy. Such a mechanism would complement the relationship which the 
Basque Public Policy Council would establish with the Basque Parliament.

If we drop down in our level of analysis from the general level to the specific level of 
R&D&I strategy and policy, the first thing that stands out is a behaviour which runs 
contrary to the distribution of powers among different levels of government which 
the innovation literature puts forward as a model. In fact, in the Basque Country, the 
regional and local governments do not limit their scope of activity to innovation pol-
icies in a strict sense, but also play an important role —it might even be said to be 
primary— in funding and promoting R&D.

The mechanisms for R&D&I policy coordination between the Basque Country and 
European institutions are numerous, effective and varied. Those with the AGE, al-
though in theory also varied, have had scarcely any impact on the course of R&D&I 
policy (except for the transfer of powers resulting from a 2009 decree).

Within the Basque Country, the principal coordination mechanism is made up of the 
Science, Technology and Innovation Plans (PCTIs), the most recent of which acts as 
the RIS3 for the Basque Country. Despite this, it should be stated that a good part of 
innovation activities, as well as the activities of universities and vocational education 
centres, is driven by other Basque Government plans, which outside of formal points 
of reference, have been prepared independently. Moreover, the same could also be 
said of the RIS3 initiatives driven by other Basque government bodies.

One outstanding challenge is that of truly integrating all government activities 
which have a significant impact on R&D&I into the PCTI, as well as the RIS3 initiatives 
of the other Basque public administrations.

The PCTI-2010 established a basic governance scheme for R&D&I policies, but the PC-
TI-2020 introduced considerable major reforms to correct the relative ineffectiveness 
of some of the bodies initially included, as well as the lack of flows and relations 
among components of the sub-systems (science on one hand and technology on the 
other). Mention should also be made of the change in leadership of the PCTIs: in the 
beginning, it was the Department of Economic Development (DDEC) which led both 
the design and implementation stages; currently, this role has been taken on by the 
General Secretary for the Prime Minister’s Office.

Other notable advances in the governance of the system include the following: mov-
ing to a triple helix model at the Basque Science and Technology Council (CVCTI), the 
creation of a dynamic advisory Scientific Committee; the organisational and coordi-
nation role played by the Commissioner and Technical Secretariat; the opening up 
of R&D&I policies to departments of the Basque Government other than those tra-
ditionally included and the progress on overcoming silos represented by the launch 
of the Interdepartmental Committee; the interinstitutional coordination made pos-
sible by that committee; and the key role given to a number of non-governmen-
tal stakeholders in the steering groups created to develop the priority areas at the 
implementation stage. In the evaluation of the implementation of the RIS3, a very 
positive view has been taken of the shift to a type of distributed leadership at that 
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stage, and the authority given to the components of each steering group so that, 
within certain rules of play common to all, they themselves were able to determine 
the components, activities and final focus of the group.

However, along with these great steps forward, there still remain some challenges. 
It seems desirable to ensure that representatives of civil society and the major cit-
ies have a place on the CVCTI. It also seems advisable for the Commissioner to be 
exclusively assigned to this post. There still persists a certain artificial gap between 
the scientific world (and the main department representing it: Education) and the 
technological and innovation world (again, with one department which prima-
rily represents it: the DDEC). For its part, interdepartmental collaboration on op-
erational matters is still barely reflected in the strategic plan in the form of jointly 
funded programmes and instruments. The capitals are not adequately represented 
on the Interinstitutional Committee. Furthermore, it would be desirable for its 
scope of activity to extend to all economic promotion policy made by Basque pub-
lic administrations.

