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The Basque Country, like all territories, is navigating a new era of turbulence in the global
economy, associated with the COVID-19 pandemic, the invasion of Ukraine and a series of shocks
in energy markets, raw materials, logistics and other critical supply chains. These events, together
with the high inflation they have provoked, have created an environment of high uncertainty for
businesses, households and governments at a time of profound energy-environmental, digital-
technological and demographic-social transitions.

The Basque economy is showing a robust recovery after the fall in activity experienced in 2020
as a result of the health crisis. The latest available figures show in the second quarter of 2022 a
year-on-year growth of 4.3% in GDP, 3.7% in employment, and a record level of exports. How-
ever, geopolitical circumstances can change radically from one day to the next, which makes
it very difficult to foresee the evolution of the economic climate and requires a high degree of
adaptability on the part of companies, governments and other competitiveness actors.

Orkestra (2021).



In these circumstances of high uncertainty, both recent performance and competitiveness funda-
mentals need to be well understood. In this sense, our territorial competitiveness for welfare
framework analyses the economic and welfare results of a territory in relation to its struc-
tural context and the dynamic levers on which companies, governments and other agents can
act. The Basque Country Competitiveness Report 2022 offers an analysis of the situation in the
Basque Country structured around this framework, with the aim of identifying actions that will
underpin future competitiveness beyond the current economic situation.

Economic and business performance is consistent with the turbulent situation in recent years.
Of the 17 indicators analysed, half worsened, but these are mostly indicators for which data are
not available in 2021, meaning that performance can be attributed to the direct impact of the
first pandemic year. The indicators available in 2021, on the other hand, generally show an im-
provement from the previous year, in line with the recovery.

Three improvements stand out: the recovery in GDP per capita, corporate profitability and
exports. GDP per capita in 2021 was 9% above the EU-27 average, without yet recovering the
15% advantage it had before the pandemic, but with growth in 2021 stronger than the Euro-
pean average. The recovery in corporate profitability is evident in the preliminary ROE and ROA
figures for 2021, and both gross operating surplus and exports of goods and services increased
in the Basque Country more than the European average in 2021. On the other hand, the deterio-
ration in productivity and unit labour cost indicators in 2020 was a consequence of a sharp fall
in output and relatively less job destruction. In the case of apparent labour productivity (€/per-
son), the data show a recovery of 5.1 % in 2021, on track to regain pre-pandemic productivity
levels.

The Basque Country is classified as a ‘strong innovator’ in the European Commission’s Regional
Innovation Scoreboard, where it is included in the group of ‘regional innovation poles’. How-
ever, the latest innovation and entrepreneurship results from 2020 show a negative evolution
in the share of innovative SMEs, in sales of new products and in the share of high-growth firms.
Particularly striking is the decrease from 41 % to 39 % in the percentage of innovative SMEs, as
the evolution in the other territories analysed has been positive. This is partly explained by an
increase in the total number of SMEs in the Basque Country. It may also reflect the greater im-
pact of the pandemic on the sectors in which the Basque Country specialises and, consequently,
on its levels of innovation. However, it confirms the need to be persistent in the efforts already
underway to foster a culture of innovation among Basque SMEs.

Ultimately, the competitiveness of a territory is reflected in the wellbeing it can generate.
In the subjective indicator of life satisfaction, which measures perceptions of overall wellbeing
among the population, the Basque Country is above the European average and experienced a
positive evolution in 2020, reaching a level of 7.6 (on a scale of 1-10). Of the 19 indicators ana-
lysed across 7 dimensions of wellbeing, 10 of them show a recent positive evolution, while 2 re-
main constant and 7 have a negative evolution.

The learning and environment indicators stand out both due to their positive recent trend and
for their improved position compared to the European average. The proportion of the population
with some level of post-compulsory education has increased by 2.6 p.p. in 2021, closing the gap
with other territories, and the Basque Country has increased its leadership in lifelong learning.
These are two particularly important developments in the current context of increasing global



competition for talent. On the other hand, trends in environmental indicators reflect the transi-
tion towards a green economy and society in all territories. In the case of the Basque Country, the
recent evolution of the main indicators has been relatively more positive than the EU-27 average.
However, the fall in greenhouse gas emissions in 2020 should be interpreted with caution be-
cause it is associated with the large fall in economic activity due to the pandemic.

