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EXECUTIVE SUMMARY

Gipuzkoa is experiencing the strongest period in its economic history—and,
precisely for that reason, one of its most demanding. With GDP per capita 18%
above the European average (in purchasing power parity terms:, an
unemployment rate of around 6%, a Gini coefficient of 0.23 (the second lowest in
the EU-27), and a manufacturing industry accounting for 27% of GVA—twice the
European average—Gipuzkoa has an exceptionally strong starting position.

However, beneath this surface of success, structural pressures are building up

which, unless addressed proactively, could erode the model of well-being built
over four decades.

The four structural risk areas identified are:

1. Europe’s declining productivity relative to the US and China, which threatens
the competitiveness of its export-oriented business base.

2. Progressive deindustrialisation and technological disruption affecting
Gipuzkoa’s core sectors.

3. The “demographic winter”: rapid ageing, a shortage of skilled talent and
pressure on the tax system.

4. The housing affordability crisis as a barrier to talent mobility and
business competitiveness.

The proposed response draws on the historical precedent of the industrial
restructuring of the 1980s, when the Basque Country—with unemployment at
27%—developed an active industrial policy model combining strategic public
investment, tripartite institutional cooperation, a commitment to technology and
social consensus. That experience demonstrated that a crisis can act as a
catalyst for productive reinvention. Today, with better tools and from a position of
strength, Gipuzkoa must mobilise before our economic base is eroded.

1 Purchasing Power Parity (PPP) adjusts countries’ relative prices and different exchange rates to
equalise the cost of a market basket of goods across countries, making it possible to compare real
living standards by eliminating differences in prices and currencies.
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This report provides a rigorous economic analysis of the situation, places it within
the European and global competitive context, and proposes a competitive
transformation agenda structured around eight levers for action (four vertical and
four cross-cutting).

Vertical Levers:
* L1-Technology and Artificial Intelligence
¢ L2-Strategic Investment and Patient Capital
* L3-Business Scale — The Achilles’ Heel
* L4-Talent and People

Cross-cutting Levers:
¢ | 5-Smart Taxation
* L 6-New Business Culture
* L7-Alliance for effort and commitment to work
* L8-Country pact for a competitive transformation agenda

Gipuzkoa has a window of opportunity to act from a position of strength that will
weaken unless it is seized quickly.
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Gipuzkoa starts from an objectively exceptional position of strength in the

European context. Four decades of sustained growth, institutional discipline
1 - and a firm commitment to industry have made Gipuzkoa one of Europe’s
leading regions in terms of income, social cohesion, competitiveness and

THE SUCCESS OF THE export performance.

MODEL BUILT: 1.1. Relative Position in Terms of Income and Employment

ASSESSMENT OF THE | o | |
Gipuzkoa’s GDP per capita is 18% above the EU-27 average in purchasing
cu RRE NT ECONOMIC power parity (PPP) terms, placing Gipuzkoa among the top 16% of

European regions by income level. In employment terms, the unemployment

SITUATION rate is around 6%—a historic low—and the average number of registered

workers reached 338,730 in 2025, 60% more than during the worst years of
the crisis in the 1980s.

GDP per Capita in Purchasing Power Parity

GIPUZKOA

EU27 =100 (purchasi
Source: World Ba

This resilience has been demonstrated in the face of multiple shocks: the oil
crisis (1973-85), the 1992 recession, the global financial crisis (2008-2014)
and the impact of COVID-19. In each case, industry acted as an anchor of
stability thanks to its integration into international value chains and its high
level of capitalisation.
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Key Competitive Position Indicators — Gipuzkoa 2024 Workers registered under the General Social Security Scheme in
Gipuzkoa
Gipuzkoa European
Benchmark
GDP per capita (PPS, EU27=100) 118 100 400:000
Unemployment rate ~6.0% 6.0%
300.000
Manufacturing / GVA 27% 13%
Exports / GDP 35% 30%
200.000
R&D investment / GDP 2.74% 2.20%
Business R&D investment / GDP 2.2% 1.5%
100.000
Gini coefficient (*) 0.23 0.30
Crisis petréleo g
1973-1985 Inmobiliaria
S80/S20 ratio (**) 3.52 4.74 0 =
<§”(§3<§9 £§\&§p gﬁp (§Q é§9(§p<§pé§p (§9.§£ ¢§§ i§pq§p’§§ é§a¢§5¢$51$@f§o 153 é§§r§9 éﬂb
Social protection coverage €12,760 €10,942 Source: Social Securly

Sources: Eustat, Eurostat, 2024.

(*) Income inequality index comparing the income of the richest 20% of the population (top quintile
or S80) with that of the poorest 20% (bottom quintile or S20).

(**) Income inequality index ranging from 0 (complete equality) to 1 (maximum inequality)
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1.2. Two Strategic Assets: Industrial and Export Structure

Gipuzkoa’s productive structure is built around two strategic assets of
particular importance. On the one hand, manufacturing accounts for 27% of
GVA, twice the European average of 13%, placing Gipuzkoa among the top
25% of the EU’s most industrialised regions. On the other hand, exports
account for 35% of GDP (compared with the EU average of 30%), with
exports per capita amounting to €14,000. In addition to these exports, sales
to

the rest of Spain Industry as % of total GVA

account for a further

34% of GDP,

highlighting the 36
exceptionally open

nature of Gipuzkoa’s

economy.

This strong GIPUZKOA | | 27
reliance on

exports is both I 25
Gipuzkoa’s

greatest strength

and its greatest

vulnerability: 80% I 19
of its

competitiveness

depends on the

metal, machinery

and transport

equipment

sectors, which . 16
are currently

facing

simultaneous

pressures from 0
automation,

electrification and 11
Asian

competition.
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Social Cohesion and Low Inequality

A key strength that sets Gipuzkoa apart is its strong social cohesion. With a
Gini coefficient of 0.23—compared with 0.30 in the EU-27 and 0.32 in
Spain—Gipuzkoa has the second-lowest level of inequality in the entire
European Union. The S80/S20 ratio (income of the top quintile relative to
the bottom quintile) is 3.52, compared with 5.63 in Spain and 4.74 in the EU.

This cohesion is not a by-product of success, but a condition for it:
social capital—understood as institutional trust, inter-company
cooperation and the legitimacy of the system—is an intangible asset
that facilitates collective agreements and reduces the transaction costs
of economic transformation.

Gini Index 2022

GIPUZKOA|
Euskadil
Espana
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1.3. R&D Investment and Technological Positioning

|| Top high performer

B Micdie strong performer
B Bottoi strong performer
I Top moderate performer
B Middle moderate parformer
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With 2.74% of GDP devoted to R&D, Gipuzkoa exceeds the European
target of 2% and the EU-27 average of 2.2%. Business investment in R&D
amounts to 2.20% of GDP, above the European average (1.5%) and
Germany (2.14%), although below leaders such as Sweden (2.6%) and the
US (2.7%). Gipuzkoa also ranks among the seven EU regions with the
highest proportion of university graduates.

However, Gipuzkoa’s share of world exports has fallen by 28% since
2002—more than the 23% drop for the EU as a whole—while China has
increased its global market share 2.8-fold over the same period. This
divergence points to a problem of dynamic competitiveness that goes
beyond what can be captured by static indicators.