But possibly the greatest and most difficult challenge is putting real entrepreneur-
ial discovery processes in place. In the steering groups, which would constitute the 
first stage of these processes, there are some issues which need to be addressed 
(Aranguren et al., 2016). One is the insufficient presence of civil society and univer-
sities in these groups. The other is the need to directly involve private companies, 
rather than just cluster associations. In particular, it is not clear how to successfully 
incorporate smaller firms into entrepreneurial discovery processes. Having com-
pleted this stage with the steering groups —in which the stakeholders coordinated 
with each other and shared information— now comes the hour of truth: we will 
need to see whether all of the effort made thus far is supported by concrete finan-
cial commitments from firms and public stakeholders for business projects which 
truly give rise to new products and processes, and which make it possible to move 
forward on the associated diversification the Basque economy as required.
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Conclusions and 
recommendations

This chapter presents the report’s main conclusions and recommendations. The 
previous six chapters have analysed trends in the principal challenges to compet-
itiveness facing the Basque Country since 2006. The analysis goes into depth re-
garding some of the challenges which the Basque Country will have to tackle over 
the next decade, which are presented in broad strokes in the Manifesto prepared 
by Orkestra on occasion of its tenth anniversary. This chapter concludes with a 
number of recommendations regarding how to move forward on these challenges 
in upcoming years.  

1 Competitiveness for wellbeing and social cohesion

The Manifesto stresses that progress in the Basque Country must take into account 
the wellbeing of all people and social cohesion. Therefore, economic growth must 
be a measure of wellbeing and not an end unto itself. 

In the first chapter of this report, we conclude that both during the hardest years 
of the crisis and in recent years, when overall signs point to a recovery from the re-
cession, the Basque Country was able to achieve positive economic results. In fact, 
over the last two years, economic indicators have not only continued to climb, but 
the region has been moving up the ranking in comparison with European regions as 
a whole (the Basque Country ranks 34 out of the 192 European regions in GDP per 
capita) and the reference regions.

It is also noteworthy that Basque productivity —one of the main long-term deter-
minants of competitiveness— is well positioned with regard to other European re-
gions and that it has even continued to rise along with job recovery over the past 
two years. This increased productivity has made it possible to offset the region’s 
higher labour costs per employee, which since 2010 has meant a significant im-
provement in competitiveness for the Basque economy in unit labour costs. None-
theless, despite this positive growth, Basque and German manufacturing continues 
to have higher unit labour costs than the Czech and Spanish manufacturing indus-
tries.

As regards social indicators, these have also improved in recent years, although not 
as much as in other European regions. Job creation is the area which will continue 
to require special attention in order to meet the challenge of improving social and 
wellbeing indicators for everyone in the region. It is also important for the jobs that 
are created to be of high quality in order to thus improve the working conditions of-
fered and generate greater added value, with the resulting impact on improving the 
competitiveness of the Basque Country. 
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2 Demographic complexity and learning capacity 

Also noteworthy among the challenges considered in the Manifesto are demo-
graphic complexity and individual learning capacity. Indeed, in order to develop 
competitiveness in the service of wellbeing, both people and their skills are crucial 
—particularly their learning capacity— as they constitute the primary asset of a terri-
tory.

As regards demographic complexity, as discussed in the first chapter of the report, 
trends point to an increasingly older population with fewer people of working age. 
People over the age of 65 account for 21% of the Basque population, while those 
under 16 represent 13%. Additionally, estimates indicate that in 2031, the first group 
will make up 29% of the population of the Basque Country.

The increase in the retirement age and growth in labour force participation rates 
will not be sufficient to offset the decline in the working population. Although 
measures intended to boost birth rates —such as those supporting work-life bal-
ance— may make it possible to increase the working population, it will be some 
time before the effects are felt. It is therefore important to offset negative rates 
of natural increase with positive net immigration rates. Nonetheless, in order for 
these net immigration rates to have an impact on improving competitiveness and 
the wellbeing of all, the challenge for the Basque Country is to attract immigrants 
with higher skills and focus on continuing to train and educate those who already 
live in the Basque Country. 

Two complementary recommendations should be added to the preceding. The first is 
related to what the Manifesto refers to as «generational interconnection» and creat-
ing spaces in which young and old people can continue to coexist for a longer time. 
One, the ageing population makes it increasingly necessary to increase the work-
ing population. And two, in 2016, the unemployment rate for young people was 
still 29% (23% for the first quarter of 2017), which is much higher than the overall 
unemployment rate, 13% (11% in 2017). Earlier, it was mentioned that the Basque 
Country faces the challenge of creating jobs, but that it is also especially important 
to stimulate the employability of the young population, not least because studies 
show that the population aged 25-45 is more productive and demonstrates higher 
rates of entrepreneurship. For their part, older people have more experience. There-
fore, collaboration and coexistence between the two groups can produce a diversity 
and complementarity that is highly positive for innovation. The second recommenda-
tion relates to promoting the generation of activities that support the business op-
portunities which emerge in response to the different patterns of consumption and 
needs of older people. 

