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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 trade policy. The favourable performance of services
exports and the influx of immigrants, which boost consumer spending and a
favourable labour market, continue 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 heeded 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
presentation 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. AlReF'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 points
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
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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 AlIReF 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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e INTRODUCTION

With the issuance of this report, AlIReF fulfils the legal mandate to report on
budgetary execution, public debt and the expenditure rule for 2025. In
accordance with Article 17 of Law 6/2013 of November 14, on the Creation
of AIReF, and Arficle 19 of Royal Decree 215/2014 approving its Organic
Statute, AIReF has the obligation to issue a report on compliance with
budgetary stability and public debt targets and the expenditure rule before
July 15" each year. The regulations establish that both budgetary execution
and the measures planned for the current and previous years must be taken
info account. In addition, the potential risks of non-compliance by each GG
authority within the GG Sector must be identified.

The budgetary stability and public debt targets for 2025 have not been
approved, although the reference rate for the national expenditure rule has
been set at 3.2%. The target proposal presented by the Government on July
16th 2024, was rejected by Congress a week later. Subsequently, the same
proposal was approved again by the Council of Ministers on September 10th,
although it was withdrawn from parliamentary consideration a few days later
due to insufficient support for approval. As aresult, no stability and public debt
targets have been established for 2025. In contrast, the reference rate of the
national expenditure rule, which does not require parliamentary approval, has
been set at 3.2% for 2025, as contained in the Report on the Situation of the
Spanish Economy, published on July 12th, 2024.
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In addition, at the European level, Spain must comply with the expenditure rule
committed to in the Medium-Term Fiscal-Structural Plan (MTP) for 2025. In the
MTP 2025-2028, the Government committed to ensuring that growth in primary
expenditure net of discretionary measures by the GG Sector does not exceed
3.7% per annum in 2025 or 9.2% cumulatively from 2024. The European
expenditure rule, unlike the national expenditure rule, adopts a multi-year
approach. This means that annual deviations from the limit are not
automatically considered to constitute non-compliance, but are recorded in
a control account and can be offset in subsequent years, provided they do
not exceed certain thresholds (0.3% of annual GDP and 0.6% of cumulative
GDP). In this regard, net primary expenditure growth in 2024 stood at 3.5%',
below the 5.1% limit set for that year in the MTP, leaving a wide margin that
facilitates compliance with the European expenditure rule in 2025, provided
the annual deviation limits are not exceeded.

In this report, AIReF expresses a view on compliance with the national and
European expenditure rules in 2025 and updates its forecasts for the GG deficit
and debt at year-end. AIReF's analysis focuses on updating its assessment of
forecast compliance in 2025 with the national expenditure rule for the CG, the
ARs and LGs, as well as the European expenditure forecast committed to for
the GG Sector, and estimates the conftribution of each sub-sector to ifs
compliance. AIReF also updates its deficit and debt forecasts at year-end,
both for the GG Sector and by sub-sector and for each of the ARs. These
forecasts are compared with the reference rates published by the
Government, which are only available at the aggregate level for the GG
Sector, and which consider an estimated deficit of 2.8% of GDP, or 2.5% if the
effect of the DANA is excluded, as well as a debft ratio of 101.7% of GDP. Both
figures are contained in the Annual Progress Report on the MTP for 2025. In
addition, AIReF reports on the PEFs submitted to date by the ARs that failed to
comply with the expenditure rule in 2024.

This analysis is conducted for all sub-sectors, including individual analyses by
AR, and is completed in conjunction with the overall vision for the GG Sector.
In particular, the scope of the report covers:

- The Cenftral Government sub-sector.

- The Social Security Funds sub-sector.

- The Autonomous Regions sub-sector and each of them.

- The Local Governments sub-sector. In partficular, the 25 large Local
Governments will be analysed, thatis, 17 Local Governments with more

1 Commission staff working paper accompanying the Council Recommendation.
Spain Country Report 2025
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than 250,000 inhabitants, the Provincial Councils of Barcelona,
Valencia and Seville, the Island Councils of Tenerife and Mallorca and
the Provincial Councils of Gipuzkoa, Biscay and Alava. In addition,
Local Governments with significant sustainability risks will be evaluated
according to AIReF's selection and rating methodology.

For this assessment, AIReF updates its macroeconomic and fiscal forecasts for
the GG for 2025 contained in the Monitoring Report on the MTP 2025-2028,
issued on May 14t AIReF's evaluation incorporates the latest data published
on budgetary execution, the new measures approved, the latest information
available on the macroeconomic and fiscal environment, and the additional
information received. In particular, this report includes:

The latest figures from the Quarterly National Accounts and the Non-
Financial Accounts of the Institutional Sectors published by the National
Statistics Institute (INE).

The latest measures approved by the Centfral Government through
Royal Decree-Laws 5/2025, 6/2025 and 7/2025.

The latest data published by the IGAE in national accounting terms
(May for the State, April for the CG, CG Agencies, SSFs and ARs, as well
as the first quarter for LGs).

The budgetary execution of the different sub-sectors (May for the
Central State Administration, Social Security System, SEPE and FOGASA
and April for the ARs).

Monthly tax collection information from the State Tax Administration
Agency (AEAT), also for May.

The pension payroll (eSTADISS database) and unemployment benefit
statistics.

Information on the annual PIT campaign, as published in the press
release of the AEAT.

The scope of the report is conditioned by the specific uncertainty derived from
the current geopolitical context, as well as by the absence of relevant
information on certain expenditure items. In particular, the following limitations
stand out:

Uncertainty about the fiscal and macroeconomic impact stemming
from the United States (U.S.) tariff policy. The Government has approved
financial measures totalling €7.22bn as part of the Trade Response and
Relaunch Plan, the overall volume of which is expected to amount to
€14.1bn. However, significant uncertainty persists regarding the
outcome of negoftiations between the U.S. and the EU, making it
impossible to anticipate the final tariff regime for this year. As a result,
there is uncertainty about the macroeconomic impact and the
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additional fiscal scope of further measures the Government may
adopt, depending on the resulting scenario.

* Uncertainty surrounding the increase in defence expenditure planned
for 2025. The Government has approved the Security and Defence
Plan, which estimates a budgetary impact of €10.47bn in 2025.
However, uncertainty persists regarding its impact in national
accounting terms, which is recorded in the public deficit. This
uncertainty stems from the type of expenditure included in the Plan,
which is mainly composed of investment, the implementation of which
tends to be delayed over time. Moreover, in the Spanish National
Accounts, military investment is recorded at the time of delivery of the
military asset, regardless of its budgetary accounting. This s
compounded by the recurrent lack of information on military payments
planned for the current year, which could have a significant impact on
the deficit, given the magnitude of the investment commitment. In the
macroeconomic sphere, the impact of defence expenditure is also
uncertain, as it depends not only on when it materialises, but also on its
composition and the extent to which military investment filters through
to imports.

