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EXECUTIVE SUMMARY

The Independent Authority for Fiscal Responsibility, AAl (AIReF) has the legal
mandate to report on the budgetary execution, public debt and expenditure
rule in 2025 of the different sub-sectors of the General Government (GG). In
this report, AIReF updates its macroeconomic and fiscal forecasts in
accordance with the latest Spanish National Accounts and budgetary
execution data, as well as the new measures adopted by the different GG
authorities. This report is published together with the Individual Reports on the
Autonomous Regions (ARs) and the Supplementary Report on Local
Governments (LGs). Furthermore, in the case of the 13 ARs obliged to submit
an Economic-Financial Plan (PEF) due to non-compliance with the national
expenditure rule in 2024, AlIReF publishes the PEF along with its accompanying
report.

AIReF projects overall real GDP growth of 2.3% for 2025, identical to the
estimate made in May, when it revised the forecast downwards to account
for uncertainty over tfrade policy. The favourable performance of services
exports and the influx of immigrants, which boost consumer spending and a
favourable labour market, confinue to underpin GDP growth, albeit at lower
rates than in the previous year. The slowdown in real growth and the fall in
inflation will result in a slower increase in nominal GDP, around 4% in 2025,
almost 0.2 percentage points lower than in recent years (with nominal GDP
growth of over 6%).

As for the fiscal scenario, AIReF slightly revises upwards the forecast for growth
in expenditure net of revenue measures in 2025 from 4.5% to 4.6%, a 0.9-
percentage point increase above the commitment in the Medium-Term
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Fiscal-Structural Plan (MTP). This represents an annual deviation of 0.3% of GDP
from the annual control account limit established by European regulations.
Moreover, in cumulative terms, net expenditure growth stands at 8.3%, which
is below the 9.2% commitment outlined in the MTP.

With regard to the national expenditure rule, AIReF continues to warn of the
risk of non-compliance in 2025 by the Central Government (CG), numerous
ARs and four large LGs. Furthermore, this risk of non-compliance persists even
after the confirmation of non-compliance by the CG and 13 ARs in 2024. In
this regard, it should be noted that while the 13 ARs have submitted their
respective PEFs, the CG has not yet complied with the obligation contained
in the Organic Law on Budgetary Stability and Financial Sustainability (LOEPSF)
to submit a PEF in the event of non-compliance with the expenditure rule.
Furthermore, the PEFs of the ARs analysed to date do not, in general, provide
adequate measures to support the containment of eligible expenditure
growth, thereby failing to comply with the expenditure rule in 2025 and 2026.

AIReF has revised its deficit forecast for the GG Sector down to 2.7% of GDP in
2025 and 2026, 2.4% of GDP if we exclude spending on measures to mitigate
the effects of the Isolated High Altitude Depression (DANA). This improvement
in the deficit forecast is primarily attributed to the increase in revenue
forecasts, which aligns with the latest tax collection data, more than offsetting
the rise in expenditure growth forecasts.

Under AIReF's revenue scenario, strict complionce with the European
expenditure rule and 3.7% growth in net expenditure would result in an
additional reduction in the deficit to 2.4% of GDP. In addition, compliance with
the national expenditure rule in 2025 by the CG, the ARs and LGs would result
in compliance with the European expenditure rule for the GG Sector, with net
expenditure growth of 2.9%, which would also lead to a further reduction in
the deficit to 2% of GDP.

This means that, according to AlReF's forecasts, Spain would comply with the
European fiscal framework, since the deviation forecast for 2025 is, albeit by a
narrow margin, within the permitted limits. However, compliance with the
national fiscal framework, and specifically the national expenditure rule,
would require the CG and the ARs to adopt measures amounting to €11bn in
2025.

In short, it is unclear how the application of national and European fiscal
frameworks, which currently diverge in relevant aspects, will be made
compatible by 2025 and in the years that follow. For this reason, AIReF
reiterates its recommendation to take advantage of the transposition of the
National Fiscal Frameworks Directive to design a credible and effective
medium-term budgetary framework that ensures the coherence, consistency
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and effectiveness of the national fiscal framework. The EC report published in
June on progress in transposition across the EU suggests that the Government
of Spain is not considering major changes in this regard, as most aspects of
the new Fiscal Frameworks Directive are already incorporated into national
legislation. AIReF, in contrast, believes that greater ambition is needed to
ensure that the national and European frameworks are mutually reinforcing
rather than inconsistent. In this regard, AIReF will undertake this analysis in
greater depth in an Opinion it plans to publish in the autumn.