As regards individual learning capacity, which is crucial for competitiveness and well-
being, in the first chapter it is concluded that the higher the education level, the 
higher the employment rate, ongoing access to jobs and their skill level.

In this aspect, education and training trends in the Basque Country have im-
proved over the last decade. More than half the population now has a higher vo-
cational education (VE) or tertiary education qualification. The challenge is to 
reduce the percentage of the population that has only completed compulsory 
secondary education. Additionally, it is possible to observe problems of fit be-
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tween formal education and employment. A high percentage of people hold po-
sitions for which they are overqualified, which has a negative impact on the un-
employment rates of less qualified people. The education level of the population 
is increasing, but we are not creating enough jobs with professional profiles for 
all qualifications. Since 2014, this has led highly qualified young people to emi-
grate and resulted in negative net migration for people with higher qualifica-
tions. 

In order to achieve a better fit between education and employment, it is necessary 
to: one, create more highly skilled jobs, and two, promote greater collaboration be-
tween the spheres of education and work. One good example of this type of col-
laboration is the dual education system that is beginning to be developed in VE and 
within universities. It would be advisable to continue promoting this type of educa-
tion and training. What is more, a closer connection between the spheres of educa-
tion and work requires a comprehensive strategy that goes beyond dual education, 
in both VE and university education. In the case of VE, along with dual education, 
this comprehensive strategy would require working on, for example, job training, 
lifelong learning, developing technical services in partnership with companies, and 
entrepreneurship (in the case of the Basque Country, especially industrial entrepre-
neurship). 

3 Business resilience: innovation and internationalisation

Creating jobs, especially skilled jobs, is key to ensuring the wellbeing of everyone in 
the Basque Country, and this requires resilient firms. As the Manifesto states, small 
and medium-sized enterprises will increasingly be key actors in global systems of pro-
duction. In the era of Industry 4.0, the principal challenge facing companies is how 
to make progress in incorporating new technologies and digitisation, boosting servi-
tisation and changes of business model, and adapting their products to highly flex-
ible conditions of production. It is likewise necessary to tackle the evolution towards 
new models of business organisation characterised by greater employee participa-
tion.

Ambidexterity, understood as the capacity to manage incremental and radical 
change in order to achieve a suitable balance between firms’ exploration and exploi-
tation strategies, is a key ability for business resilience. Therefore, the second chap-
ter of the report analyses ambidexterity in company innovation, internationalisation 
and financing strategies. 

Promoting an ambidextrous innovation strategy means that a firm exploits its cur-
rent capabilities, while at the same time exploring new knowledge in order to obtain 
short-term intermediate results. For this reason, the firm’s commitment to innovation 
is a key element of this focus on the future. On this aspect, the second chapter of the 
report notes that in 2015, Basque firms’ R&D expenditure relative to turnover had 
returned to 2010 levels. It had declined primarily in small companies and to a lesser 
extent in large ones. In contrast, it had increased slightly in medium-sized firms. The 
type of innovation undertaken is primarily technological and incremental in nature. 
Although there has been a slight upturn in non-technological innovation since 2013, 
Basque firms —especially small ones— are still weak on this type of innovation. This 
greater weakness in small companies is also discussed in Chapter Five, in which it is 
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revealed that this type of company conducts occasional R&D. This points to a need to 
promote the professionalisation of innovation at these firms though organisational 
innovations and instruments of demand.

We therefore run the risk of creating a two-speed economy with two company re-
alities (small versus large and medium firms) and extremely disparate results. It is 
thus highly advisable to promote policies which improve the innovation capacity 
and competitiveness of small organisations. Additionally, in all of this, it should be 
borne in mind that companies that engage in non-technological innovation also 
have greater capacity for carrying out technological innovation and recognise that 
the former has a positive effect on their competitiveness. 