= lLack of disaggregation of the implementation of the Recovery,
Transformation and Resilience Plan (RTRP) in the monthly national
accounting data published by the IGAE. The lack of detailed
information, both by national accounting headings and by GG sub-
sectors, on the amount corresponding to the implementation of the
RTRP makes it difficult to make a precise estimate of its impact on the
revenue and expenditure projected by AlReF for 2025.

* Lack of monthly publication of the evolution of eligible expenditure for
the national and European expenditure rules. Although the IGAE
publishes monthly figures on execution in national accounting terms for
the CG, SSFs and ARs, and quarterly figures for LGs, these publications
no longer contain any information on the expenditure rule, as they did
until 2019.

= Lack of complete and updated information on fiscal risks with a
potential impact on the deficit. Although this cannot strictly be
considered a limitation of scope, greater transparency is desirable
regarding the liabilities that could arise from contingent liabilities and,
in particular, from ongoing litigation, given the significant impact these
had in 2024 and the high number of legal proceedings underway.
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As part of this budget cycle, AIReF has expressed its views on the
macroeconomic and fiscal forecasts for 2025 on three previous occasions. The
first was on November 51, 2024, on the occasion of the Report on the Main
Lines of the Budgets of the GG?2 for 2025, accompanied by the Individual
Reports of the ARs3 and the Report on the LGs evaluated individually4. The
second was on April 10, 2025, when it issued its express view on the initial
Budgets of the GG? for 2025, together with the Individual Reports of the ARs?
and on the LGs’. The third was on May 1418 in the assessment contained in the
First Monitoring Report on the MTP 2025-2028.

The macroeconomic and budgetary evaluation for 2025, contained in this
report, is divided into six sections. Following this introduction, Section 2
updates the macroeconomic scenario underpinning the fiscal projections,
highlighting the main changes. Section 3 then addresses the evaluation of the
budgetary scenario, analysing in detail the changes that have occurred in the
2025 estimate of revenue and expenditure for the GG Sector and for each of
the sub-sectors in relation to the latest view expressed by AIReF in its Report on
the Monitoring of the MTP 2025-2028 last May. It also updates the impact of
fiscal policy measures and analyses the main contingent liabilities and fiscal
risks for this year. Section 4 analyses the challenges to the sustainability of
public finances arising from updates to the macroeconomic and budgetary
scenarios. Section 5 reports on the advisability of activating the corrective
mechanisms provided for in the LOEPSF. Finally, Section é presents the
recommendations derived from the analysis.

2 Report on the Main Lines of the Budgets of the GG for 2025

3 Individual Reports on Draft Budgets and Main Budgetary Lines of the ARs for 2025

4 Report on Draft Budgets and Main Budgetary Lines of LGs individually analysed for
2025

5 Report on the Initial Budgets of the GG for 2025

6 Individual Reports on Initial Budgets of the ARs for 2025

7 Supplementary Report on Individual Evaluation of Initial Budgets of LGs for 2025

8 First Monitoring Report on the MTP 2025-2028
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¢ MACROECONOMIC SCENARIO

The Spanish economy remains remarkably robust, although the effects of
global uncertainty on economic growth are beginning to be felt. AlReF's
forecast for real GDP growth remains at 2.3% in 2025 and 1.7% in 2026 as
estimated last May. The adverse effects of geopolitical and trade policy
uncertainty, as outlined in these forecasts, are beginning to become evident
in the decline of sales abroad, resulting in a slowdown in GDP growth.
Although this has been partially offset in the short term by an upturn in
investment in equipment and construction, the long-term implications remain
uncertain. In the second half of 2025 and in 2026, the adverse effects
associated with the persistence of high levels of uncertainty and the
appreciation of the euro will lead to a gradual slowdown in growth, despite
the rollout of defence expenditure commitments in Spain and across
European economies, about which there is still significant uncertainty. The
inflow of immigrants, although slowing, continues to underpin employment
growth and private consumption.

On the price front, the outlook remains unchanged. Despite the decline in
energy prices, services and some foodstuffs exhibit strong downward
resistance, suggesting that the downward path of inflation has bottomed out
in Spain at levels slightly above those of the euro area. Unit labour costs show
high growth in a context of moderate productivity growth, and the expected
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growth of the GDP deflator stands at 2.4% and 2.3% in 2025 and 2026,
respectively.

The slowdown in real growth and the decline in inflation will result in lower
nominal GDP growth than observed in recent years. Nominal GDP growth
would stand at 4.8% and 4% in 2025 and 2026, respectively, a marked
deceleration from the gains of more than 6% observed in recent years.

2.1. Infernational context

The international context has remained marked by military conflicts, such as
the war in Ukraine, and by escalating tensions in the Middle East, as well as by
uncertainty over U.S. trade and fiscal policy. The war in Ukraine and the
withdrawal of U.S. support in this conflict have meant a drastic change in
spending priorities in Europe. The NATO summit in The Hague on June 24th-25™,
2025 concluded with Member States signing a commitment to increase their
defence expenditure to 5% of Gross Domestic Product (GDP) by 2035. This
commitment is divided into two components: 3.5% of GDP for direct military
spending, including personnel, operations and equipment, and 1.5% of GDP
for security-related investments such as cyber defence, critical infrastructure,
technological innovation and civil resilience. On July 8", the EU Council
approved the activation of the national escape clause of the new
governance framework for 15 countries (Belgium, Bulgaria, Croatia, Czech
Republic, Denmark, Estonia, Finlond, Greece, Hungary, Latvia, Lithuania,
Poland, Portugal, Slovakia and Slovenia) with the intention that they can
include the increase in defence expenditure - for a period of four years and a
ceiling of 1.5 percentage points of GDP - without compromising the fulfiment
of the commitments made in the Medium-Term Fiscal-Structural Plans (MTP). In
the case of Germany, the activation of the clause is postponed until the MTP
is submitted to the European Commission. At present, there is a great deal of
uncertainty about how these defence expenditure commitments will
materialise in the different countries.