R&D expenditure business enterprise sector

iddle high performer
oftom high performer
Top\strong performer




2.
WARNING SIGNS:
STRUCTURAL RISKS
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This assessment of strength must not lead to complacency. Current indicators,
shaped by decisions taken over recent decades, may conceal structural
vulnerabilities that are already emerging. Economic forecasting models indicate
that Gipuzkoa’s prosperity in the near future will depend to a large extent on its
ability to respond to four threats that are converging simultaneously.

2.1. Europe in the Slow Lane: Productivity and Investment

The productivity gap between Europe and the United States has reached
levels that should be interpreted as a structural, rather than cyclical, warning
sign. In 2024, US GDP per capita was 38% higher than that of the EU-27 in
purchasing power parity terms (€53,531 vs. €39,944). Of this difference,
77% is explained by higher productivity per hour worked in the United States
and 23% by more hours worked per capita. The diagnosis is clear: Europe
operates with systemically lower efficiency.

GDP per capita 2024 (constant euros in PPP)

39.944

77%

EU 27

Productivity

hour

23% 53.531
[ 1
<
2]
=2
Hours per
capita

Source: AMECO, European Commission
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This divergence is not a recent phenomenon. Between 2015 and 2024,
China’s labour productivity rose from an index of 100 to 165 (2015 base),
while the EU-27 reached only 107 and the US 114. The root of the problem
lies in Total Factor Productivity (TFP), which reflects the pace of
technological and organisational innovation: Europe recorded annual TFP
growth of +0.4% between 2015 and 2024, well below the leading
economies.

Labour productivity trends (base 100 = 2015)

China
165

High growth in productivity

Low growth in productivity

XY

Europe’s innovation defic

it is not only technological
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Total investment as a percentage of GDP in Europe has remained stagnant at
around 22% since 1980, compared with 43% in China. China’s R&D expenditure
has increased twentyfold in absolute terms over 20 years, while the EU’s has risen
by only 1.5 times over the same period. Europe also suffers from a deficit in non-
technological innovation: business models, branding, design and organisational

culture.

Moreover, according to the Draghi Report, the EU invests heavily in medium-
technology sectors such as automotive, but significantly less in intangible assets—
software, frontier R&D and Al—that generate higher productivity returns. As a
result, returns on European investment are lower, diverting venture capital and
private capital away from the bloc.

This middle technology trap is particularly relevant to Gipuzkoa, whose industry is
concentrated precisely in medium-high-technology sectors such as machinery,
components and advanced metallurgy. Gipuzkoa therefore faces not only the
problem of being ‘European’ in a world where Europe is losing productivity. It also
faces a specific vulnerability: being highly specialised in the sectors where
Europe’s relative decline is most pronounced.

Productivity is growing more slowly in Gipuzkoa in high-productivity

sectors

Low employment but high growth in productivity

i \
L ' Rubber and
plastics

Textiles, paper

Electrical and

I eguipment. @) Trade

Metal products .

High growth in employment and productivity

Transport equipment

Construction (@

Agriculture "’\ )

Low growth in employment and low growth in productivity

“, Water supply

Machineryand (8
equipment  §

) Foodand
beverage

. Public administration
@ cocation

High growth in employment but low growth in productivity

() Business services,
' Ra&D

. Health /
Social work

20 45 40 05 00 05 1,0 135

Decline in employment

Growth in employment Souross Etirestat (sl

20 25 30 35 40 45 50 55 6,0

sal average growth 2013-2023; relative procl

Source: Eustat (averag
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2.2. Industrial Disruption and the China Challenge EU manufacturing industry as a % of GDP

Gipuzkoa'’s industrial sector is facing unprecedented pressure driven by two

forces. The first is technological disruption: 18% of industrial employment in China
Gipuzkoa is linked to sectors at high risk of automation, while the transition

to electric vehicles—which require 30-40% fewer mechanical components

than combustion-engine vehicles—directly threatens the automotive EU
components industry, one of the pillars of the local production sector. USA

The second force is Chinese competition. China has shifted from an
extensive growth model—initially based on low-cost exports—towards the
‘New Productive Forces’: high-tech manufacturing, electric vehicles,
renewable energy, semiconductors and robotics. Its overcapacity model
pushes excess production onto international markets, depressing global
prices in sectors where Gipuzkoa competes: steel, machinery and industrial

urce: World Bank: Manufacturing, value added (current US$)

components.
Global export-share data reinforce this assessment: Gipuzkoa’s share of Exposure of Gipuzkoa’s industrial base to
global exports has fallen by 28% since 2002 (from 0.077% to 0.056%), technological disruption risk

broadly in parallel with the EU-27’s decline (-23%), but exceeding that
average drop. Meanwhile, China has increased its export share 2.8-fold
over the same period.

Direct Main risk

Sector jobs Urgency
However, China’s overcapacity model also has vulnerabilities and is
generating tensions of its own: escalating tariffs with the EU (tariffs of 17— Metal-Machinery-Transport Automation + _
45% on Chinese electric vehicles since October 2024), domestic Equipment ~36,000 China High
deflationary pressures and slowing growth, creating windows of opportunity
for strategic positioning by the Basque Country. . .
'CT ?"3 Business Services ~25,000 Generative Al | Medium-
(related) High
. included T .
Automotive components EV electrification High
above
Forging, casting and fasteners included Robot|sa.t|.on ¥ Medium
above competition

urce: Own estimates based on Eustat data and sectoral analysis
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Share of world exports (%)

18,9
China
E
14,5
USA
0,077

MG
GIPUZKOA

Investment (€ million, current rate)

China
USA

EU-27

countries
(from 2020)

Source: Eurostat

Investment as % of GDP

W 43 China

s, — USA
cAe=Tos ~— 22 EU

- - -

Source: World Bank: Gross capital formation as % GDP
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Industry in transition: Al and digitalisation

Al is not just another technology, but a tool that multiplies our capacity to
generate new ideas, thereby accelerating economic growth. It represents a
potential shift comparable to the Industrial Revolution and will stimulate
discoveries in areas such as medicine and science. Its economic impact will
depend on whether it succeeds in increasing technological innovation. There is
considerable uncertainty, but even without radical breakthroughs, its adoption
will transform the global economy.

Al has moved from technological promise to near-universal adoption, with 88%
of organisations using it in at least one function. However, almost two thirds of
companies are still at the pilot stage, while only one third have managed to scale
programmes across the organisation. It is estimated that 57% of working hours
in advanced economies could be automated. But the major obstacle will be
developing the new skills required for ‘Al fluency’.

Europe has fallen behind in the development of foundation models, so the best
strategy is to become a ‘smart second mover’: leading in the application and
integration of Al in its strongest sectors—automotive, biosciences and
healthcare, and machinery. To achieve this, we must prioritise the speed of
integration by creating industrial and healthcare data spaces (such as
Manufacturing-X"), giving European companies a competitive advantage in
training applied models.

And its integration into companies should be strongly subsidised (tax deductions
for costs associated with integrating Al into production processes, accelerated
depreciation of Al hardware and software, and tax credits for collaborative R&D
projects).