Ambidexterity in internationalisation combines exploitation of sales and produc-
tion opportunities at competitive costs in foreign countries with exploration of the 
tastes and preferences of other segments of the global market. The analysis of the 
internationalisation of Basque firms provided in the second chapter of this report 
shows that, although the Basque Country’s exports per capita are quite high and 
Basque exports were 15% higher in 2015 than in 2007, they decreased in 2015 and 
2016. This decline may be explained by the recovery of the Spanish economy, which 
has stimulated the domestic market. However, since 2008 the number of exporters 
has increased considerably, including regular exporters. Therefore, we have returned 
to the trend observed in previous reports. These exports are concentrated in Europe 
and North America, and the probability that a company will export and do so be-
yond Europe increases with its size. 

The number of Basque firms setting up abroad has also increased: these have a clear 
preference for in-house control, opening company subsidiaries versus utilising joint 
ventures. The most internationalised function is sales, compared to others such as 
production and R&D. Lastly, it should be noted that Western markets receive the 
most foreign investment. 

Therefore, the internationalisation strategy employed by Basque firms is clearly 
more directed at exploitation than exploration, essentially following an «oil stain» 
growth model: in other words, it is the company itself that undertakes the inter-
nationalisation and there are no indications that this is used to increase the in-
novation capacity of the company in question. This may be partially due to the 
fact that the majority of internationalised Basque firms sell intermediate products 
rather than mass market goods: at companies engaged in the latter, exploration 
strategies are more common. 

Generally speaking, it is possible to conclude that although Basque firms have grown 
considerably more sophisticated in their strategies, they still have areas which must 
be explored in greater depth, especially as regards to exploration strategies, which 
are those which can produce more radical change. The study on the financing of 
Basque firms demonstrates that they are prepared to take on these kinds of strate-
gies. In this regard, the improvement in the capitalisation of Basque firms and their 
lower debt level suggest that there may be some margin for greater sophistication in 
the ambidexterity of innovation and internationalisation strategies. 
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4 Energy model, environment and sustainability

Another of the challenges facing the Basque Country presented in the Manifesto is 
the development of a more efficient and sustainable model for energy production 
and consumption. The Basque Country must tackle its energy and industrial trans-
formation within the framework of decarbonised and competitive economy, and 
adopt sustainable energy sources. In turn, environmental hazards and the scarcity of 
natural resources make it necessary to adopt more sustainable modes of production, 
transport and mobility. The energy sector regularly undergoes changes influenced by 
energy policy and regulation, environmental sustainability, energy geopolitics and 
technology. 

The Basque Country boasts an efficient, innovative energy sector and is an en-
ergy exporter, with a low level of greenhouse gas emissions. The challenges con-
fronting the industry are increasingly more demanding. For example, the 3E-2030 
Strategy sets new targets in terms of renewable energies and energy efficiency, 
which not only affect industry, but also the tertiary and residential sectors, as 
well as transport. 

Especially in an economy such as the Basque one, with energy-intensive indus-
try, the cost of energy is key for competitiveness. Although the prices of different 
sources of energy demonstrate considerable volatility, the price of energy in the 
Basque Country has tended to increase over time. Faced with this situation, the 
Basque economy has improved its energy efficiency and has reduced energy in-
tensity considerably.

As regards the energy transition, a major challenge for the sector —which has al-
ready been achieved by the Basque Country— is reducing the share of coal in the en-
ergy mix and increasing the use of gas. Nonetheless, fossil fuels account for approxi-
mately 80% of total energy consumption, and petroleum and petroleum derivatives 
still play an important role. For these reasons, it is advisable to take advantage of the 
available native energy resources, move forward in integrating energy markets and 
adapt the electricity rate structure to obtain prices similar to those of other consum-
ers and competitors in the EU.