Rising tensions in the Middle East, with active conflicts in Syria, Lebanon,
Yemen and Palestine, and the recent escalation between Israel and Iran, with
the USA backing Israel, add another source of uncertainty for economic
growth. For the time being, however, this situation has not translated into
substantial changes in oil prices. When hostilities began between Israel and
Iran, fears of the closure of the Strait of Hormuz, through which one-fifth of the
world's crude oil fransits, led to a temporary spike in Brent crude oil prices,
which rose above $80 per barrel. After the announcement of a ceasefire, the
price stabilised at around $70, though voldatility persisted due to the fragility of
the truce, reliance on strategic energy routes and the threat of reprisals.
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FIGURE 2. OIL PRICE ($/BARREL)
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Geopolitical uncertainty is compounded by the lack of clarity about the Trump
Administration’s frade agenda, although a clear protectionist drift prevails. In
the year to date, the Trump Administration has made numerous
announcements of ftariff hikes, some of them subject to a temporary
suspension that now appears to be extended to August 1¢, while opening
bilateral negotiations with several countries. Box 1 reflects the measures and
agreements adopted, along with the evolution of non-tariff barriers. In
addition, the Trump Administration has maintained a very restrictive and
hostile policy towards immigration and, in July 2025, the U.S. Congress passed
the One Big Beautiful Bill Act, which entails a cut in social benefits and a tax
cut that, according to analysts, will lead to an increase in the public deficit to
6.2% of GDP in 2025, bringing the debt close to 124% of GDP by year-end 2034°.
Overall, the Trump Administration's economic policy has led to a marked
deterioration in the outlook for growth and inflation in the United States,
instability in financial markets, reduced investor attraction to U.S. public debt
and a sharp depreciation of the dollar, which until now has played the role of
a safe haven currency in uncertain situations.

Uncertainty over trade policy has eased, but indicators of global uncertainty
remain at record highs. The indices measuring frade policy uncertainty have
moderated somewhat, after reaching an all-time high at the beginning of
April 2025, coinciding with the so-called "Liberation Day". In contrast, indicators

9 See Debt-Service Effects Derived From H.R. 1, the One Big Beautiful Bill Act
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of global economic policy uncertainty are at record highs, reflecting the
persistence of geopolitical and economic policy risks that go beyond trade
and affect the global economy as a whole (IMF, 2025; ECB, 2025)'°. European
companies identify the uncertainty associated with tariffs, global geopolitics
and domestic politics as one of the main barriers to undertaking investment
projects, along with weak demand, regulatory barriers and low profitability'.
In this context, market diversification, strengthening the single market and
boosting innovation and digitalisation are identified as key factors for
improving productivity and securing supply chains (Draghi, 2024)12.

FIGURE 3. UNCERTAINTY INDICATORS

FIGURE 3A. GLOBAL ECONOMIC POLICY FIGURE 3B. TRADE POLICY
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Source: Economic Policy Uncertainty and Caldara et al (2020)

Business confidence indicators show a deterioration in the United States, while
in the euro area they maintain moderate levels. Business confidence has
declined in the United States and Spain from the high levels observed in the
previous year in both economies. In confrast, in the euro area the latest
published economic sentiment indicators point to a recovery to levels similar
to those observed at the start of the year, indicating that business owners are

10 ECB (2025). "Economic Bulletin Issue 3, 2025". European Cenfral Bank, and IMF (2025).
"World Economic Outlook: A critical juncture amid policy shifts". International
Monetary Fund.

11 See The outlook for euro areda business investment - findings from an ECB survey of
large firms.

12 See The Draghireport: A competitiveness strategy for Europe.
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ruling out the most adverse business scenarios for the time being, although
they remain at very moderate levels.

FIGURE 4. COMPOSITE PMI INDEX (>50 EXPANSION | <50 CONTRACTION)
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Global merchandise trade rebounded strongly in early 2025, but this
dynamism is unlikely to be sustained in the remainder of the year. The
anticipation of higher tariffs on imports boosted global merchandise trade at
the start of the year, but weaker export orders suggest that this momentum will
not be sustained in the remainder of the year. In this regard, the World Trade
Organisation's latest Goods Trade Barometer rose in April, but the forward
index of new export orders fell to 97.9, suggesting weaker trade growth for the
remainder of the year. World trade growth forecasts published in June by the
OECD reflect a slowdown to 2.8% in 2025 from 3.8% in 2024 and an even more
moderate advance to 2.2% in 2026 (down by 0.8 and 1.3 percentage points,
respectively, from the December 2024 forecast).

Global growth forecasts are being revised downwards, particularly in the
United States, China and some Asian economies. Given the uncertain and
volatile international economic environment, the OECD's June Economic
Outlook forecasts reflect a global slowdown, including in the USA and Chinese
economies. Although the U.S. economy contracted by 0.2% in the first quarter
of 2025, primarily due to a rebound in imports following the announcement of
the imposition of massive tariffs on April 274, the OECD expects U.S. GDP to
grow by 1.6% in 2025 and 1.5% in 2026, which is a notable deceleration from
the 2.8% recorded in 2024. China is expected fo moderate its expansion from
5% in 2024 to 4.7% in 2025 and 4.3% in 2026. Finally, the June projections
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prepared by the ECB maintain the expected growth for the euro area at 0.9%
in 2025 and 1.1% in 2026. According to this institution, trade tensions and
uncertainty will negatively affect exports and investment, which will be offset
by increased public investment in defence and infrastructure. A further
escalation of trade tensions would lead to downward revisions of these
forecasts. These estimates are virtually identfical to those of Consensus

Forecasts, as shown in the figure below.

FIGURE 5. REAL GDP GROWTH FORECASTS FOR 2025 (%)
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On the price front, rising tariff rates have brought back inflationary pressures in
the USA, while in the euro area, weak demand and an appreciating euro are
keeping price growth and inflation expectations contained. While the Federal
Reserve maintained interest rates, several central banks, including the
European Central Bank, the People's Bank of China, and the central banks of
Mexico, India, Norway, Switzerland, the United Kingdom and Sweden cut
official interest rates amid price normalisation. In particular, the ECB, at its June

meeting, cut interest rates by 0.25 percentage points to bring the deposit
facility rate to 2% (from 4% in May 2024).
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FIGURE 6. PRICES AND INTEREST RATES (%)

FIGURE 6A. INFLATION FIGURE 6B. INFLATION FORECASTS FIGURE 6C. OFFICIAL INTEREST
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The appreciation of the euro's exchange rate against the U.S. dollar poses
downside risks to growth and inflation for the euro area as a whole, as well as
for the Spanish economy. The uncertainty and erratic economic policies in the
USA have led to the euro appreciating by 15% against the dollar so far this
year. This implies an increase in the price of European exports to the United
States by that amount, which, added to the 10% increase in tariffs already
implemented, would be equivalent to an effective tariff of 25%. In effective
terms, when taking a broad set of tfrading partners, the euro has appreciated
by 5% in nominal ferms up to July. This appreciation entails lower import prices,
dampening inflationary pressures, while at the same time implying a loss of
export competitiveness in markets outside the euro area.
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FIGURE 7. EVOLUTION OF FOREIGN EXCHANGE AND STOCK MARKETS
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2.2. Recent evolution of the Spanish economy

Economic activity in Spain weakened in the second quarter of the year,
although it maintains high growth rates, higher than those of the rest of the euro
areqa, excluding Ireland. The revised Quarterly National Accounts (QNA)
figures for the first quarter of 2025 raise quarter-on-quarter real GDP growth to
0.6%, 0.4 percentage points above the euro area (excluding Spain and
Ireland).