Furthermore, in accordance with the current national fiscal framework, AlReF
recommends that the Ministry of Finance present the PEF in accordance with
the provisions of the LOEPSF and in a similar manner to that required of the ARs
that failed to comply with the expenditure rule in 2024. It also recommends
that the Ministry of Finance monitor budgetary execution and establish the
necessary coordination mechanisms to ensure compliance with the national
and European expenditure rules by the GG Sector.

In addition to the pending reform of the national fiscal framework and the
failure to present a PEF by the CG, other factors increase institutional
uncertainty and make fiscal supervision particularly difficult. First, the CG has
not presented the draft General State Budget for either 2024 or 2025. Second,
it has not submitted the 2025 Budgetary Plan to the European institutions. Third,
the MTP contained fiscal forecasts only for 2024, and the Annual Progress
Report only for 2025, for the GG Sector; therefore, they could not be
considered as the medium-term budgetary plan for the purposes of Article 29
of the LOEPSF. Lastly, the available information is insufficient to assess the
impact of the Industrial and Technological Plan for Security and Defence on
the deficit and debt in the short and medium term.

Furthermore, regarding the preparation of the Budget for 2026, the delay in
the first steps of the budgetary procedure is also noted, such as the absence
of the order for the preparation of the General State Budget, the proposed
stability targets, the approval of the non-financial expenditure limit for the
General State Budget, the publication of the Report on the Situation of the
Spanish Economy containing the reference rates of the national expenditure
rule or the convening of the Fiscal and Financial Policy Council to report on
the proposed targets. Within a normal budgetary cycle, these elements would
have already been addressed by the date this report was prepared.

Consequently, AIReF recommends that the Ministry of Finance initiate, as soon
as possible, the budgetary procedures that should culminate in the
presentatfion of the draft General State Budget and the establishment of the
stability targets. AIReF also recommends publishing information on the
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implementation of the Industrial and Technological Plan for Security and
Defence.

How has the macroeconomic scenario evolved?

The Spanish economy remains remarkably robust, though the effects of global
uncertainty on economic growth are already being felt. AIReF's GDP growth
forecast remains at 2.3% in 2025 with a gradual slowdown to 1.7% in 2026.

The negative effects of geopolitical and trade policy uncertainty that were
incorporated into these forecasts are starting to become evident in the
growth of sales abroad, although in the short term, they have been partially
offset by the upturn in investment in equipment and construction. In the
second half of 2025 and 2026, continued high levels of uncertainty and the
appreciation of the euro, combined with lower migrant inflows, will result in a
gradual slowdown in growth. The pace of the rollout and nature of defence
expenditure commitments in Spain and European economies is still subject to
much uncertainty. Forits part, the expected growth of the GDP deflator stands
at 2.4% and 2.3% in 2025 and 2026, respectively.

The slowdown in real growth and the contention of inflation will mean that
nominal GDP growth will stand at 4.8% and 4% in 2025 and 2026, respectively,
which is a notable slowdown compared with the gains of over 6% observed in
recent years.

How has AIReF modified its budget forecastse

AIReF places its forecast for growth in expenditure net of revenue measures
for the GG Sector for 2025 at 4.6%, 0.9 points above the MTP commitment and
0.5 points above the Government's forecast in the Annual Progress Report.
Compared with the previous report, this represents a slight increase from 4.5%
to 4.6% and remains within the annual control account limit.

In addition, AIReF has revised its forecast for the GG deficit, which stands at
2.7% of GDP in 2025, 0.1 percentage points below the Government's forecast
for this year. Excluding measures to mitigate the effects of the DANA, the
deficit would stand at 2.4% of GDP. Although there are minor changes due to
modifications in the macroeconomic scenario and the new measures
adopted, the bulk of the revision is due to the incorporation of new budgetary
execution and tax collection data.

As a result, the deficit reduction in 2025 would be 0.5 percentage points of
GDP, down from 3.2% in 2024. The withdrawal of measures to mitigate the
effects of the price and energy crisis, and the DANA, accounts for 0.4 poinfts
of GDP of this reduction, while revenue-enhancing measures contribute 0.1
points. In addition, the lower amount of one-off operations linked to court

July 16, 2025 6



Report on Budgetary Execution, Public debt and the Expenditure Rule 2025 @

rulings implies a decrease of 0.3 points. In contrast, the evolution of other
revenue and expenditure, including the increase in military spending, raises
the deficit by 0.3 percentage points of GDP.