1 Manufacturing-X, funded by the German government, aims to make digitally interconnected industry
a reality through data exchange (the ‘X’ stands for ‘exchange’) and collaboration across complex
value-added networks involving different industries and their supply chains. It provides technological
solutions that enable systems to speak the same language across industries and allow data to flow,
without companies or interfaces losing control over their own sensitive and commercially valuable
data.
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Energy: high dependence and a heavy tax burden from general immigration to a model based on skilled, properly integrated
immigration. Attracting people is not enough; rapid labour-market
Europe faces a structural energy crisis characterised by high external integration, recognition of qualifications, housing, education and retention
dependence and electricity prices three to seven times higher than in the US or must also be ensured.
China, together with strong technological dependence on China that is shaping
the pace of its green transition. This situation weakens European industrial Projected talent Immigration: from a
competitiveness, with a heavy tax burden (in 2020, taxes accounted for 42% of shortage: complementary role to a
the electricity price in the European Union, compared with 11% in the United structural pillar
States1) and energy costs far higher than those faced by its competitors, with Industrial and technology
industry particularly affected. sectors will face a shortage of An active policy to attract skilled
15,000-20,000 skilled immigrants is needed, encompassing
workers by 2040. Without an rapid labour-market integration,
active policy of targeted recognition of qualifications, housing
immigration, this shortfall and education. Today, this pool of
. . cannot be met from the local talent remains underutilised, with many
2.3.The Demographlc Cha"enge: Agemg and the demographic base. people working in jobs below their level
Talent Shortage of qualification.
Births and deaths in Gipuzkoa 1940-2022
Demographic change is the least visible yet most decisive risk to Gipuzkoa’s
<« Babyboom s Defunciones - INE

welfare model. The dependency ratio—the ratio of people aged over 65 to
the working-age population—will rise from 32% today to 52% in 2040. This
increase of 20 percentage points in less than two decades will place severe
pressure on the fiscal sustainability of the system.

= Nacimientos - INE

Spending on pensions and healthcare already absorbs a very substantial Defiit te
share of public budgets. A further 10-point increase in the dependency ratio,

without structural reforms, would create pressure that no economy could
absorb without compromising the level of public services or productive
investment.

irce: Eustal

Annual increase in Social Security registrations in Gipuzkoa by nationality

Given the insufficient local demographic base, employment depends =Espaiiola = Extranjera
critically on people from outside the nation. It is no longer a matter of choice;

it is simple arithmetic. Immigration is filling this gap: 50% of the increase in

Social Security registrations over the past five years has come from people

of foreign nationality. People from outside Spain already account for 23% of I I
Gipuzkoa’s population aged between 25 and 40. This trend is structural, not . I

cyclical. But this cannot be based on a ‘passive policy’; we need to shift
1 PwC, ‘Competitiveness of energy prices in the European Union and the United States’.

Source: Social Secul
Page Page
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2.4. Housing as Industrial Policy

The housing market is no longer merely a social policy issue; it has become
an obstacle to industrial competitiveness. The accumulated housing shortfall
in the Basque Country exceeds 20,000 homes, with annual construction
(approximately 3,000-3,500 homes a year) well below household formation
(7,000-8,000 a year). The average entry price in the housing market in
Donostia-San Sebastian is the highest in Spain (and prices are also very
high in the rest of Gipuzkoa’s municipalities), while the rental market is very
small. The main constraint in the Basque Country/Gipuzkoa is the persistent
shortage of net housing supply in high-demand areas.

This imbalance acts as a threefold ‘demographic deterrent: it prevents
young people from becoming independent and forming local households;
hampers the attraction of international talent by raising the effective cost of
living; and increases implicit labour costs, as companies must offer higher
salaries to offset housing costs, eroding their cost competitiveness.

New households created and housing completions in the Basque Country

M Households M Projected households M Completed dwellings
10,000
Cumulative deficit
K of 20,000 homes :
8,000 TS~

Y
.

7,000 .
6,000
5,000
4,000

b e DR | S )
Vastwahasdes=sts

3,000
2,000
1,000

2036 j——
2037 j————
2038 p——
2039 (—

T W W M~ 0 O O = N M T 1N W N~ 0 OO O = ©oN ™M T 0
- v v e = = N N N N N N N N N N MO MmO MmO MM M
o O O O O O O OO © O O O O O O ©o o o o o o o
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Source: INE and Ministry of Public Works
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3.

LESSONS FROM HISTORY:
THE INDUSTRIAL
RESTRUCTURING OF THE
1980s
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The response of the Basque Country and Gipuzkoa to the industrial crisis of the
1980s provides the most valuable historical case study for understanding how a
region can reinvent itself in the face of structural disruption. The scale of that
crisis was devastating:
unemployment in the Basque Country reached 27% between 1981 and 1985,
while industrial employment fell by 36% (200,000 jobs were lost in the Basque
Autonomous Community), and entire sectors—including integrated
steelmaking, shipbuilding and white goods—collapsed under the combined
pressures of technological obsolescence, greater exposure to international
competition and the end of protectionism.

The response developed during that period combined a macro-level
approach—the restructuring of major industrial sectors managed by the
central government—uwith a micro-level approach—the Exceptional
Revitalisation Plan, specifically designed in the Basque Country to support
and modernise its network of manufacturing SMEs.

Today, this strategic duality offers the most important lesson.

THE SPIRIT OF THE 1980s AS INSPIRATION.
The starting point: a devastating crisis, 1975-1985

Unemployment in the Basque Country: 27% | Steelmaking and
shipbuilding collapse | Severe social and regional impact

¢+ Spain world’s 10th-largest industrial power
+  Oil crisis (1973-79) External
¢+ Collapse in global industrial demand Trigger
¢+ Soaring costs - stagnant productivity
1975
1978 « Industrial obsolescence (mass closures in steel and INDUSTRY
shipbuilding)
» Lack of domestically developed technology
1982 ¢+ Unemployment reaches 27% Internal
e Employment in industry falls by 36%
+ 200,000 jobs lost Weaknesses
¢+ Basque Country on the brink of collapse
. State
o Entry into the EEC: end of protectionism/need A e raeoton
1985-86 for global competitiveness (@)
¢+ Reindustrialisation begins i h
utonomous
Reindustrialisation
(Basque Government)
¢+ Recovery
1992 ¢+ New production model
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3.1. The National Industrial Restructuring Plan (1983)
Two complementary strategies in

response to the deindustria ] , , o ,
P The 1983 Industrial Restructuring and Reindustrialisation Act provided the

MICRO-LEVEL framework for state intervention in large, mature industries. Fourteen priority

APPROACH sectors were identified, and Urgent Reindustrialisation Zones (ZUR) and

The Exceptional Revitalisation Declining Industrialised Zones (ZID) were designated. The strategy focused

Plan (ERP) for the Basque on drastically reducing production capacity and workforce through the

Restructuring Plans, financed through grants (19%), public loans (53%) and
government guarantees (28%).