On a quarter-on-quarter basis, the composition of growth in the last two
quarters differs somewhat from the pattern of previous quarters. In particular,
growth continues to be driven by domestic demand (0.5 percentage poinfts),
with the foreign sector making a small contribution (0.1 percentage points).
However, the most recent QNA figures indicate greater dynamism in
investment in capital goods and construction, following the weakness
exhibited since the pandemic. In contrast, public consumption, which
accounted for nearly a third of growth in 2024, declined in the first quarter of
2025. Tourism exports, another driver of growth, also recorded a decline.

The information available up to July 9 for the second quarter of 2025,
summarised in AlReF's MIPred model, suggests that real GDP would have
sustained growth of approximately 0.5% during that period. The first indicators
received for the second quarter of 2025 provided negative surprises for growth
in both service activity and industrial output, as well as sales by large
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companies. In contrast, the most recent figures for the industrial output index
and deflated total sales of large companies for May have provided positive
surprises for second-quarter growth estimates. The MIPred model's estimate of
real GDP growth now stands at 0.5%, 0.1 points below the INE's estimate for the
previous quarter.

FIGURE 8. EVOLUTION OF REAL GDP OF SPAIN AND EMU (%)

FIGURE 8A. EVOLUTION OF QUARTER-ON-QUARTER FIGURE 8B. REAL-TIME GDP ESTIMATE (MIPRED
GDP GROWTH FOR SPAIN AND THE REST OF EMU MODEL). SECOND QUARTER OF 2025
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Private consumption continues to grow, although at a lower rate than in
previous quarters. The rise in private consumption remains one of the main
drivers of growth, boosted by the increase in the foreign population, which has
more than offset the decline in the Spanish population, and by improved
financing conditions associated with lower interest rates. However, in real per
capita terms, private consumption has increased only slightly from pre-
pandemic levels, in contrast to the rise in real per capita disposable income.
The increase in the Spanish household saving rate has been remarkable,
standing at 12.8% at the beginning of 2025, levels similar to, but still below,
those of the euro area, while there has been a deleveraging process of
households that have reduced their debt-to-GDP ratio from 56.5% before the
pandemic to 43.5%, a minimum value since the first quarter of 2000, reflecting
slower growth in the demand for mortgage loans.
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FIGURE 9. EVOLUTION OF DISPOSABLE INCOME (GDI), CONSUMPTION AND SAVINGS

FIGURE 9A. REAL GDI AND CONSUMPTION PER FIGURE 9B. HOUSEHOLD AND NPISH SAVING RATE
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Investment becomes more dynamic after the weakness it has shown since the
pandemic. Investment in equipment shows a remarkable recovery in the last
quarter of 2024 and the first quarter of 2025, which contrasts with the
deterioration in business confidence (the composite PMI has fallen for three
months to its lowest level since January 2024), low levels of capacity utilisation,
which reduce firms' incentives to expand their productive capital, and
increased uncertainty beyond the business sphere. In the case of residential
construction, new building permits and the number of housing completions
are more dynamic, suggesting a certain reaction of real estate supply in a
context of high house prices. The construction business confidence indicator
continues to maintain an upward trend, confirming the positive evolution of
the sector. However, according to data from the Labour Force Survey (EPA),
in the last rolling year (from the second quarter of 2024 to the first quarter of
2025), some 162,000 new homes would have been created, some 100,000
dwellings would have been completed, and some 140,000 started, which
points to a gap between supply and demand. However, the creation of
households since 2022 has been significantly higher than the number of homes
completed, and the average effort required for households to buy a house in
relation to their salary remains very high.
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FIGURE 10. EVOLUTION OF THE HOUSING MARKET
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On the foreign front, exports of goods have declined in volume in recent
months, in line with the weakness of European partners. Meanwhile, imports
have accelerated, which could be an anticipatory effect before the entry into
force of tariffs. Exports of non-tourist services remain remarkably buoyant, while
tourism-related indicators are slowing notably, with respect to the growth
recorded in 2023-2024 — inbound tourists are maintaining rates close to 6%
compared with the 10% growth recorded in 2024 - and business owners in the
sector are adjusting their expectations downwards, although the GDP growth
forecasts for tourism drawn up by Exceltur remain above the GDP growth
expected for the Spanish economy as a whole (3.3% in real terms, compared
with 2.4%)13. The appreciation of the euro could slow inbound tourist numbers
from the United States, the country to which the structure of inbound tourists
was diversifying by country of origin, and from the United Kingdom, as it would
make Spanish goods and services more expensive.

13 Exceltur. Tourism Outlook July 2025.
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FIGURE 11. EXPORTS OF GOODS AND SERVICES  FIGURE 12. TOURIST ARRIVALS (MOVING SUM. INDEX
(INDEX 2019Q4=100) 2019Q4=100)
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The labour market remains dynamic, with strong job creation in the second
quarter of 2025. The evolution of Social Security aoffiliations in the second
quarter as a whole was very favourable, with an increase of 528,165 affiliates
compared with the first quarter and a quarter-on-quarter growth rate of 0.5%
in seasonally-adjusted terms. In year-on-year terms, the rate of change in
affiliations stood at 2.2%, remaining stable over the past year, amid sustained
growth in activity. However, job creation has not been uniform over the
quarter, with a very strong increase in April and a more moderate rise in May
and June.

Unemployment continues to fall slowly, with the unemployment rate remaining
at around 11%. Job creation has translated into a progressive reduction in the
unemployment rate, which, despite a rebound in the first quarter of 2025 in
gross terms, fell to 10.8% in seasonally-adjusted terms. However, since 2023, the
progressive reduction in the unemployment rate has been accompanied by
an increase in the vacancy rate, as shown by the Beveridge curve (Figure
13B). This asymptotic behaviour of the relationship between the
unemployment rate and the vacancy rate would reflect a lower degree of
market slack, suggesting the economy is close to the structural unemployment
rafe.
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FIGURE 13. RECENT EVOLUTION OF LABOUR MARKET
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Temporary employment has declined sharply since the implementation of the
labour reform, but high labour turnover persists. The temporary employment
rate stood at 12.5% in May 2025, having fallen sharply since the
implementation of the labour reform in 2022, while EPA temporary
employment has also declined significantly, although it remains at higher
levels. The labour reform has boosted permanent hiring, such that job creation
since the reform's implementation has been concentrated in permanent and
permanent seasonal contracts, while temporary employment has contracted
sharply. The lower use of temporary contracts has helped reduce labour
turnover to some extent, such that monthly registrations and deregistrations of
affiliates in the general regime since 2022 are below those recorded during
the previous expansion phase of the Spanish economy from 2015 to 2019.
However, as AIReF has reported, some indicators point to sustained high
turnover in the labour market, with sharp fluctuations in affiliation at the
beginning and end of each month and at the beginning and end of each
week. For example, in the first quarter of 2025, these fluctuations were similar
to those observed in the first quarter of 2014, a year with the same weekly
cycle as 2025, albeit with a different cyclical position.
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FIGURE 14. COMPOSITION OF SS REGISTRATIONS AND LABOUR TURNOVER

FIGURE 14A. TEMPORARY EMPLOYMENT RATE (%) FIGURE 14B. CHANGE IN REGISTRATIONS IN THE
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Source: Haver, Ministry of Economy, Trade and Enterprise, Social Security and AIReF.