Due primarily to the high rate of energy consumption and emission reduction tar-
gets, mobility is considered a challenge yet to be tackled. Changing the transport 
paradigm, in particular, will make it possible to reduce energy consumption, save 
in terms of fuel, and reduce GHG emissions, pollutants such as NOx and particles. 
Changes in the fuel consumption model will involve a new situation for vehicle 
manufacturers: in this context, one notable economic opportunity is the possibility 
of creating production sites which meet future demand from a fledgling market 
and the growing importance of component manufacturing. Changes in the fuels 
used also represent a challenge for the Basque petroleum refining industry, open 
up opportunities for developing alternative energies and have an impact on elec-
tricity demand. We can also identify opportunities deriving from modal changes 
in transport. 
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Lastly, there are numerous technological challenges which make innovation and 
learning key elements for the future of energy. Additionally, this produces a need 
to coordinate energy and industrial policy, as well as business collaboration, so that 
Basque firms can continue to compete at the international level with others of a 
larger size.

5 Cooperation: clusters and the innovation system

As stressed in the Orkestra Manifesto, to develop advanced economies, it is es-
sential to foster cooperation processes in order to innovate, develop competitive 
advantages and take on international markets. This is important in economies 
such as the Basque Country, which are predominantly made up of small compa-
nies that demonstrate clear disadvantages when it comes to being competitive, 
as seen in the innovation and internationalisation analysis. Cluster policies are 
one of the main instruments to promote cooperation for competitiveness.

From the analysis discussed in Chapter 3 on the development of the sectoral 
structure of the Basque Country, it is possible to conclude that since 2013, the 
weight of industry in the economy as a whole has halted its decline and has once 
again become a driving force, with 3.6% real growth, one third more than the 
overall economy. In addition, we can see that GVA increased in virtually every 
cluster, even when the economic crisis continues to have an impact on their jobs 
and exports. Although the most recent data augur a more positive outlook, un-
til 2014 employment in the majority of export clusters fell. For their part, global 
shares of exports also declined during the crisis, although they began to show 
positive growth beginning in 2013. The outlook for clusters in the analysis, in 
terms of both jobs and exports, thus gives the general impression of a transition 
economy. This means that: one, some traditional clusters are working to improve 
their efficiency and maintain their level of international competition, and two, 
that the specialisation emerging in new clusters demonstrates a commitment to 
combating job stagnation in large clusters that are on the decline or undergoing 
rationalisation.

Basque cluster policy has also had to adapt to changes in the environment and 
the commitment to smart specialisation strategies. Therefore, although over the 
course of its twenty-five-year history, its foundations —which lie in stimulating 
competitiveness through cooperation— have remained constant, support for clus-
ter associations has undergone significant changes in recent years and progress 
has been made on some of the challenges associated with cluster policy that were 
identified in previous reports. During the 2008-2012 period, cluster policy was ex-
panded to include new associations —referred to as pre-clusters— that wanted 
to operate under a cluster philosophy. At the same time, the new opportunities 
for potential growth at the intersections between clusters began to be recog-
nised, and there were some attempts to promote greater collaboration among 
clusters. During the 2013-2016 period, based on the analysis of existing clusters 
and associations, changes were made in the policy. These also gave rise to reflec-
tion among the associations and resulted in convergence and reconfiguration in 
some of them. At the same time, aware of the decisive role that the monitoring 
and evaluation of cluster policy can and should play —not only as an accountabil-
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ity mechanism, but also as a form of communication, collective intelligence and 
learning between SPRI/ Basque Government and cluster associations— in recent 
years, important steps have been taken to lay the foundations for «transforma-
tive evaluation». Despite progress on policy, there remain issues to tackle, such as 
facilitating the participation of small companies in association activities, increas-
ing the commitment to the university or research component, understanding 
and responding to the different types of global value chains of which the differ-
ent clusters are part, and improving collaboration among clusters. Lastly, it is im-
portant to strengthen the international knowledge networks with which Basque 
clusters and public institutions are working, in order to learn how other Euro-
pean regions are tackling these challenges.

In order for knowledge and technology to reach the market, meet social chal-
lenges and translate into innovation —in other words, overcome the so-called 
valley of death— cooperation is necessary, not only within the clusters, but also 
among the various public and private economic and social stakeholders. In the 
fifth chapter of this report, we start with the idea that although one of the 
strengths of the Basque innovation system is the dense network of stakehold-
ers specialising in knowledge and technology, one of the main challenges con-
fronting both the Basque Country and the EU is how to overcome the «valley of 
death». The chapter focuses on comprehensively exploring the mechanisms for 
knowledge transfer and formal and informal technologies, which depending on 
the different bases of knowledge, may help to overcome the «valley of death». 

