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Executive summary
Over several decades, the Basque Country has proactively and steadily built an effective territorial strategy centred on industry. Its transformation into an internationally competitive, innovation-oriented territory with the capacity to generate inclusive wealth laid the foundations which
enabled it to navigate the Great Recession arising from the 2008 financial crisis with relative ease.
Since 2008, the strategy has continued to evolve successfully. In this last decade, several distinguishing features stand out. These can be summarised by considering the ‘what for?’; ‘what?’ and
‘who? and how?’ of this strategy:

The economic crisis caused by COVID-19 has marked another turning point in the strategy. In
the Basque Country Competitiveness Report 2020, we identified different phases of resilience in the
face of this crisis. We noted that the transition from the resistance phase —in which we found
ourselves in 2020— to the recovery and renewal phase —which was expected to begin in 2021—
entailed taking advantage of the windows of opportunity that arise from all crises, which can alter
previous growth trajectories. These opportunities are determined by a number of profound transitions. In addition to the green, digital and demographic transitions, it has become apparent that
there is a need to strengthen and emphasise the health care, education and food systems to embark on the path to green, digital and just growth set out in the Next Generation EU initiative.
Thus, the greatest challenge currently facing the Basque Country is to incorporate major societal
challenges (most notably the challenge of climate change) into its competitiveness strategy, turn-

3

Executive

summary

ing them into an opportunity for regional development. This challenge, both in the Basque Country and in other territories, leads us to question certain elements of our own competitiveness
model. It must be given clearer directionality, in line with these transitions and with the aim of
moving towards inclusive and sustainable wellbeing.

A new framework for competitiveness for wellbeing
A framework for territorial competitiveness has three main functions. Firstly, it should help us
to organise the different indicators available to evaluate the situation in a territory, both their
evolution over time and their position compared to other territories. Secondly, it should help
us to reflect on how policies and strategies that seek to guide development in specific directions —for example, towards a greener, more digital or more just competitiveness— are developed. And lastly, it should help us to identify and respond to key questions about specific
issues and cause-and-effect relationships, which can structure action research agendas and
knowledge generation that may assist decision-makers in constructing competitiveness for
wellbeing.
Over the past 10 years, at Orkestra we have used a framework to analyse territorial competitiveness which organises indicators into different levels. This framework has been used to not only
perform the analyses and assessments we have included in seven Basque Country Competitiveness Reports but also to guide numerous projects involving various key stakeholders for Basque
competitiveness. However, looking to the future, it has become increasingly evident that the
framework has limitations for guiding policies, strategies and action plans in specific directions
to respond to the challenges associated with the transitions, and for facilitating analysis of the increasingly more complex relationships among economic dimensions of competitiveness and the
wellbeing they should serve. In this regard, the stimulus of the 2030 Agenda and the development
of new strategic frameworks such as the European Green Deal require us to evolve in how we
conceive the competitiveness of a territory, especially in terms of the relationship between economic/business competitiveness and the different dimensions of wellbeing.
For this reason, this report presents a new competitiveness framework which proposes a number of essential elements for identifying the keys to ‘competitiveness for wellbeing’ in the Basque
Country or other territories.
In the centre of the framework (in blue), we clearly distinguish between: (i) the dimensions of economic/business performance which typically form part of the analysis of territorial competitiveness, and (ii) the dimensions of wellbeing which should represent the ultimate goal of territorial
competitiveness. Acknowledging the structural context in which the territory is situated (in orange), the framework highlights six dynamic levers (in green) which capture the factors affecting
the performance of the territory. These are the levers on which the territory’s policies and strategies (government, institutions, firms) can have an impact in order to set the direction in which to
move forward, as well as to drive medium- to long-term changes in certain elements of the structural context. Completing the framework are two cross-cutting dimensions: inclusiveness and international connection.
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The framework we have developed can be adapted to analyse different territorial units, from
countries to regions, cities or municipalities, or to analyse different time horizons. It can also be
used to perform a systemic analysis that encompasses all the dimensions, or to delve deeper into
one of them. Finally, it should be noted that the framework will evolve depending on how it is utilised in different contexts and the learning generated in the process.