Population growth due to immigration is a key factor in the recent
performance of the labour market. The labour force has been growing strongly
since 2022, following the end of the Covid-19 pandemic, driven by an increase
in the number of foreign and dual-nationality workers. In fact, according to
EPA data, the contribution of Spanish workers to the growth of the labour force
over the last year has been negative, reflecting a decline in the number of
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Spanish workers. The evolution of employment follows a similar pattern to that
of activity, whereby the contribution to employment growth by Spaniards has
been very low, with improvements in employment being concentrated
among foreign and dual-nationality employees.

FIGURE 15. EVOLUTION OF LABOUR MARKET BY NATIONALITY

FIGURE 15A. CONTRIBUTIONS TO GROWTH IN FIGURE 15B. CONTRIBUTIONS TO GROWTH IN
LABOUR FORCE BY NATIONALITY (YEAR-ON-YEAR EMPLOYMENT BY NATIONALITY (YEAR-ON-YEAR
RATE, %) RATE, %)
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Employment growth has not been accompanied by an improvement in
productivity per employee; however, it has been accompanied by an
increase in productivity per hour. Productivity per employee in Spain,
according to Eurostat data, is slightly lower at the beginning of 2025 than in
2019; hence, there has been practically no growth in this variable over the last
five years as a whole. In the euro areaq, productivity per employee has not
been favourable either, but there has been slight growth over the period. In
terms of productivity per hour, Spain has performed better, with growth of
around 2% from 2019 to 2024, compared with stagnation in the euro area. The
differential evolution of productivity measured in terms of persons employed
and hours reflects, in turn, the divergences between strong employment
growth in terms of persons employed and a limited expansion in hours worked
in Spain. EPA data indicate that the low growth in hours worked relative to the
number of persons employed is due to a reduction in the effective average
working day, primarily explained by a higher number of workers absent due to
sickness and holidays. The causes of this increase in absences are not fully
identified and may reflect structural factors, such as the ageing of the
population or worsening health after the pandemic. Similarly, there seems to
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be no obvious explanation for the divergence between productivity per
employee and per hour. However, changes associated with new
technologies, such as remote working, may be playing a role.

FIGURE 16. EVOLUTION OF PRODUCTIVITY 2019Q1 - 2025Q1

FIGURE 16A. GROWTH IN PRODUCTIVITY PER FIGURE 16B. GROWTH IN PRODUCTIVITY PER HOUR
EMPLOYEE (2020 = 100) (2020 = 100)
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Highly heterogeneous sectoral dynamics drive the evolution of productivity
per employee. Although real productivity per person declined slightly from
2019 to 2024, the different activity sections had a heterogeneous pattern. In
the traditionally more employment-intensive sections with a higher weight in
employment, such as Trade, fransport and hotels and restaurants (G-I) - the
weight of each section in employment is represented by the size of the area
of the circles in Figure 17.A - GVA growth was slightly higher than employment
growth, improving productivity (shown in the figure as this section lies above
the bisector). Sections such as Manufacturing industry (C) or, to a lesser extent,
Professional, scientific and technical activities (M-N) recorded higher
productivity growth, although they have a lower weight on employment. In
contrast, productivity declined in General Government, education and health
(O-Q), and in Construction (F). This evolution does not indicate that significant
changes are occurring in the sectoral structure towards higher-productivity
activities. In this regard, the case of Information and communications (J)
stands out, with a fall in productivity over the period. The changes in labour
supply and employment associated with the demographic phenomena
mentioned above could have implications for this evolution in productivity. It
is worth noting that the growth of foreign and dual-nationality employees has
been more infense in sections with a sharp fall in productivity such as
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Information and communications (J) or Construction (F), a section in which,
moreover, foreign employees have a greater weight in total employment
(represented by the size of the area of the circles in Figure 17.B). Similarly,
foreign employment also has a higher weight in sections such as Arts,
entertainment and other service activities (R-T, which includes domestic
workers) and Agriculture (A), with minimal productivity growth. This distribution
of foreigh employment suggests that the influx of foreign workers has not, thus
far, been a significant factor in boosting productivity.

FIGURE 17. EVOLUTION OF LABOUR MARKET BY SECTION 2019-2024

FIGURE 17A. GROWTH IN GROSS VALUE ADDED FIGURE 17B. GROWTH IN APPARENT PRODUCTIVITY
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Note: A (Agriculture, livestock, forestry and fishing), C (Manufacturing), F (Constfruction), G-I
(Trade, tfransport and hotels and restaurants), J (Information and communications), K ( Financial
and insurance activities ), L (Real estate activities), M-N (Professional, scientific, fechnical and
other activities), O-Q (Public administration, defence, education and health), R-T (Arts,
entertainment, recreation and other services).

In the second quarter, collective bargaining wage growth has been above
core inflation. At year-end 2024, wage growth for the year was agreed upon
at 3.1%. However, new agreements signed throughout 2025, with economic
effects in 2024, are accelerating the increase slightly to 3.3%. For 2025, the
wage increase agreed for all agreements in June 2025 was 3.4%, similar to
recent months' figures, with a slight upward trend. However, the wage
increase in newly-signed agreements in 2025 is higher than in total
agreements, reaching 4.1% in June 2025. This wage increase in newly-signed
agreements is above core inflation and the 3% reference for 2025 established
in the 5th Agreement for Employment and Collective Bargaining (AENC),
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signed in May 2023 by frade unions and employers' organisations. Wage
growth in large companies remains more moderate, rising by 2.5% in May 2025.

FIGURE 18. EVOLUTION OF PRICES AND WAGES (%)
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The inflation rate has been on a downward path in recent months, following
the upturn in the first few months of the year. However, the year-on-year rate
of change in the Consumer Price Index increased to 2.3% in June. The
downward path of headline inflation reflects the fall in energy prices until May
and the containment of processed food prices. Nonetheless, the core rate has
remained above 2% for several months now, with downward pressure due to
the persistence of inflationary pressures in services, as inflation rates approach
3%, and the rebound in unprocessed food inflation to 8%. In contrast, non-
energy industrial goods prices remained very moderate, influenced by the
appreciation of the euro. For their part, unit labour costs remained high at
around 4%, exceeding the GDP deflator growth rate. Low productivity growth
and rising wages help to explain the rise in unit labour costs.