Not surprisingly in the context of the economic crisis caused by the pandemic, the more eco-
nomic dimensions of wellbeing exhibit the worst trends in their performance. With regards to
material living, median equivalised household income fell slightly in 2020, but remains consid-
erably above the EU-27 average (24 % higher). However, in 2021 there was an increase in the per-
centage of people at risk of poverty or exclusion. In these circumstances, it is positive to note that
the level of income inequality has remained low compared to other territories. The unemploy-
ment rate also worsened in its level and relative position in 2021, although in this case the latest
data suggest a positive evolution of this indicator during 2022 which will foreseeably be reflected
in future reports.

Each territory has a different economic structure, reflecting, among other things, the territory's
history, its natural and human resources, its proximity to different markets and its historical in-
vestments in capital, infrastructure, science and technology, etc. In times characterised by volatil-
ity and profound transitions, where the characteristics of markets, value chains and technologies
are changing rapidly, it is particularly important to reflect on how the economic structure of a ter-
ritory is changing, in order to guide the strategies and actions of governments, companies, tech-
nology centres and other actors.

The evolution of the economic structure of the Basque Country between the periods 2012-
2014 and 2017-2019 is characterised by an increase in employment in local activities such as
trade, education, construction, hotels and catering or public administration, which account for
most employment in the economy. At the same time, there are several changes in the specialisa-
tion (relative to Europe) of manufacturing and industry-related service activities:’

The degree of specialisation is calculated as the proportion of total employment in an activity in the Basque Country with
respect to the proportion of total employment in the same activity in the EU-27. A value higher than 1 means that the
Basque Country is specialised in this activity with respect to the EU-27, and a value lower than 1 means that it is under-
specialised.



Increase in specialisation Decline in specialisation

Sectors related to advanced manufacturing|Traditionally important manufac-
or smart industry, such as Manufacture of me-|turing sectors, such as Manufacture
tal products, Manufacture of machinery and equip- | of electrical equipment, Metallurgy and
ment and Manufacture of computer, electronic and | manufacture of iron and steel products,
optical products. Manufacture of other transport equip-
ment, Manufacture of rubber and plas-
tics; and Manufacture of coke and refi-
ned petroleum products.

Services important for the knowledge eco-|Services that are important for sales
nomy, in particular Research and development, |and marketing activities and foste-
Architectural and engineering services, and Other | ring new management models, such
professional activities. as Advertising and market research, IT,
Legal activities and Financial services.

The Basque Country's technological specialisations generally correspond to the industrial ac-
tivities in which it has strengths. In addition, several of them fall under the S3 priority of advanced
manufacturing (PCTI 2020) or smart industry (PCTI 2030). Moreover, the development of BRTA re-
search agendas demonstrate ongoing efforts to ensure alignment between R&D and S3 priorities.

The sophistication of the economy is important for the sustainability of our ability to compete in-
ternationally. Our analysis of the sophistication of the Basque economy considers both the di-
versity of activities in which the Basque Country specialises and their uniqueness (if they are ac-
tivities in which few regions specialise). The Basque Country has maintained its sophistication in
terms of manufacturing activities in the European context, but it has lost positions in the sophisti-
cation ranking that considers all activities in the economy. In this respect, the high sophistication
of manufacturing activity represents a good opportunity to leverage the sophistication of indus-
try-related services.

In general, the evolution of the economic structure in the Basque Country reflects the importance
of the prioritisation process of the S3 strategy, especially in activities linked to smart industry.
The levers of knowledge, human capital and social capital will be critical to promote new opportu-
nity niches based on existing strengths and emerging changes in global value chains.

The people of a territory are a cornerstone of its competitiveness, as they are critical to the sus-
tained success of its businesses and the evolution of its economic structure towards activities
that bring more economic value and wellbeing. On the one hand, it is important to understand
the demographic structure and its evolution, which is affected both by birth and mortality rates
and by migratory flows. But on the other hand, there is a growing need to understand the evo-
lution of other more qualitative characteristics of the population, such as their culture, attitudes
and values.