How does the Basque Country perform in final outcomes of wellbeing?
Applying the framework to analyse the performance of the Basque Country in the seven dimensions of wellbeing yields the following results:
1. Life satisfaction: Perceived life satisfaction —an indicator that reflects how people in a territory holistically evaluate their lives— is comparably high and has risen substantially in
recent years (even slightly in 2020, despite the pandemic).
2. Material life: Equivalent median income is high compared to the EU-27 average and very close
to that of Germany. It is also growing (even in 2020). However, there are signs of concern regarding increasing income inequality in recent years in the context of the pandemic.
3. Employment: Job satisfaction is stable and similar to the EU-27 average, while the unemployment rate continues its downward trajectory, and was under 10% in both 2019 and 2020.
However, the gap with the EU-27 and other benchmark territories is large, meaning that the
challenge of creating jobs, especially for young people, and good-quality employment remains
critical.
4. Social life: Satisfaction with time available to spend as desired remains stable and very similar
to the benchmark territories. More remarkable, and very important due to its critical role in
the dynamics of cooperation —so important to competitiveness— is the fact that confidence in
people has improved significantly in recent years and is on a par with the benchmark regions.
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5. Learning: The analysis highlights, first, that the gap with other territories in the percentage of
the population with higher education (senior secondary or tertiary) has narrowed considerably
since 2013 (with an appreciable surge between 2019 and 2020), and second, that the Basque
Country continues to stand out in lifelong learning. However, in general, all territories must
continue to pay careful attention to quality in the basics, reflected in average grades in mathematics, literacy and science.
6. Health: The results are very positive, revealing very high life expectancy and self-perceived state
of health compared to other territories. However, the latest figures suggest that the pandemic
has cut life expectancy by almost one year.
7. Environment: Although there were improvements in terms of air quality, in contrast to other
territories, we see no great progress in terms of greenhouse gas emissions. What is more, the
recycling rate —itself a reflection of the population’s attitudes towards the environment— lags
behind the European average. Given the need to accelerate the green transition, improving
performance in this dimension is a critical challenge.
Considering these results, analysis of the cross-cutting dimension of inclusiveness points to particularly significant challenges. These include sizable gender gaps that disadvantage women in
terms of sense of security (22%) and pay (9.5%).

How does the Basque Country rank in economic/business performance?
The analysis of the performance of the Basque Country in the four dimensions of economic performance shows that, although it has a strong foundation in these dimensions associated with
competitiveness, the most recent data point to several aspects to be taken into account for postpandemic recovery and renewal:
• Economic performance: The Basque Country ranks well in GDP per capita, at 115.8% of the EU27 average. However, the impact of the pandemic has been more pronounced than in other territories. Moreover, although productivity (per hour worked) is higher than in Spain and the EU27, the gap with Germany and the benchmark regions is still significant.
• Business profitability: Unit labour costs (ULC) have increased in all territories due to the pandemic, and although ULC in the Basque Country are below those of the other benchmark territories, in the manufacturing industry they have climbed higher than Spain and the EU-27 for the
first time since 2017. The pandemic has also had a significant negative impact on profitability
and, to a lesser extent, on firms’ solvency. The analysis points to the need to maintain business
competitiveness by increasing productivity, above all through innovation.
• Innovation: We have seen improvements in recent years in terms of innovation in SMEs, but
there is still some way to go compared to Germany and the EU-27. It will be important to further expand the innovative capacity of firms in the specific context of the transitions, which demand new combinations of product and process innovation.
• Internationalisation: Performance in internationalisation has been greatly affected by the
pandemic in all territories, and the Basque Country has held onto its position in the various
indicators analysed. In an international context still feeling the impact of the uncertainties of
the pandemic, combined with other geopolitical aspects and rigidity in certain supply chains,
continued support for SMEs in navigating this situation will be important to maintain strong
international performance.
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Analysis of the dynamic levers of competitiveness
Evaluating results indicates where strategies and policies should be focused in order to bring
about improvements in both economic/business competitiveness (especially in productivity
through innovation) and how it manifests as wellbeing (especially in employment, environment
and inclusion). These policies and strategies must operate in a specific structural context, within
which different dynamic levers of competitiveness can be addressed. We have conducted a partial and exploratory analysis of the six dynamic levers identified in the framework, identifying a
number of challenges to be explored in greater depth, and creating the basis for more detailed
analysis within specific papers and future reports. The following table describes the main challenge for each of the six levers.
Dynamic
Lever