MACRO-LEVEL APPROACH

National Restructuring

QU
.‘. Basque Government
'-‘ Central + Provincial Councils

ACTORES Total state expenditure on industrial restructuring across Spain amounted to
/ - Industrial SMEs outside 1.5 trillion pesetas (qulyalent to €9 billion today), of which approximately
0 _ : the national plans 25%—around €2.25 billion—was allocated to the Basque Country. The
— strategic companies Basque Country received 27% of state funding for restructuring, 31.2% of
0 M wele Ministry of Industry and Energy funds between 1984 and 1986, and 35.2%
¢ Integrated steel making * Forging of Industrial Bank lending between 1983 and 1985.
.'/,\ A3 /
Q@ Sr(jt?list.:‘;rnaces) * Fasteners l A @
' Ipbuilding . —— Ui Wl SN o e S
{} * White goods Foundry RESULTS ACHIEVED ! J: o2 b '1‘0":",,':‘0';:‘5 P S T |
1 IN URGENT ro ~ i obs [
SECCLTACQIREES ' Arms manUfaCturlng REINDUSTRIALISATION Vigo " st 2?31 J":" s
AREAS 96 Projects (6N ) i
(Up to 1990) 1,324 Jobs s e i
X i X i Investment (millions of euros) .; ' : ""3\1 ) 2 /
Drastic reduction in capacity Revitalisation and support o / done, L, J 7 Bwtim
/\/ and W°rkf°"Ff|e (R)es“'“d“””g for viable industrial SMEs s [ e S e o
ans 201 7 R 12 Projects S L
| I I I 180 I Yy, Dl WA &
ESTRATEGIA % £, 1 P R
L ¢ ZUR - Urgent * Support conditional on elat T i ol \gr Percentage of subsidised
@x reindustrialisation viability /L eayorcan e e
zones. * Incentives for T e s B Eotoun 16% and 20%
HERRAMIENTAS ZID - Declining sectoral mergers q o N :Belweznm%andﬁ%
. &Il V ~ 4 i Less than 10%
. industrialised zones L, oM gy e A e e
C t f SPRI 198’] Source: https://geoperspectivas2bachiller.blogspot.com/2011/02/practico-la-reindustrializacion-zonas.htm!
: reation o
m Sectoral restructuring plans ( ) ¢ Creation of restructuring companies and designation of Urgent Reindustrialisation Zones (ZUR),
HITO INST. followed by Declining Industrialised Zones (ZID).
’ + 14 sectors selected.
¢+ Investment and viability plans.
Shrink-to-survive: Gap-filling: + Focused on: . .
reducing excess capacity covering SMEs left out of the * large companies (SMEs excluded), generally state-owned enterprises.
: tat | » industrial areas (Cantabrian coast, Catalonia, Madrid)
LOGICA stateplans * Unemployment rate of 21%, employment promotion funds and early retirement

¢+ Participative loans

State expenditure: 1.5 trillion pesetas (€9 billion) - 25% in the Basque Country
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3.2. The Exceptional Revitalisation Plan (ERP): SME
Surgery

The ERP was the most innovative and distinctive instrument in the Basque
response. Designed in 1985 as a strategy of the Basque Government, it
targeted the ‘gap’ left by the state restructuring plans: manufacturing SMEs
in sectors such as machine tools, forging, fasteners, foundry, hand tools and
arms manufacturing. Although these sectors had little presence in the large
public-sector industrial groups, they nevertheless accounted for most
industrial employment in Gipuzkoa’s business base.

In terms of today’s budget, the ERP represented between 4% and 11% (an
average of 6.6%) of the Basque Government’s total budget during the years
it was in force (1985-1987). If that proportional effort were extrapolated to
the Basque Government’s current budget, it would be equivalent to an
investment of €1.8-3.3 billion over three years today, illustrating the scale of
the fiscal commitment made during that period.

The ERP introduced three management principles that underpinned its
success: (i) a requirement for viability, with support conditional on rigorous
future plans rather than on covering past losses; (ii) consolidation and
incentives for mergers to achieve critical scale; and (iii) mandatory
professionalisation of management teams. The territorial distribution
favoured Gipuzkoa, which received 55.8% of approved ERP investment,
followed by Bizkaia (36.6%) and Alava (7.6%).

Financial Structure of the Exceptional Revitalisation Plan
(ERP) 1985-1987

Instrument A'.“°“"t Equivalent Co-financing
(million pesetas) (€m)
Total grants 15 €90.15m 80% Basque
Government / 20%
Provincial Councils
100% Basque
Total guarantees 16.5 €99.16m Government
(80/20 risk)
Total ERP 31.5 €189.31m Basque Government +
Provincial Councils
Grants ordered
; 10,989.74 €66.1m 73.48% of approved
(disbursed) grants

rce: Implementation data as at 17 February 1988. Basque Government / SPRI
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' Five Lessons from the 1980s for Today |

Lesson

Principle

Application 2026—
2036

L1:
Anticipate, do not react

Act before the crisis
becomes full-blown

The warning signs
are already here.
We have room to
manoeuvre; we will
not if we wait.

L2:
Scale and focus

Concentrate
resources
strategically

Prioritise 3—4 sectors and
technologies; dispersing
resources is the greatest
risk.

L3:
Broad alliances

Business-institutions-
technology-education
collaboration

No single actor can do it
alone. Consensus is a
prerequisite for
success.

L4:
Public sector as investor

A

GIPULKURKD ENTREPRESARIEN ELKARTEA
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3.3. SPRI as an Instrument of Active Industrial

Page

Policy

The creation in 1981 of the Society for Industrial Promotion and
Restructuring (SPRI) by the Basque Government’s Department of Industry
was the most significant institutional milestone in the Basque response to
the crisis. SPRI was established with a mandate to promote industrial
development, foster cooperation between companies, provide financial
instruments for Basque Government support and drive technological
innovation.

Over four decades, SPRI has evolved from a crisis-management instrument
into the implementing arm of Basque industrial policy, managing a Network
of Technology Parks (Bizkaia, Alava, San Sebastian and Garaia), an
industrial land company (SPRILUR—now Azpilur Euskadi, S.A.M.P.—with
22 industrial estates), venture capital funds (more than €200 million under
management), Business and Innovation Centres (BICs), and an
international network spanning more than 50 countries.

The SPRI model demonstrated that active industrial policy requires
instruments capable of taking on technological risk that the private sector
cannot absorb alone, maintaining long-term horizons independent of
electoral cycles, and coordinating cooperation between companies, public
institutions and knowledge centres.

SPri }

ADEGI

The Four Pillars of the Basque Restructuring of the 1980s ‘

1. Active Industrial Policy

+ Creation of the Basque agency
for business development SPRI
(1981)

» Basque Energy Agency to
manage the energy transition

* Public Venture Capital (SGECR)
to finance innovative projects

» Elkargi as a mutual guarantee
company for SMEs

2. Strong Public Investment

* More than €260 million in the ERP
and complementary support

* An additional €1.62 billion
in state restructuring
support in the Basque
Country

* Receipt of 25-35% of state
restructuring funds

* Investment equivalent to 6.6—11%
of the Basque Government budget
in 1985-1987

3. Basque Science and
Technology Network

+ Creation of technology centres:
Tekniker, Robotiker, lkerlan, Ceit,
Gaiker, Inasmet, Labein

» Technology parks (Zamudio,
Mifiano, Miramén)

* Basque VET Plan and expansion
of dual VET

4. Institutional Cooperation
and Social Consensus

» Basque Government —
Provincial Councils —
Business Associations —
Trade Unions in the
management of the
process

» Collective agreement as a
condition for receiving support

+ Shared assessment among
economic and social
stakeholders

The Basque economy not only survived the 1980s but used the crisis to reinvent
its productive foundations. It moved from a model of competitiveness based on
low wages to competing through added value and technology; from dependence
on a protected domestic market to systematic exporting rather than using exports
merely as an escape valve in times of crisis; and from business fragmentation to
inter-company cooperation in order to achieve critical scale.
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3.4. The Chinese Model: Integration, Scale and Strategic
Planning