2.3. AlReF's economic forecasts for the Spanish economy in
2025 and 2026

AlIReF updates its macroeconomic outlook for 2025 and 2026, maintaining GDP
growth forecasts of 2.3% and 1.7%, respectively. AIReF has updated its
macroeconomic scenarios for 2025 and 2026 to incorporafte the latest
information from the Spanish National Accounts, as well as the most recent

July 16, 2025 34



Report on Budgetary Execution, Public Debt and Expenditure Rule 2025 @

estimates of global growth, interest rates, exchange rates and oil prices (Table
1). Overall, the revision to GDP growth is minimal, with a reduction of less than
0.1 points for 2025, while remaining unchanged for 2026. This downward
correction is exclusively due to the revision of the National Statistical Institute's
data, which has reduced the carry-over effect on 2025 by 0.03 percentage
points. The changes to the exogenous assumptions in the scenario are not
significant and therefore do not substantially alter AIReF's growth forecast.

TABLE 2. EXOGENOUS ASSUMPTIONS OF AIREF'S MACROECONOMIC SCENARIO

2025 2026 (SR NG
Euribor 3 months (%) 0,1 0l
Interest Rate |10-year State Debt (%) 0,0 0,0
Broad NEER -0,1 0,0
Exchange rates $/€ 0,0 0,0
Oil (US $/barrel) 38 4,4
TTF Gas (€/MWh) 2,5 41
MIBGAS (€/Mwh) 3,0 44
Export mark. (annual %) 0,0 0,0

Source: IMF, LSEG and MIBGAS.

The stability of the exogenous assumptions results in the forecasts for 2026
remaining unchanged compared with the last macroeconomic outlook
published. The exogenous assumptions underpinning AlReF's macroeconomic
outlook table show few changes: oil and gas prices are revised slightly
upwards, with no significant implications for the scenario, while interest rates
and the exchange rate remain relatively stable compared with the May
estimate.

The minimal revision to the growth estimate for the Spanish economy in 2025
is entirely due to the update to the Spanish National Accounts figures. This
update incorporates the most recent QNA figures, which maintain the GDP
growth of the first quarter of 2025, as announced last April, but revise
downwards the growth of the last quarters of 2024, reducing the carry-over
effect on 2025 by 0.03 percentage points.

However, the macroeconomic outlook update presents significant changes in
the composition of expected growth. The main novelty of this update lies in
the composition of economic growth, which has been substantially revised
following the publication by the INE of the QNA data for the first quarter of
2025. Although the quarter-on-quarter rate of change of GDP for the quarter
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has remained the same as the advance estimate, its structure has undergone
significant modification. In particular, the INE has revised upwards the quarter-
on-quarter growth of private consumption in the first quarter of 2025 (by 0.2
points, to 0.6%) and of investment (by 1 point for investment in equipment and
by 0.2 points for investment in construction and intellectual property products).
These improvements have been fully offset by a downward revision of quarter-
on-quarter growth in public consumption by 0.6 points and by a smaller
contribution from the foreign sector. Although exports have been revised
upwards by 0.7 points, imports have increased to a greater extent, by 0.9
points. These revisions have significant carry-over effects on the growth of the
demand components of GDP for 2025.

TABLE 3. AlReF's 2025-2026 MACROECONOMIC OUTLOOK

AlIReF
may-25

Year-on-Year Rates of Change 2024 2025 2026
Private Domestic Final Consumption Expenditure 2,9 2,8 2,0 0,1 0,0
General Government Final Consumption Expenditure 4,1 2,7 1,6 -0,1 -0,1
Gross Fixed Capital Formation 3,0 3,3 1,9 4,1 2,5 0,8 0,6

GFCF Equipment and Cultivated Assets 2,9 4,4 1,4 6,7 2,7 2,3 1,3

GFCF Construction and Intellectual Property 3,0 2,9 2,1 3,0 2,5 0,2 0,3
Domestic Demand* 2,8 2,8 1,8 2,8 1,9 0,1 0,1
Exports of Goods and Services 3,1 1,9 2,2 2,3 2,1 0,4 -0,1
Imports of Goods and Services 2,4 3,4 2,8 4,2 2,9 0,8 0,2
External Balance® 03 -0,4 -0,1 -0,5 -0,2 0,1 -0,1
Gross Domestic Product 3,2 2,3 1,7 2,3 1,7 0,0 0,0
Nominal Gross Domestic Product 6,2 47 4,0 4.8 4,0 0,0 0,0
Gross Domestic Product Deflator 3,0 2,3 2,2 2,4 2,3 0,1 0,0
CPI 2,8 2,3 2,0 2,3 2,0 0,0 0,0
Full-Time Equivalent Employment 2,4 2,3 1,7 2,3 1,6 0,1 0,0
Hours Actually Worked 1,9 2,4 1,7 1,2 1,7 -1,2 0,0
Unit Labour Cost 4,0 3,2 2,1 3,3 2,2 0,0 0,1

Productivity per Full-Time Employee 0,7 0,1 0,0 0,0 0,0 -0,1 0,0

Compensation per Employee 4,7 3,3 2,1 3,1 2,0 -0,2 -0,1
Unemployment Rate (% of Labour Force) 1,3 10,7 10,3 10,7 10,3 0,0 0,0
Household and NPISH Saving Rate (% of GDI) 13,6 11,6 1,1 1,3 10,1 -0,3 -1,0

* Conftribution to GDP growth
Source: INE and AIReF

As a result of this revision, the new macroeconomic scenario shows more
balanced growth, with a greater contribution from investment. The new
macroeconomic scenario shows a more balanced growth pattern for 2025
and 2026. There is a greater contribution from private consumption and
investment, especially in capital goods and cultivated assets, while public
consumption shows notable moderation. This recomposition translates, in
annual terms and for 2025, into an upward revision of slightly more than 0.1
points in household consumption growth and 0.8 points in gross fixed capital
formation, while General Government consumption is revised down by 0.1
poinfts.

July 16, 2025 36



Report on Budgetary Execution, Public Debt and Expenditure Rule 2025 @

Overall, the contribution of domestic demand is revised upwards by 0.1 points,
and that of the foreign sector is down by 0.1 points. The upward revision in
investment, together with greater dynamism in private consumption,
generates a stronger pull from domestic demand, contributing 0.1 points more
to growth. Conversely, the foreign sector increases its negative contribution to
growth, given that the upward revision of exports in 2025 (0.4 percentage
points) is much lower than that of imports (0.8 percentage points), in line with
the greater traction of domestic demand, especially of components with a
high import content, such as investment in capital goods. At any event,
exports are expected to maintain a decelerating tone compared with 2024
due to uncertainty over frade policy and the slowdown in inbound tourists,
accentuated by the appreciation of the euro.