The analysis of different R&D&I indicators makes it possible to conclude that R&D 
expenditure compared to GDP, as well as the number of companies that carry out 
R&D and its intensity, has declined since 2013 and that this reduction is primarily 
concentrated in the smallest companies. As regards R&D funding, the weight of 
funding from the autonomous community government demonstrates the sustain-
ability of a technology policy focused on supply in the Basque Country. This can 
be observed in the share of autonomous community financing in technology cen-
tres. One challenge facing the Basque system with regard to knowledge transfer 
and technology is how to increase the absorptive capacity of Basque firms. This 
requires technology policy to focus more on strengthening demand accompanied 
by supply.

In the case of European funding and the involvement of programmes from the 
EU’s 7th Framework Programme and the Horizon 2020 programme, the participa-
tion of technology centres has been key. However, Basque firms have improved 
their presence in Horizon 2020, demonstrating that in Europe, focusing R&D poli-
cies on overcoming the «valley of death» is bearing fruit. 

As regards transfer mechanisms which could help overcome the «valley of 
death», collaboration is one of the most common formal mechanisms in both sci-
ence-based schemes and those which are more based on development and engi-
neering, which is more widespread in the Basque Country. The formal mechanism 
most used and promoted by Basque public administration funding instruments 
is contract-based R&D. Advanced manufacturing accounts for a higher percent-
age of both projects and the budget of aid programmes. It would be interest-
ing to explore other transfer mechanisms in small companies and those with sci-
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ence-based schemes, such as those in the biotechnology sphere. Additionally, this 
transfer is reinforced if work is also done on collaboration between different 
knowledge organisations.

Patents are the most common transfer mechanisms in spheres based on scientific 
knowledge. It is necessary to develop an industrial property policy which takes into 
account that this will have a larger impact in spheres with a greater scientific base 
and those which are bigger. 

The mobility of people and shared use of infrastructure are two common trans-
fer mechanisms in both schemes of knowledge (scientific and engineering) which 
have scarcely been developed and have a great deal of potential in the Basque 
Country. Incorporating people with a scientific background into the manufac-
turing industry could be a link for transfer via other mechanisms, blurring the 
boundaries between scientific and engineering knowledge. Additionally, the 
Basque Country could reinforce collaboration among knowledge organisations 
at different TRLs.

In short, the Basque Country has a broad organisational framework centred on 
generating basic and applied knowledge which has a lesser emphasis on tech-
nological development and has made little progress in relation to the business 
fabric. The Basque Country has systematically promoted the adoption of cross-
cutting transfer and knowledge mechanisms. However, it would be advisable to 
promote transfer mechanisms adapted to suit the different knowledge bases to 
be transferred and to set up instruments of demand such as innovative public 
procurement, which can produce a pull effect. It is therefore advisable to pro-
mote transfer mechanisms suitable to company knowledge and size. 

6 Innovation in governance

The complexity of economic and social transformations and challenges requires pub-
lic sector innovation, not only in its organisational structures, but also in its relations 
with other stakeholders. This is necessary to establish multi-level comprehensive gov-
ernance, which includes participation as a key aspect of decision-making processes 
and eliminates silos to optimise the use of public instruments. 

Chapter 6 of this report stresses the need to innovate in governance for three main 
reasons: (i) stakeholders and activities operating in a given location are impacted 
by public policies originating at several territorial levels; (ii) public policy is becom-
ing more cross-cutting and requires the involvement of several departments; and 
(iii) given that knowledge regarding key factors of competitiveness goes beyond the 
government, public policy must be the result of participatory governance based on 
networks of public-private collaboration. This greater complexity of public policy and 
governance has made it necessary to develop and adapt coordination instruments. In 
general, there are three main social mechanisms for coordination: hierarchies, the 
market and networks. Additionally, a distinction is generally drawn between nega-
tive coordination, which is intended to prevent duplication, and positive coordina-
tion, which is based on cooperation and negotiation. The decision regarding the op-
timum level of coordination depends not only on economic rationality, but also on 
other functionalities, such as political responsibility. 
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From an international perspective, the Basque Country has a rather unique in-
stitutional architecture which presents two major challenges. One is to unblock 
the pending transfer process with the central government and moving towards a 
more collaborative form of understanding, which would give rise to agreement, 
to a relationship in which bilaterality takes priority and to solid mechanisms to 
guarantee the fulfilment of agreements. The second is tackling the problem of 
duplication and inefficiency in the Basque public sector by putting an innovation 
strategy for governance into practice. As regards relations with European institu-
tions, the Basque Country is among the European regions with the biggest pres-
ence in Brussels. However, its coordination with neighbouring regions would need 
to be strengthened by reinforcing the platform of the Aquitaine-Euskadi-Navarra 
Euroregion.