Excluding the Recovery, Transformation, and Resilience Plan (RTRP), revenue
is expected to reach 42.1% of GDP in 2025, 0.4 points above the previous
forecast. This represents growth of 6.3% compared with 2024. New data on tax
collection and tax bases explain most of the increase. Additionally, the result
of the annual Personal Income Tax (PIT) return was 0.2 percentage points
above the AIReF forecast of GDP. The Value Added Tax (VAT) and Tax on
Asset Transfers and Documented Legal Acts (TATDLA) forecasts have also
been revised upwards due to the new tax collection data. Lastly, revenue
from European funds has also been revised upwards in accordance with the
latest information provided.

Expenditure, also excluding the RTRP, will stand at 44.8% of GDP, 0.3 points
above the level forecast in the previous report. Expenditure growth in 2024 is
expected to be 5.1%. Budgetary execution data lead to an increase in the
expenditure forecast for the CG, Social Security Funds (SSFs) and, to a lesser
extent, the ARs. This increase is concentrated in social cash transfers, interest
spending, gross capital formation and subsidies, and other expenditure, while
the forecast for public consumption components remains unchanged.
Including the RTRP, the level of expenditure will stand at 45.7% of GDP.

FIGURE 1. EVOLUTION OF NET LENDING/BORROWING OF THE GENERAL GOVERNMENT
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Source: AlIReF, IGAE and SPU

What changes have taken place at the sub-sector level?

Faced with a reference rate of 3.2% in the national expenditure rule, AIReF
forecasts that the CG will achieve growth in eligible expenditure of 6.5%. In
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addition, the forecast growth in eligible expenditure for the ARs and LGs is 5.8%
and 3%, respectively. Consequently, in line with the previous report, AIReF sees
a risk of non-compliance with the national expenditure rule for the CG, almost
all the ARs, and four of the large LGs subject to individual monitoring.
Specifically, these are the City Councils of Murcia, Palma, Las Palmas de Gran
Canaria and Cordoba.

Compared with the previous report, AIReF has raised its deficit forecast for the
SSFs, while reducing that for the CG. The forecast for the fiscal balance of the
Autonomous Regions and Local Governments remains unchanged from the
previous report. The CG is expected to close 2025 with a deficit of 2.1% of GDP,
0.8 points less than in 2024, while the SSFs are expected to record a deficit
similar to 2024, 0.5% of GDP. The ARs are expected to record a deficit of 0.4%
of GDP in 2025, 0.3 points higher than in 2024. Finally, the LGs are expected to
achieve a surplus of 0.3% of GDP, 0.1 points lower than in 2024.

In addition, AIReF reports on the PEFs submitted by the ARs that failed to
comply with the expenditure rule in 2024. In general terms, the PEFs analysed
do not guarantee compliance with the expenditure rule in 2025 and 2026.
Accordingly, AIReF recommends that measures be included in the PEFs to
justify the growth of eligible expenditure in accordance with the current
reference rate or, where appropriate, to provide more details on the
implementation of the measures contained in the PEFs.

TABLE 1. NET LENDING/BORROWING BY SUB-SECTOR

2025
Segp"F'E‘;\‘,'\i"b Actual
AA. PP. -2,8 -2,7
A.C. 2,2 2,1
F.S.S. 0,4 0,5
CC. AA. -0,4 0,4
CC.LL. 0.3 0.3

Source: AlReF, IGAE and SPU.

What are the implications from a sustainability point of view?

The debt-to-GDP ratio in Spain stood at 103.5% in the first quarter of 2025, down
2.8 points on the same period of the previous year and a cumulative fall of
20.7 points from the peak of 124.2% recorded in the first quarter of 2021.
However, it is still 5.8 points above the pre-pandemic level. This downward
path is common to most indebted countries in the EU.

According to AIReF's macro-fiscal forecasts, the debt ratfio is expected to
decrease by 0.4 points in 2025 to 101.4% of GDP, a more moderate decrease
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than in previous years. This evolution is underpinned by economic growth,
albeit weaker than in previous years, which slows the pace of debt reduction.
In addition, debt is expected to increase due to the stock-flow adjustments
associated with European loans. The public deficit will continue to contribute
to debt growth, albeit with a more contained impact. This forecast is consistent
with the Government's forecast in the Annual Progress Report of 101.7%.

Regarding financing conditions, these have improved following the shift in
monetary policy towards an easing phase, driven by the decline in inflation to
the 2% target. Moreover, greater economic stability in Europe vis-a-vis the USA
has reduced the appeal of U.S. assets as a safe haven, favouring demand for
European sovereign debt and putting downward pressure on yields.
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