Closed-loop Ecosystem

3 Million BYD

The Chinese experience offers a second mirror in which Gipuzkoa can see

itself—not to replicate China’s particular circumstances, but to draw V;?:{eimg{/s)
inspiration from its industrial policy principles. ‘Made in China 2025’ (2015) sold in 2023,
and the 15th Five-Year Plan (2026—-2030) represent the most ambitious surpassing Raw Materials:
strategic planning initiative of the 21st century in competitive transformation. Tesla
Upstream expansion with TOTAL
The Chinese model is based on six instruments that work synergistically: (1) B lithium mining assets in CONTROL
active industrial policy that internalises technological risks the market would 75% China and Brazil
not assume; (2) technology transfer and absorption through joint ventures Self-produced .
and acquisitions; (3) massive economies of scale; components =
(4) vertical integration of value chains to control critical inputs; f;rot;‘eel (S:Sa‘ Critical Components:
(5) local governments driving 70% of sectoral public expenditure; and (6) a 330 from. j
coordinating State with five-year plans, quantitative targets, sectoral comp';mors) '“'[‘Elg'sbe tptrofjuc"'og of e Lower cost
L s . . . . y F atteries an
prioritisation and planning horizons measured in decades. o,?|y tires and dfirodtine 8 e eanditors)
windows are ik :
. . . to mitigate global scarcity o Lower
The cases of BYD and Sinotruck, among others, illustrate this strategy at subcontracted. 15
microeconomic level: sl DL . volatility
0 s
-35% Continuous Investment * Supply
With 75% of its components manufactured in-house (compared with igi:;‘;zn::?; in Technology: security
33% for its competitors), BYD has achieved a 35% cost advantage competitors in High and growing automation
over established European electric vehicle manufacturers, while China Europe (-25% [ | that reduce? gabts ?”d
now accounts for 18% of global manufacturing exports (+180% since compared with enables rapid iteration. * Accelerated
2002). traditional Leaders in critical sectors innovation
manufacturers) .
Sinotruck illustrates the strategy of consolidation and industrial
alliances to absorb technology, scale up and compete globally. 570,000 Global Distribution:
Sinotruck does not attempt to innovate alone in critical technologies, Z(E);‘SP'XV;‘ZSSS'RG | | Downstream expansion through
but instead uses co-development with foreign firms that possess Worléforce s acquisition of Ro-Ro ships
technological expertise. They also pursue consolidation not only at highly intensive (BYD Explorer 1) to
product level, but across the entire value chain (product + service + labour model ensure delivery

aftermarket).



4.

COMPETITIVE
TRANSFORMATION
AGENDA:

THE EIGHT LEVERS

ADEGI

In the face of the challenges described, we must act. Gipuzkoa has its own fiscal,
institutional, financial and knowledge-based instruments in a combination that
virtually no other European region possesses. The proposed transformation does
not start from scratch. It builds on these distinctive advantages to drive a
transition from extensive growth (based on the quantity of employment) to
intensive growth (based on productivity and knowledge).

The agenda is structured around eight levers for action (four vertical and four
cross-cutting), which should be understood as an integrated 4x4 system: the
effectiveness of each depends on all the others being activated simultaneously.
No single actor—whether the public sector, the private sector or academia—can
lead this transformation single-handedly.

The model must necessarily be tripartite and requires a level of consensus
comparable to that achieved in the 1980s.

4 Vertical Levers + 4 Cross-cutting Levers

Cross-cutting )

Alli fi A t t
Levers iance for country pac

Smart New Business | the value of for a
taxation Culture effort and competitive
commitment | transformation
agenda

Vertical
Levers ¥

Technology
& Al

Strategic
investment

Business
Scale

Talent
and
People

Page
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4.1. Vertical Levers

Page

L1: Technology and Artificial Intelligence

Artificial Intelligence is not simply another technology in the conventional
sense: it is a general-purpose technology that multiplies the capacity to
generate ideas and accelerates the pace of innovation across all sectors
that adopt it. Eighty-eight per cent of organisations worldwide are already
using it in at least one business function; however, almost two thirds remain
at the pilot stage, and only one third have managed to scale it across the
organisation. The window for differentiation is open, but narrow.

For Gipuzkoa, the optimal strategy is not to lead the development of
foundation models—where the US and China have an insurmountable
short-term advantage—but to adopt a ‘smart second mover approach:
leading the application and deep integration of Al in sectors where it has a
competitive advantage (automotive, machinery and advanced metallurgy).

The strategic objective is to position Gipuzkoa as a European benchmark
for the industrial integration of Al in medium-high-technology sectors
(machinery, advanced metallurgy and automotive components), leading the
way in adoption and deep sectoral integration.

Some examples of possible measures are set out below:

Industrial Al Application Centre (CAIA): Creation of a centre of
excellence for Al applied to manufacturing, drawing on models such as
IMEC (Belgium) and TNO (the Netherlands). The centre should bring
together existing technology centres, universities and industrial
companies in applied research projects.

The Draghi Report identifies the gap between the level of Al research
and the speed at which it is transferred to businesses as one of
Europe’s key weaknesses. The CAIA proposal is designed precisely to
close this gap, which is particularly relevant in Gipuzkoa given its first-

class network of technology centres but insufficiently rapid transfer to
SMEs in the local business base.

ADEGI

Industrial data spaces: Creation of repositories of anonymised
production data shared among companies in the same sector (following
the German Manufacturing-X model), to train Al models specifically
applied to manufacturing in Gipuzkoa.

intensive, practical training programme for executives and middle
managers in Gipuzkoa’s industrial sector, aimed at developing their
ability to make decisions on Al adoption within their organisations. The
main bottleneck in business adoption of Al is not technical but
managerial: business leaders need the judgement to assess projects,
select suppliers and manage the associated organisational change.

Intensive SME Digitalisation: Intensive programmes based on a tax-
credit mechanism (an unlimited deduction from corporate income tax
liability) and a direct subsidy covering 70% of implementation costs for
investment in hardware, software and services to adopt robotics,
industrial 10T, data analytics and digital twins in manufacturing SMEs.
The subsidy model should replicate the logic of the ERP, with support
conditional on rigorous transformation plans and measurable results.
The European Commission’s IPCEI programme on Al and the tax-credit
mechanism for Al investment approved in France (‘Crédit d’'Impét IA’)
are the models most directly adaptable to the framework of the Basque

‘ ‘Al Fluency’ Programme for Executives and Middle Managers: An
| Economic Agreement.

ecosystem to ensure that digitalisation does not increase the

Cybersecurity as an asset: Strengthening the industrial cybersecurity
vulnerability of the productive base.

Globally, the major powers have established long-term Al strategies: The
US is advancing through deregulation (‘Genesis Mission’) and computing
capacity (currently 50% of global capacity); China aims to integrate Al into
90% of its industry by 2030 (15th Five-Year Plan); and the United Kingdom
is investing £2 billion to increase its computing capacity twentyfold. Europe,
pursuing a ‘smart second mover strategy, must rapidly accelerate
integration in its strongest sectors.

Page
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L2: Strategic Investment and Patient Capital

One of the most significant market failures affecting competitive
transformation is the lack of patient capital: long-term financing with
tolerance for technological risk, which the private market does not provide
sufficiently over the time horizons required (10-15 years) for deep industrial
R&D projects.