With regard to demographic trends, the ageing rate (proportion of the population aged 65 and
over) in the Basque Country has risen from 18% in 2001 to 23% in 2021, and it is expected to
reach 29.3% in 2036. Ageing has many positive features; for example, it reflects the increasing
longevity of the population and generates new business opportunities in both goods and services
(the so-called silver economy). However, it has important implications for the labour market of



the future and for the social protection system. It implies a reduction in the working-age popula-
tion (the potentially active population), and a loss of population in the younger age brackets, gen-
erally associated with a greater capacity to innovate.

Tackling demographic challenges requires mobilising people in the territory (workforce), in-
creasing their value contribution (innovation and productivity), and having an effective talent at-
traction policy (immigration, integration, and skills development related to the economic fabric).
Immigration will indeed be fundamental in a context in which, according to demographic projec-
tions, the population growth forecast for 2035 will come exclusively from the positive migratory
balance (contributing 194700 people). Given the competition between territories, regions and
countries for attracting (and retaining) talent, it will be particularly important to ensure the effec-
tive integration of immigrants with different profiles and to work on their training and incorpora-
tion into the world of work in a way that is aligned with the needs of companies and the territory.

The analysis of the values of the different generations of the population shows traits on which we
must build in order to take up these challenges:

« All age groups, and especially the younger generations, have favourable attitudes towards
immigration and the participation of immigrants in the labour market. In addition, the high
valuing among younger generations of values such as ‘tolerance and respect for others’ is par-
ticularly important given the need to ensure the effective and harmonious integration of immi-
grants.

* The value of work is the most important dimension of life after family in the younger gener-
ations (< 50 years), and within work, aspects such as salary and working hours are prioritised
more than the possibility of taking initiative or responsibility. On the other hand, there are
work-related indicators, such as absenteeism, which continue to cause some concern. In this
context there are opportunities to innovate in our human resource management strategies —
for example, in how the balance between job stability and flexibility is addressed— to optimise
both labour market participation, value contribution, and the ability to attract, retain and nur-
ture talent.

In a context where changing demographics and values will have profound effects on our ability
to compete, good coordination and collaboration between policies in different areas (eco-
nomic, social, educational, etc.) will be critical.

To address the challenges associated with changes in the economic and demographic structure
and simultaneously increase the continuous adaptive capacity demanded by the aforementioned
environment of uncertainty and transitions, we must act on the six levers of the ‘territorial com-
petitiveness for wellbeing’ framework. Within these levers, specific actions are identified, many of
which are already the target of various public and private plans and initiatives:



Lever Actions

Natural capital + Advance decarbonisation through: new renewables and storage projects;
strategic initiatives targeting emission-intensive industry; and widespread
improvement of energy efficiency in all sectors.

Work on material efficiency and circularity to reduce external dependen-
cies and increase productivity.

Use well-designed incentives to promote progress in the development of
cleaner production and consumption alternatives.

Seize new emerging opportunities in areas such as environmental protec-
tion, waste management, energy efficiency and circular economy.

Physical capital | - Maintain investment levels, in particular in machinery and equipment,
which is especially important for economies with a high proportion of in-
dustry.

Foster a stable regulatory environment conducive to investment, especially
aligned with the medium-term decarbonisation objectives of the economy
(reinforcing actions on the natural capital lever).

Financing - Diversify sources of financing through the promotion of a local private in-
vestment industry.

Explore the potential for diversifying the countries of destination and origin
of FDI flows and strengthen inward flows in activities connected to industry
and to the challenges of the Basque Country.

Knowledge - Maintain the recent positive trend in R&D expenditure and efforts to sup-
port innovation in SMEs.

Maintain efforts to increase scientific knowledge assets, reinforcing the
commitment and alignment of the scientific and university system with the
S3 strategy (PCTI 2030).

Reflect on the low propensity to patent in the Basque Country and the po-
tential dangers of this trend at a time when the rules of the game in intel-
lectual property at international level are changing.

Strengthen the weakest dimensions detected in the digital economy and
society, such as the number of ICT specialists and training processes in
companies, and the use of some emerging technologies.

Human Capital + Maintain the positive evolution in the employment rate, taking advantage
of the potential to intensify participation in the labour market.

Maintain the positive evolution in the percentage of the population with
upper secondary and tertiary education, reducing the gap with other terri-
tories in intermediate qualifications.

Increase the percentage of tertiary educated people with STEM qualifica-
tions.