Definition

Main challenge identified

Natural
capital

Natural factors which
have a direct or indirect
impact on creating economic value and wellbeing.

As a result of our economic specialisation, which is heavy on energyintensive industry, energy consumption is high. Although it is gradually decreasing, as economic efficiency rises, we will need to move
forward with replacing conventional fuels with fuels with low or zero
net emissions.

Tangible assets produced by humans which
make it possible to
create economic value
and wellbeing.

Investment levels have fallen significantly, making it necessary to get
back to higher pre-2008 crisis levels. Priority should be given to investment in machinery and equipment, which can be linked to the
territory’s economic activity, as the Basque Country is notable for its
capacity in this sector, which accounts for a high percentage of employment.

Factors which make it
possible to finance creating economic value and
wellbeing.

As regards foreign capital, given the high level of internationalisation
of Basque firms, the stock of outward foreign direct investment (FDI)
is high. However, there does appear to be some difficulty in attracting
foreign investment. The process of economic recovery will require
both the use of domestic financial resources and attracting more
funds from outside the country.

ICT and intangible
knowledge-based assets
which make it possible
to create economic value
and wellbeing.

It is once again clear that R&D expenditure as a percentage of GDP
is lower than in other territories. The economic recovery will require
strengthening this area in order to continue making progress on innovation outcomes. Moreover, steering R&D towards the challenges and opportunities of the three transitions —and particularly the
green transition— will be critical to achieving both business competitiveness and future wellbeing.

Training and education,
health and labour market participation which
have an impact on creating economic value and
wellbeing.

Continuing to create jobs to boost low employment rates is proving
to be very important. As labour force participation rates are also low,
it is important to provide stimulus in this area. This challenge particularly affects women and young people, so these groups will require
particular attention. Achieving higher employment will require a continued focus on individual education.

Systems of rules and organisation which strucSocial and
ture social interactions,
institutional
affecting the creation of
capital
economic value and wellbeing.

It is important to build on existing strengths in business trust to tackle ambitious projects around the challenges and opportunities of
the transitions. For example, it will be necessary to promote innovation projects that foster cooperation between new combinations of
stakeholders with different capabilities, which can create novel solutions to major social and economic challenges.

Physical
capital

Financing

Expertise

Human
Capital
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Competitiveness in the context of the transitions:
An agenda for research and action
Applying parts of this new framework for territorial competitiveness for wellbeing to the Basque
Country has yielded conclusions regarding different dimensions of performance. These should
guide Orkestra’s future research agenda, in dialogue with its stakeholders in a process of continuous experimentation, adaptation and strengthening the framework over time.
The priority should be to better understand the levers which have an impact on the dimensions
in which the Basque Country faces the greatest challenges: (quality) employment, the environment, and (innovation-driven) productivity. In turn, this has implications for the path to be followed by the Basque Country’s competitiveness strategy. It must build on the distinctive features
it has developed over the previous decades —which include the current S3, the Basque Science,
Technology and Innovation Network, the education, training and skills system, and the mechanisms of governance and territorial leadership— to drive actions aimed at strengthening the
weaknesses detected and anticipating the impacts of the transitions on future competitiveness
and wellbeing.
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