Historical experience—both the Basque restructuring of the 1980s and the
contemporary Chinese model—shows that the public sector must act as a
strategic investor of first resort, sharing technological risk that the market
will not assume and absorbing losses in the early stages of the innovation
cycle so that the private sector can scale up during the more mature
phases. Some possible initiatives are set out below.

Gipuzkoa Competitive Transformation Fund (FTIG): a patient-
capital investment fund endowed with €500—750 million over a 10-year
period, with participation from the Provincial Council of Gipuzkoa,
financial institutions, Geroa and major local companies. The fund would
invest in three areas:

Industrial venture capital: minority stakes in Gipuzkoa-based
companies undertaking high-risk technological transformation
projects, with a 7—10-year divestment horizon.

Long-term profit-participating loans: favourable financing for
R&D&I projects with a maturity horizon of more than five years,
where bank financing is unavailable.

Digital infrastructure co-investment: financing for digitally enabled
industrial land, industrial premises equipped with 5G/edge-
computing infrastructure, and shared advanced-manufacturing
laboratories.

The historical precedent is direct: the ERP of the 1980s represented
between 6.6% and 11% of the Basque Government’s budget during the
years it was in force. Extrapolated to the current budget, that effort would

be equivalent to an investment of €1.8-3.3 billion over three years. The
proposed FTIG (€500-750 million over 10 years) is only a fraction of that
historical effort, but would be launched from a radically stronger starting
position.

ADEGI

Direct Investment Programme in Advanced Industrial Land: A plan
to expand and upgrade the industrial land available in Gipuzkoa. The
shortage of suitable industrial land is an operational constraint of
systemic importance: without adequate physical space, measures to
scale up businesses and attract foreign investment cannot be
implemented.

Investment would include the redevelopment of obsolete industrial land,
the development of new industrial estates with integrated digital
infrastructure (5G, dark fibre and cloud data centres), and the creation
of ‘industrial campuses’ around existing technology centres (Miramoén,
Garaia) as open-innovation ecosystems.

EU Fund Matching Mechanism: Create a specialist office within the
Provincial Council of Gipuzkoa dedicated to identifying and securing
European funding (Horizon Europe, InvestEU, IPCEI, ERDF for the
next 2028-2034 period, European Defence Fund) for projects within
Gipuzkoa’s industrial base. The quantitative objective would be to
double the amount of competitive European funding secured by
Gipuzkoa’s companies and technology centres over the 2026-2036
period.

The public co-financing provided by the Provincial Council required to
unlock European matching funds (generally 30—50% of the total project
cost) could deliver an exceptional fiscal return: for every euro of
Provincial Council co-financing, an additional €2—-3 of European and
private funding could be mobilised.

Public procurement of innovation: Twenty per cent of the Provincial
Council’s public procurement (approximately €40 million per year) could
be allocated to innovation projects, with the public sector acting as a
‘first customer’, reducing the perceived technological risk and facilitating
subsequent commercial scaling.

Long-term Capital for Strategic Projects: Support for deep-tech
start-ups and industrial scale-ups developing critical technologies for
Gipuzkoa’s core sectors. Programmes similar to the EIC Accelerator to
enable technology start-ups to access the programme (preparation,
financing and access, as with projects funded by CDTI (Centre for the
Development of Industrial Technology)—Misiones or Neotec—that may
qualify for the Fast Track).
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L3: Business Scale — The Achilles’ Heel

The small size of businesses is the most consistent limiting factor in
analyses of the competitiveness of Gipuzkoa’s productive base. The
empirical evidence is compelling: productivity per person in large companies
is 65% higher than in micro-enterprises; the capital-to-labour ratio is three
times higher; and capacity for R&D, talent attraction, internationalisation and
digitalisation increases non-linearly with company size.

Small companies face four specific barriers to adapting to the current
transformation: (i) insufficient critical mass in R&D for long-term projects; (ii)
difficulty competing with multinationals to attract digital talent; (iii) less
capacity to establish a permanent presence in foreign markets; and (iv)
fragmented and costly investment in technologies that require economies of
scale.

The strategic objective is to overcome this competitive ‘Achilles’ heel’ of
Gipuzkoa’s business base by increasing the number of medium-sized
companies (50-500 employees) and promoting strategic alliances and
sector consolidation that generate the critical mass needed for R&D,
internationalisation and the attraction of digital talent.

ADEGI

“Hazkundea” (Growth) programme: Fiscal and financial incentives
for mergers, vertical integration, acquisitions of competitors,
commercial groupings and shared export platforms. The priority is not
to ‘create champions by decree’, but to increase the number of
medium-sized companies with technological and commercial strength.
High priority. Create specific tax instruments to incentivise mergers,
acquisitions and strategic alliances among industrial SMEs in
Gipuzkoa, with three components:

A 95% exemption on capital gains generated in merger or
acquisition transactions between companies in Gipuzkoa’s
business base where the resulting entity has more than 50
employees. (The Basque Economic Agreement allows this
incentive to be designed autonomously, without the need for
coordination with the Spanish State).

A 25% corporate income tax deduction on the cost of legal,
financial and technological advisory services associated with
business integration processes.

A tax credit of 10% of the investment in acquisitions of companies
at risk of closure or without a generational successor, as a
mechanism for managing generational transitions within the
industrial base.

Proposed instruments: L3 — Business Scale |

Enhanced deduction for sustained organic growth. The aim should
Instrument

be to reward not only business creation or innovation, but also the
leap in scale: more investment, more exports, more skilled
5 years employment, higher R&D expenditure and greater productivity.

Quantitative Objective Time Horizon

Sector Consolidation Fund

(Provincial Council of Gipuzkoa +
banks + corporates)

10 medium-sized companies
(>€100m) in Gipuzkoa

The most direct historical precedent is the arms manufacturing sector in the
1980s: ERP support was conditional on sector consolidation processes that
reduced the number of companies from more than 80 to fewer than 30,

SME Purchasing Consortium Reduce the technological

barrier to entry
Permanent presence in the US,
Mexico, India and Japan

Immediate

Accelerated internationalisation
(SPRI-Provincial
Council of Gipuzkoa)
Company-start-up

3 years creating the economies of scale needed to compete globally. The same
logic can be applied today in sectors such as foundry, fasteners and
machinery components.

Retain tech start-ups before they

matchmaking are acquired by external Immediate
network companies
— TP R -
Administrative simplification plan educe regulatory burden 23 years

by >30%

Page Page



Scale-Up and Growth Capital Programme: An intensive support
programme for the 100 SMEs in Gipuzkoa with the greatest growth
potential (identified using criteria such as export dynamism, R&D
investment and employment growth over the past three years). The
programme would combine:

ADEGI

The strategic objective is to close the structural shortage of skilled workers
through a three-pronged strategy combining local training (with a focus on
dual VET and engineering), the attraction of international talent and
reskilling of the existing workforce already available in Gipuzkoa. Some
proposed initiatives are set out below.

Priority access to FTIG financing on patient-capital terms.

Technical assistance to prepare private financing rounds (private
equity, venture debt), with training and support from SPRI.

—Easier—accessto debt and equity markets: the ‘28th Regime’
proposed in the Draghi Report—an optional supranational
regulatory framework for high-growth European companies—
should be actively promoted by the Basque Government and the
provincial institutions at European level.

Generational succession and management professionalisation
programme: part of Gipuzkoa’s scale problem is not technological, but
relates to ownership, succession and management. A specific
instrument could be created to support ownership transitions, the
appointment of external executives and improvements in corporate
governance.