As regards mechanisms for coordination among Basque public administrations, the 
most visible and significant instrument is strategic planning, in which the Basque 
Country is significantly ahead of the game in comparison with other territories. 
However, there has not been an effort to define a joint coordination strategy for 
the Basque Country, making this the main challenge. With regard to coordination 
among the different departments in each administration, in response to the growing 
complexity of the institutional structure and the need to improve coordination, for-
mal and informal liaising mechanisms have been developed, but their effectiveness 
was limited in most cases. It therefore seems advisable to rethink these liaising bod-
ies and create more general coordination methods which can incorporate several of 
the commissions already created, lending them greater stability and leading them to 
pay more attention to major trends.

Progress has been made on citizen participation in public affairs through platforms 
such as Irekia. The participation of non-governmental interest groups and stakehold-
ers in the so-called quadruple helix is less developed as regards the strategy and pol-
icy stages. However, numerous spaces for participation have been created for specific 
areas such as internationalisation and R&D. Therefore, the challenge is finding these 
spaces for participation in general strategies and policies.

As regards R&D strategies and policies, these require exercising the concurrent, 
rather than exclusive, competencies of administrations at different territorial lev-
els. In the Basque case, the role that sub-regional administrations play is by no 
means insignificant in R&D&I policies. With regard to coordinating these poli-
cies with European policies, there are numerous and quite effective mechanisms 
of different kinds. In contrast, coordination with the central government has 
been significantly less. As regards coordination among different Basque public 
administrations, the PCTI-2020 does not consider the smart specialisation initia-
tives at other lower territorial levels (although it does consider an institutional 
coordination body). Nonetheless, within the Basque Government, shared lead-
ership among different departments has been produced. In addition, the rollout 
of steering groups has also facilitated the progressive transfer of participation 
from the government to other stakeholders. The challenge in terms of the par-
ticipation of other stakeholders in developing Basque R&D&I strategy lies in get-
ting more companies to take part, although they are already doing so indirectly 
through cluster associations.
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7 Rethinking the Basque model of wellbeing

To conclude this section, we present some general thoughts considering a chal-
lenge of great significance for the Basque Country: the need to rethink the 
Basque model of wellbeing.

The Basque model of wellbeing developed over the past three decades has guar-
anteed certain essential education, health care and social services to ensure the 
wellbeing of everyone in the Basque Country. However, major global changes, 
such as demographic trends, the emergence of new competitors, etc. make it 
clear that maintaining the current form of the model is very difficult. This report 
identifies at least three key levers on which work is required in order to contrib-
ute to the sustainability of the model. 

The first lever is stimulating sustainable long-term competitiveness which creates 
new skilled jobs, in order to thus generate sufficient resources to enable the well-
being model to continue to meet all the social needs that the new context pro-
duces. Currently, with good economic prospects and the recovery from the crisis, 
in order for Basque competitiveness to be sustainable in the long term, Basque 
firms must commit more to exploration strategies, as opposed to exploitation, 
which would boost their ambidexterity. The positive financial results of Basque 
firms put them in a good position to take on this type of strategies. The other 
system stakeholders, such as cluster associations, public administrations, and sci-
ence, technology and innovation agents, each with their own role, must facilitate 
this long-term business competitiveness.