Expected inflation is revised slightly upwards in 2025, with no change in the
moderating forecast. The update incorporates a slight upward revision in both
the GDP deflator and the Consumer Price Index (CPI) for 2025. Specifically, the
GDP deflator rises from 2.3% to 2.4%, while the CPI revision does not reach 0.1
points. However, both rates remain unchanged for 2026. This revision reflects
a technical correction in light of the most recent information available,
without entailing a substantial change in the diagnosis of price behaviour.
AIReF continues to project a moderating inflation forecast, with rates close to
the monetary policy target (2%) to 2026.

The unemployment rate forecast remains unchanged at 10.7% in 2025 and
10.3% in 2026, although job creation is revised slightly downward. The
employment forecast has been adjusted slightly downward, in line with the
minimal revision of GDP growth, while the forecast for the downward
unemployment rate remains unchanged from the previous scenario.

Accordingly, the July 2025 scenario update does not substantially change the
growth outlook for the Spanish economy. In 2025 and 2026, economic growth
is expected to be driven primarily by domestic demand. Private consumption
will continue to underpin growth, although some moderation is projected in
2026, amid lower inflows of foreign population and slower employment
growth. Investment is expected to increase its contribution to growth following
the rebound observed in the last two quarters, although a gradual
deceleration is projected amid high uncertainty. Public consumption is
expected to moderate its contribution to growth after several years of strong
expansion.
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2.4. Risks fo the forecasts

Trade tensions and global economic policy uncertainty continue to be the
primary source of downside risks to the growth and inflation scenario. Active
military conflicts, political fragmentation and, above all, uncertainty about the
direction of U.S. frade policy pose risks to economic growth in the short to
medium term and may also affect commodity prices on international markets.

Ongoing negotiations between the USA, the EU and other economies may
eventually lead to higher tariff barriers than currently considered. The sending
of lefters threatening the imposition of tariffs, which have now been
suspended, means that adverse tfrade scenarios cannot yet be ruled out. The
upward drift in tariffs, the difficulty in reaching frade agreements in this
context, and the increase in non-tariff barriers, which in many cases take the
form of restrictions on the export of commodities and minerals essential for the
climate and digital transition, endanger the forecasts drawn up by AIReF. In
this regard, the Bank of Spain (2025)'* estimates that a scenario in which tariffs
were established at the levels announced by the U.S. Administration on April
2nd and in which retaliatory measures were to be taken in other countries,
together with a correction in the financial markets, could reduce the GDP
growth rate by 0.4 basis points in 2025 and by 0.7 basis points in 2026
compared with a baseline scenario where tariffs remain unchanged from
current levels. Over the medium term, there is a risk that world tfrade growth
will continue to slow in line with the frends observed in recent years, leading
to further fragmentation of trade and financial relations with the resulting loss
of global efficiency, given the importance of tfrade as a mechanism for
disseminating technological developments.

14 Annual Report 2024
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FIGURE 19. DEGREE OF OPENNESS (EXPORTS AND IMPORTS % NOMINAL GDP)
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Another source of uncertainty is the difficulty in determining the
macroeconomic impact of defence expenditure in 2025 and beyond, given
the scarcity of information on its level, composition and pace of
materialisation. The effects of defence expenditure will depend on its
composition (higher multipliers are generally estimated for spending on
equipment and R&D'5), on the speed with which commitments materialise, on
how they are financed (with debt or with reallocation of other public
spending) and, in particular, on how much military purchases filter through to
imports. In this regard, the United States is the leading supplier of defence
equipment to European countries, which has become increasingly significant
in recent years. According to figures from the Stockholm International Peace
Research Institute (SIPRI), arms imports by European countries have doubled
from 2020 to 2024 compared with 2015 to 2019, and the U.S. share of imports
increased from 52% to 64%. Europe has a high dependence on critical
defence systems (e.g. missiles, aircraft, drones) and its industry is highly
fragmented. However, the European Commission (2025)'¢ using the QUEST
model estimates that a linear increase in defence expenditure in EU

15 Eyurope: Buy Guns or Buy Roses?e: Fiscal Multipliers of EU Defence Spending: BBVA
Research

16 An _Assessment of the Euro Area Fiscal Stance in 2025 and 2026, Considering the
Flexibility for Higher Defence Spending - European Commission
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economies to reach the 1.5% of GDP increase ceiling considered in the
escape clause would increase real GDP by 0.5% in 2028.

FIGURE 20. LARGEST COMPANIES PRODUCING ARMS OR MILITARY SERVICES. NUMBER OF COMPANIES AND
ARMS SALES (BILLIONS OF EUROS)
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Another source of risk is the appreciation of the euro. The erratic policies of the
U.S. Administration have caused international investors to flee from dollar-
denominated assets and U.S. public debt, which has seen its AAA rating
downgraded by Moody's, with contagion effects on bank and corporate
assets. The greater preference for European assets is leading to contained
debt yields, but also a notable appreciation of the euro, which means a loss
of competitiveness of European products and a rise in the cost of travel to
Spain, which could put a brake on the diversification of income from tourism
that had been observed.

Lastly, the moderate investment effort relative to employment has yielded a
pattern of employment-intensive growth, accompanied by limited
productivity growth. Despite the recent recovery in investment in equipment,
the intensity and persistence of which are subject to significant risk in the
context of current uncertainty and low levels of capacity utilisation, the
pattern of growth has been very low in capital-intensive terms per worker,
resulting in low productivity and potentially affecting future growth potential.
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FIGURE 21. REAL GFCF / EMPLOYED PERSONS (BASE 2019=100)
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BOX 1. RECENT TRADE POLICY EVOLUTION. TARIFF AND NON-TARIFF BARRIERS

The U.S. Administration has continued to pursue a frade policy dominated
by threats of tariffs, while negotiating bilateral tfrade agreements that
redefine the terms of trade with the rest of the world. The letters sent to
various countries mostly involve higher tariff increases than those announced
on April 2nd; the trade agreements signed so far are heterogeneous and
highly asymmetric. Moreover, there is a generalised increase in tariff barriers,
especially for commodities and rare earths essential to the production of key
sectors related to defence, ecological transition and digitalisation. In this
context, the possibility of a frade war cannot be ruled out.

On April 2nd, 2025 ("Liberation Day"), the Trump Administration announced a
universal base tariff of 10% on virtually all U.S. imports, which took effect on
April 34, along with so-called reciprocal tariffs, ranging from an additional
11% to 60% on imports from 60 countries. The European Union was hit by an
additional 20% tariff and China by 34%. Previously, tariffs of 25% had been
imposed on automobiles and their components, steel and aluminium.

On April 91, in the face of adverse market reaction, the Trump Administration
announced a temporary suspension of reciprocal tariffs that expired on July
Qth,

The U.S. Administration has used this suspension period to force trade
negotiations with some countries, including the UK, Vietham and China.
Although no complete information is available on the content of these
agreements, what has come to light indicates they are entirely
asymmetrical. For example, in the case of Vietnam, the USA will apply a 20%
tariff on genuine Vietnamese goods, while transshipments (especially
Chinese) will face tariffs of up to 40% to prevent the possible diversion of
Chinese exports through Vietham. In return, Vietham will grant duty-free
access to the Vietnamese market for U.S. products, including large vehicles.