Facilitate that the educational offer evolves in line with the needs of the
economy and society, building on existing strengths, such as the VET sys-
tem, and enhancing the relationship between university and vocational

training.
Social and insti-| - Take advantage of the existing high social and institutional capital to rein-
tutional capital force collaborative actions between companies and between companies

and other agents.

The previous Competitiveness Report, published in 2021, analysed the trajectory of the Basque
Country’s competitiveness strategy since the 2008 crisis, finding a number of unique features in
the current smart specialisation strategy (S3) (PCTI 2030), the Basque Science, Technology and In-
novation Network, the education, training and skills system, and the territorial governance and
leadership mechanisms. It concluded that the wellbeing and competitiveness performance in the



Basque Country was, in general, comparatively high and well consolidated, with some elements
to be further improved related to employment, environment, productivity and innovation.

The new diagnosis presented here shows that the bases of competitiveness in the Basque Coun-
try continue to be solid, and although the economic situation of recent years has had a negative
impact on some dimensions (such as material life, innovation, or productivity), improvements
have been observed in others (such as learning, the environment, or internationalisation).

We are now at a time of profound transitions not only in the energy-environmental, digital-tech-
nological and demographic-social spheres, but also with respect to geopolitics and its impacts on
the rules and relations of the global economy and the value chains in which we are positioned.
We will have to face the uncertainties and challenges surrounding these transitions from the
foundations of competitiveness built up over the past decades. But we will also have to prioritise
cross-cutting actions to strengthen these foundations and prepare for the future. In this regard,
the analysis in this Report identifies five cross-cutting lines of action that should guide the ac-
tions of business, governments and other actors:

1. Foster the leadership of a new sustainable industrial competitiveness, responding to
the major structural environmental challenge. To this end, it is necessary to complement the
short-term strategies of companies, governments and other agents to resist economic pres-
sures with medium-term strategies that accelerate an orderly green transition at the lowest
possible social cost, preparing us to compete in a world that requires greater sustainability.

2. Strengthen people’s capacities to contribute to competitiveness and wellbeing, in line
with the emerging needs of the territory. To achieve this, it is necessary to increase activity
and employment rates, to enable the continuous training of people, and to promote the inte-
gration of immigrants with different profiles into society, facilitating their training and their in-
corporation into the world of work. Human resources policies that are more proactive, inno-
vative and sensitive to the needs of the different groups will be necessary for this, as well as
for attracting, retaining and developing talent in Basque companies.

3. Work on the innovation culture, capacity and orientation of companies, the public admin-
istration and the territory as a whole. Innovation culture and skills are critical to strengthen
productivity in all areas and to mitigate the negative effects of the shrinking labour force on
the competitiveness of the territory. To this end, it is necessary to continue investing in R&D&
and to strengthen the scientific capacities of the territory, as well as to continuously improve
the skills of people, adapting them to the new needs of the productive fabric. The orientation
of innovation is also key to ensure alignment with the specific opportunities arising from the
digitalisation and servitisation of industry, sustainability and energy efficiency, and the ageing
of the population. In this sense, it is necessary to work towards a collective vision of the future
that we want and to be sensitive to the need for collaboration to innovate in the face of more
complex challenges.

4. Strengthen a sophisticated economic fabric, capable of evolving towards new specialisa-
tion niches based on our industrial strengths. To this end, particular attention needs to be
paid to the connections between the different activities of industry and between industry
and related services. There is also a need to strengthen activities whose current development
poses barriers to exploiting new opportunities (e.g. digital or financial services that open up
new markets or management models related to industrial activity). Multi-level cooperation
(e.g. connections between cities and other parts of the territory) and public-private coopera-
tion (e.g. within Cluster Development Organisations) will be critical to identify and seize op-
portunities to increase the sophistication of the industrial fabric.
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Deepen the international connectivity of the economy and society to open opportuni-
ties that allow progress in multiple dimensions, such as the development of new markets and
sources of financing, the attraction and retention of talent or the increase in the sophistica-
tion of our economic and technological fabric. To this end, it is necessary to integrate an in-
ternational perspective in the development of actions in all the levers of competitiveness, in-
creasing both the Basque Country’'s activity abroad and the international connection of the
projects and initiatives developed in our territory. In this process, it is important to identify
and minimise the potentially negative effects that these actions may have on other territories.
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