Another key lever is achieving a better fit between the spheres of education and 
work. Strategic collaboration between the two is key to increasing employabil-
ity in the Basque Country, especially among young people. Together with educa-
tion and training and youth employability, it will be essential to promote lifelong 
learning initiatives, which enable people of different ages to grow and develop 
without losing sight of trends and new needs that emerge, allowing them to con-
tinue making an active contribution to generating value in different types of 
business and social undertakings.

Promoting lifelong learning could contribute to the third lever, generational in-
terconnection, which requires available spaces intended to promote coexistence 
between young and old people. The diversity and complementarity that would 
be generated through these spaces would be highly positive for innovation. 

However, along with these three key levers for the sustainability of the current 
model of wellbeing, it is crucial that we conduct a strategic analysis of the model 
itself. This is even more true as the Basque model of wellbeing has always been 
characterised by generating economic development not as an end unto itself, but 
as a key aspect of human development and social welfare. Therefore, this anal-
ysis should define what strategies should be promoted in order to both gener-
ate the capabilities and resources required and to use these to meet all essential
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social needs. This basically requires an ongoing dialogue between economic de-
velopment policies and social policies. Seeking mechanisms for innovation in or-
der to generate capabilities and resources, as well as the services it is necessary to 
guarantee, is going to be a collective challenge in upcoming years.
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Glossary of acronyms

AGE General Administration of the State

AMECO  Annual Macro-Economic Database

ANFAC Spanish Association of Automobile and Truck Manufacturers

AOGLP Spanish Association of Liquefied Petroleum Gas Operators

BBG Bahía de Bizkaia Gas

BDE Bank of Spain

BERC Basque Excellence Research Centre

BRIC Brazil, Russia, India and China

BTu British thermal unit

B2B Business-to-business

CEDRO Spanish Reprographic Rights Centre

CES Basque Social and Economic Council

CIVEX Catalogue of Industries and Exporting Companies in the Basque Country

CLH Compañía Logística de Hidrocarburos

CNAE National Economic Activities Classification

CRC Cooperative research centre

CSP Concentrated solar power

CVCTI Basque Council for Science, Technology and Innovation

CVF Basque Public Finance Council

DDEC Department of Economic Development and Competitiveness

DGT Directorate-General for Traffic

DHW Domestic hot water

DUI Doing, using and interacting

ECPA Workforce Education Survey

EICT Electronic, information and communication technologies

EPIE Foreign Immigrant Population Survey

ESCP.S3 European Strategic Cluster Partnership on Smart Specialisation Investments

EU European Union

EURSPI EU Regional Social Progress Index

Eurostat European Union Statistics Office

Eustat Basque Statistics Office

EVE Basque Energy Agency

FDI Foreign direct investment

FTP Full-time equivalent

GDP Gross domestic product

GHG Greenhouse gases

GVA Gross value added
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ICEX Spanish Institute for Foreign Trade

ICT Information and communications technology

IEA International Energy Agency

INE National Statistics Institute

KET Key enabling technologies

kt Kilotons

LCE Labour cost per employee

LNG Liquefied natural gas

LPG Liquefied petroleum gas

MibGas Iberian Gas Market

MINECO Ministry of Economy, Industry and Competitiveness

NAF National Action Framework

NEET Not in education, employment or training

NTBC New technology-based companies

NULC Nominal unit labour cost

OECD Organisation for Economic Co-operation and Development

OICA International Organization of Motor Vehicle Manufacturers

OPEC Organization of the Petroleum Exporting Countries

OTC Over the counter

PCT Patent Cooperation Treaty

PCTI Science, Technology and Innovation Plan

PPP Purchasing power parity

PRO Public research organisation

QN Qualified nurse

R&D Research and development

R&D&I Research, development and innovation

REE Red Eléctrica Española

RES Renewable energy sources

RIS3 Research and Innovation Strategies for Smart Specialisation

RULC Real unit labour cost

RVCTI Basque Science, Technology and Innovation Network

SAFE Survey on the Access to Finance of Enterprises

SPI Social Progress Index

SPRI Basque Business Development Agency

SR Specialisation rate

STI Science, technology and innovation

TCI The Competitiveness Institute

TEA Temporary employment agency

TRL Technological readiness level

TTW Tank-to-wheels

ULC Unit labour cost

VE Vocational education

WTW Well-to-wheels
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