Provincial and municipal plan to review regulatory and tax barriers
to growth: If scaling up increases regulatory complexity or tax costs, it
discourages precisely what the policy is intended to promote.

L4: Talent and People

Looking ahead to 2030, the talent crisis is the most immediate operational
risk facing companies in Gipuzkoa. The estimated structural shortfall of
15,000-20,000 skilled workers in industrial and technology-service sectors
cannot be met through local training alone: the demographic window has
closed and targeted immigration has become an arithmetical necessity.

‘Gipuzkoa Talent’ Skilled Immigration Platform: We propose
creating an environment capable of attracting and welcoming skilled
international talent, as well as local talent currently developing their
careers abroad and seeking to return to Gipuzkoa, through five
components:

One-stop arrival service: a comprehensive service to manage the
relocation process (work visa, recognition of qualifications,
municipal registration, opening a bank account and registration
with Osakidetza) within a maximum of 30 days from the job offer.
The 2024 Orkestra Report identifies the recognition of
qualifications as one of the main bottlenecks to the skilled labour-
market integration of people of foreign origin.

Talent housing allowance: priority access to protected rental
housing (including the new supply under the Etxebide
programme) for skilled workers relocating to Gipuzkoa from
outside Spain, with a monthly subsidy of €200-400 during the first
24 months.

Guaranteed school place with integration support.

‘Jobs in Gipuzkoa’ portal: a multilingual digital platform (Spanish,
English, French, Arabic, Hindi) matching local industrial
companies with skilled international candidates, including
company-candidate compatibility scoring.

Develop initiatives to encourage the return of local talent currently
pursuing careers outside Gipuzkoa, including identifying this
talent, providing incentives for companies to recruit these
professionals, offering personalised support for their return, and
positioning Gipuzkoa as an attractive place for their professional
development.




Expansion of Dual VET in Critical Sectors: A plan to expand dual
VET in Gipuzkoa with the aim of doubling the number of places on
programmes directly related to sectors at risk of disruption:
mechatronics, industrial maintenance, industrial cybersecurity,
advanced CNC programming, power electronics (critical for vehicle
electrification), and industrial artificial intelligence technician training.
Specific measures:

Increase the number of company-based dual VET places: move
from the current level of company participation in the dual system
to a target of 40% of industrial companies with more than 20
employees acting as partner centres in dual VET (currently well
below German or Austrian levels).

A 150% allowance for the cost of in-company mentoring on dual
VET programmes in the five sectors identified as being at high
risk of automation.

Creation of new advanced dual VET centres, in collaboration with
existing technology parks (Miramén, Garaia), specifically geared
towards profiles at the interface between technology and industrial
production.

Industrial Reskilling Programme: An intensive reskilling programme
for industrial workers at risk of displacement due to automation or
electrification, replicating the logic of the LANBIDEZ Vocational
Training Plan of the 1980s. The programme would be structured into
modules lasting 6-18 months (depending on the gap between the
worker’s current and target qualification), fully funded for workers, with
a 100% rebate on employer social-security contributions during the
training period. The final certification would be recognised under the
European Qualifications Framework (EQF), increasing the portability of
workers’ qualifications.

Promoting STEM Careers: University-business collaboration in new
fields (Al, robotics, new materials, energy transition). Promotion of
STEM careers with the aim of increasing enrolment by 25%, with
particular attention to narrowing the gender gap (currently only 11% of
students in scientific and technical VET fields are women).

ADEGI

High-quality schooling with international or bilingual options.
Educational provision is a critical factor in attracting and retaining talent,
particularly international and scientific professionals seeking family
stability. A strong education system, including international or bilingual
options, makes it easier for skilled workers to relocate, linking
educational provision to regional and business competitiveness.

Housing as strategic infrastructure. Affordable housing should be
treated on the same footing as energy or transport within the industrial
policy agenda, formally recognising housing as a lever of industrial
policy and creating a specific programme linking the supply of
affordable housing to the attraction of skilled talent to Gipuzkoa.
Housing construction plan linked to Gipuzkoa’s industrial and
technology hubs. The programme could operate through three
channels:

Affordable rental housing for relocated workers or young skilled
professionals. Reserve a percentage of all new protected housing
promoted by the provincial institutions for workers with
employment contracts in priority industrial and technology sectors.

—Public-private collaboration on residences, temporary housing and
transitional accommodation in high-pressure housing areas. An

agreement with Gipuzkoa’s leading companies to create a rental-
guarantee fund managed by Elkargi, enabling workers to access
housing on the open market with the employer acting as
guarantor.

Mobilisation of land and urban regeneration to increase supply.
Redevelopment of obsolete industrial land for mixed residential
and productive uses in municipalities such as Errenteria, Lasarte-
Oria and Irun, where housing pressure is greatest and proximity to
industrial hubs is higher.
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L5: Smart Taxation

The Basque Economic Agreement is Gipuzkoa’s most distinctive
institutional advantage in the European context: the ability to design and
manage its own tax rules. This system, shared by the Basque provinces
and, with its own specific features, by Navarre through the Economic
Convention, provides a degree of fiscal autonomy that is highly unusual in
the European context. Using it boldly to catalyse competitive transformation
is not only an opportunity, but a strategic imperative.

Tax policy can act as a cross-cutting driver that amplifies the impact of the
four previous levers by reducing the effective cost of R&D investment,
incentivising business consolidation, attracting international talent and
facilitating internationalisation.

The enhanced R&D tax deduction follows the logic of the positive
externalities of knowledge: investment in technology generates social
returns that exceed private returns, justifying a tax subsidy. Increasing it to
50%, conditional on stable net employment, aligns business incentives with
the collective interest.

ADEGI

Proposed Provincial Tax Instruments

Instrument Proposed Measure Expected Impact
Increase from 30% to 50%
for investment in Al and
advanced manufacturing . ) )
Enhanced - Boost private investment in
R&D&I tax Tax credits for industrial technology
deduction collaborative Al R&D
projects involving two or
more companies
Competitive Enhance the tax treatment of Compete with Ireland
Patent Box the licensing of intangible and the Netherlands to

assets

attract and retain IP
locally

Tax holiday for
foreign talent

Special regime for
returnees and
international tech talent

Attract high-value
international talent

Incentive for SMEs
reaching >50-100
employees

Accelerate business growth
and sector consolidation

+ Extend the scope of the exemption on capital gains
generated in merger or acquisition transactions between
companies in Gipuzkoa’'s business base where the
resulting entity has more than 50 employees.

Tax Incentives for

The competitive Patent Box is intended to retain in Gipuzkoa the results of Consolidation

locally undertaken R&D investment, preventing intellectual property from (mergers, 258 , , ;
being relocated to jurisdictions with more favourable taxation. The acquisitions and ) ﬁ;g;ﬁ fif](;rﬁgﬁteaﬁo?eir:ﬁ§|:;S:ftlsziosgrtyhesz(r)vsitc;s
experience of Ireland and the Netherlands shows that this instrument is strategic alliances) associated with business integration processes.

highly effective in attracting and retaining technology decision-making ¢ A tax credit of 10% of the investment in acquisitions of
centres. companies at risk of closure or without a generational

successor, as a mechanism for managing generational
transitions within the industrial base.

Some examples of possible tax measures are set out below:
Reduced corporate income

tax rate of 10% for the first
five years for newly created
companies in advanced
manufacturing, industrial Al
or green technology sectors,
with a minimum workforce of
five employees

Tax credit of 20% of the
funds contributed by
companies to
rental-guarantee funds for
their workers
Page Page

Promote advanced
companies in emerging
industrial technologies

‘Industrial Start-up’
Tax Regime

Accelerate talent attraction by
stimulating the supply of
housing for purchase or rent

Employer-housing
tax deduction




L6: New Business Culture

We need to become more competitive to address the challenges outlined
above. This will require more adaptive and effective companies and a new
business culture that puts people at the centre.

This will require transforming the culture of our organisations so that
companies become shared projects built on trust: companies that attract
talent, foster greater commitment and enable a more effective response to
the social and economic changes of the new competitive environment.

In this regard, for more than a decade ADEGI has been promoting a New
Business Culture that puts people at the centre, taking their well-being into
account while ensuring the sustainability of the company. An inspiring
purpose, trust, shared values, communication, participation and enabling
leadership are levers that we need to develop within companies so that
people can address change with a high degree of commitment, generating
new ideas and proposals. Improving relationships among the people in our
teams will lead to better company performance.

However, any change-management process requires both greater
awareness and training to drive improvement. For this reason, ADEGI has
developed the FABRIKA project, a high-performance centre for
organisational cultural transformation and a training centre used by teams
from companies across all sectors, of all sizes and from all geographical
locations. Through improved relationships between people—in other words,
by working to improve business culture—this training enables people to
adapt, develop and pull together, aligned around a common purpose that
helps improve competitiveness while also enhancing people’s well-being.

The challenge would be to extend the New Business Culture across
Gipuzkoa’s entire business community.

ADEGI

L7: Alliance for Effort and Commitment to Work

As has been demonstrated, Gipuzkoa has enjoyed four decades of success,
with sustained growth and enviable social cohesion, thanks, among other
things, to a culture of effort and the contribution of the different stakeholders
that make up its society: public administrations, the education sector,
businesses, entrepreneurs and workers.

A culture of effort and hard work, together with creativity and
entrepreneurship, has also traditionally been a hallmark of our society and
its identity.

Indeed, if we look at employment levels, tax revenues, inequality, quality of
life or public services, we can only take pride in what has been achieved so
far.

But we must resist the temptation to believe that the favourable
circumstances we enjoy will remain unchanged regardless of what we do.
To preserve and sustain the well-being that we value so highly and continue
to demand, now is the time to reaffirm the culture of effort and restore the
value of work, commitment, entrepreneurship and engagement with
business projects.

In short, it is time to rekindle the enthusiasm for continuing to build a
cohesive society in which every individual’s contribution is both
irreplaceable and necessary.

But none of this is something that each of us can do independently or simply
as we see fit.

It is essential to share this diagnosis and forge an alliance around these
values. Together with our capabilities, they must provide the basis for
addressing the challenges that have become increasingly acute: a high level
of population ageing, a low birth rate, an insufficient number of people to
meet companies’ needs, scarce and expensive housing, declining private
investment, certain forms of company acquisition, rising absenteeism, low
levels of entrepreneurship and an increasingly burdensome regulatory and
bureaucratic environment—all issues that are increasingly coming to define
a Europe facing a persistent crisis of identity—and of which we ourselves
are part.
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It is clear that in many cases we are facing unfamiliar and complex issues,
but these are issues on which the sustainability of our welfare state
depends.

We therefore believe it is essential to promote an alliance among the
different social stakeholders to reaffirm the importance of effort and
commitment to work in order to successfully address the challenges that lie
ahead.

L8: A country pact for a competitive transformation agenda

In line with the above, committing ourselves to the values of work will be of
little use unless there is also a Country Pact which, as in the 1980s—and
fortunately without having to endure the hardships of that period in the short
term—can set us on a similarly successful path of renewal to the one that
has brought us this far. With an optimistic outlook, we must be realistic,
remain alert to the signals and agree on an ambitious medium-term plan,
taking decisions early so that we are prepared for this complex future. Just
as countries with a high seismic risk, such as Japan or Mexico, design their
buildings to withstand the forces of nature.

With the reassurance of knowing that the present is in order, and from a
collective perspective focused on the medium term, within the framework of
this pact we should agree on how to maximise the tools at our disposal,
such as taxation and public investment; how to rekindle the desire to start
businesses; and how to encourage people to devote themselves
passionately to stimulating and motivating projects, whether their own or
others’, that go beyond satisfying our legitimate needs or interests.

In short, how can we awaken the commitment of future generations who will
be able to enjoy things that previous generations did not have, something
that undoubtedly shapes their social outlook and, consequently, their view of
the present?

Now is the time to ‘pull out all the stops’ to strengthen the drivers of growth
that have enabled us to maintain the highest level of well-being we have
ever known and thereby avoid the risks we face.

ADEGI

Europe is falling behind the US and China and losing ground in key drivers
of competitiveness such as innovation, energy, raw materials, economic
security and the creation of global companies. And if we lose these
capabilities, it will be very difficult to recover them.

If we want to preserve our industrial character, we must raise awareness
and act in a coordinated manner by establishing a competitive
transformation agenda. We need to return to major agreements, to the spirit
of the 1980s, making a clear commitment to our businesses and industry
through substantial support for investment in knowledge, technology and
innovation, with the consensus of all stakeholders: public administration,
companies, trade unions and society as a whole.
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Gipuzkoa is at a historic crossroads. The well-being built over four decades of
sustained growth, social cohesion and commitment to industry is real and
valuable, but it is not self-sustaining: it must be actively defended and
renewed
in the face of a competitive environment changing at unprecedented speed. The
warning signs are already here, and the window of opportunity to act pre-
emptively—from a position of strength, not crisis—is narrowing.

S.
FINAL
REFLECTION

We must avoid complacency and confront the shock posed by declining
competitiveness, the advent of Al and the demographic winter. Our ability to
address these challenges is further constrained by our small scale, housing
shortages and the erosion of local business roots. We should also bear in mind that,
although this analysis is specifically focused on Gipuzkoa, it in fact provides a
reflection of the same structural dilemma facing economies across Europe.

The most important lesson from the 1980s is that action was taken quickly, a
shared collective vision was forged, dedicated instruments were put in place and
the political capital required for tripartite cooperation was mobilised.
Gipuzkoa not only survived the crisis; it used it to reinvent its productive base.
That precedent is the roadmap for the present.

Without detracting from all the efforts already under way, we must recognise this

reality and act in a coordinated manner by establishing a competitive
transformation agenda.

What will we be able to tell
Gipuzkoa ten years from now?

That when we had the opportunity to act, we acted.

That we made use of instruments available to almost no
one else. That we invested in our people before it was too late.
That we did not wait until the crisis was full-blown before
reacting.
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Main Sources

¢ FEustat.
¢ Eurostat.
*  World Bank.

*  AMECO — European Commission Annual Macro-Economic Database.

IMF — World Economic Outlook Database.

McKinsey Global Institute — ‘The State of Al in 2024’, McKinsey & Company.
European Commission — Digital Economy and Society Index (DESI), 2024.
Basque Government / SPRI.

Productivity Council Report of Spain, 2024.

INE / Ministry of Public Works.

*  Social Security.

* Draghi Report, ‘The Future of European Competitiveness’, European Commission, S
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