An agreement was initialled with China that considers reducing tariffs on U.S.
imports from China, from 145% to 30%, and from 125% to 10% for Chinese
imports from the USA. In addition, China has reportedly committed to
resuming exports of rare earths, which are key to the U.S. technology and
defence sectors. Meanwhile, the USA will once again allow Chinese
technology exports and university students to enter the country, lifting
previous restrictions.

Furthermore, in May 2025, the USA and the UK signed the "Agreement for
Economic Prosperity", under which the UK accepts the universal 10% tariff
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and considers tariff benefits for automobiles and components, aerospace,
beef, ethanol, steel, aluminium and pharmaceuticals.

In the meantime, however, the Trump Administration has sent letters to
specific countries and regions threatening to impose new tariffs. Meanwhile,
negotiations continue with India and Canada, which have recently
eliminated their digital services tax in an effort to move closer to an
agreement, as well as with the EU.

The letter to the EU threatens the infroduction of a universal 30% tariff on top
of the existing fariffs on U.S. imports from this area, which the U.S.
Administration is prepared to increase if the EU decides to infroduce
retaliatory measures. The attached table summarises the information
available from the letters sent. In all cases, the final situation from a trade
perspective is worse than it was before April 2nd 2025.

TABLE B_1.1. COMPARISON OF US TARIFFS ANNOUNCED

Letters /
Reciprocal Tariff
Trading Partner Announcements % Imports

%) (April
(%) (April) Quly)

18,5%
........................................ 2 e
"""""""""" 30% 13,4%
""""""""" 35% 12,6%
"""""""" 25% 4,5%
_________________ o o

36% 1,9%

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o =
Brazil 50% 1,3%

Source: White House

The EU remains willing to negotiate and has, in fact, postponed tariffs on
€21bn worth of U.S. goods (designed in response to the vehicle, steel and
aluminium tariffs already in place). In the meantime, it is preparing additional
tariff measures worth €72bn on U.S. products.

In addition to the recent rise of protectionism through tariff barriers, the use
of non-tariff barriers that hinder international frade has intensified since 2020.
These measures, often justified on security grounds, are in many cases
disguised mechanisms of protectionism or frade retaliation.
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These actions include quantitative restrictions, such as quotas, licenses,
export and import controls and bans, as well as voluntary export restrictions,
minimum prices and qualitative measures, including local content
requirements, limitations on public procurement, technical, sanitary and
phytosanitary standards, and administrative barriers.

Against this backdrop of uncertainty, these measures are intensifying, with
non-tariff barriers accompanying the increase in tariff barriers, exacerbating
the negative impact on trade flows.

FIGURE B_1.1. EVOLUTION OF NON-TARIFF BARRIERS WORLDWIDE.
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The table below shows a sample set of non-tariff barriers introduced since
February 2025. As can be seen, some of these measures aim to prevent the
diffusion of technology, such as export licensing for artificial inteligence
technology. Others are aimed at preventing or limiting the export of rare
earths or minerals that are key to the manufacture of semiconductors,
batteries, and a range of products related to the digital and climate
fransitions. The dependence of advanced economies, including the USA
and the EU, on these minerals and rare earths is high.

Overdll, in addition to the uncertainty associated with the erratic nature of
U.S. frade policy, the global rise of protectionism creates a highly adverse
scenario for global trade growth.
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TABLE B_1.2. NON-EXHAUSTIVE LIST OF NON-TARIFF BARRIERS IMPOSED SINCE FEBRUARY 2025

Types of measures

Export control

Products
Rare earths and critical minerals
Defence material

Pharmaceutical products

Countries
China
Japan

United States

Export licences

Al material

Mechanical waste

Export ban on Defence China
companies Technology United States
Import ban Genetic sequencers China

Import licences Platinum and precious materials India

Ceramic coating technologies Japan

United States
South Africa

Introduction of local supply

requirements or start-up

investment to authorise exports

Minerals

Indonesia

Quotas

Corn
Industrial products

Agricultural

Turkey/Brazil/Indonesia

Source: Global Trade Alert
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BOX 2. AIReF'S LONG-TERM FORECASTS

AIReF's medium-term growth forecasts remain largely unchanged
compared with the last macroeconomic scenario published in April. It
projects a gradual slowdown in GDP growth, from 2.3% in 2025 to 1.5% in
2029.

TABLE B_2.1 MACROECONOMIC OUTLOOK 2024-2029

AlReF
Jul 2025

Year-on-Year Rates of Change 2024 2025 2026 2027 2028 2029
Private Domestic Final Consumption Expenditure 2,9
General Government Final Consumption Expenditure 4,| 2,7 1,5 1,7 1,8 1,9
Gross Fixed Capital Formation 3,0 4,1 2,5 1,8 1,4 1,3

GFCF Equipment and Cultivated Assets 2,9 6,7 2,7 1,8 1,3 1,3

GFCF Construction and Intellectual Property 3,0 3,0 2,5 1,8 1,4 1,3
Domestic Demand* 2,8 2,8 1,9 1,7 1,5 1,5
Exports of Goods and Services 3,1 2,3 2,1 2,3 2,5 2,3
Imports of Goods and Services 2,4 4,2 2,9 2,6 2,7 2,4
External Balance* 0,3 -0,5 -0,2 0,0 0,0 0,0
Gross Domestic Product 3,2 2,3 1,7 1,7 1,6 1,5
Nominal Gross Domestic Product 6,2 48 4,0 3,8 3,7 3,7
Gross Domestic Product Deflator 3,0 2,4 2,3 2,1 2,1 2,1
CPI 2,8 2,3 2,0 2,1 2,1 2,0
Full-Time Equivalent Employment 2,4 2,3 1,6 1,7 1,6 1,5
Hours Actually Worked 1,9 1,2 1,7 1,7 1,7 1,5
Unit Labour Cost*™* 4,0 3,3 2,2 2,1 2,1 1,9

Productivity per FulF-Time Employee ** 0,7 0,0 0,0 0,0 -0,1 0,1

Compensation per Employee** 4,7 3,1 2,0 2,0 2,0 2,0
Unemployment Rate (% of Labour Force) 11,3 10,7 10,3 10,0 9,7 9,5
Household and NPISH Saving Rate (% Gross Disposable Income) 13,6 1,3 10,1 9,5 9,4 9,2

* Contribution to GDP growth
Source: INE and AIReF

Based on projections for the Spanish economy as a whole, the following
table presents medium-term growth estimates for the Autonomous Regions.
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TABLE B_2.2 MACROECONOMIC SCENARIO FOR THE AUTONOMOUS REGIONS. CHANGE IN GDP IN

VOLUME TERMS (%)
Regional
Accounting
2022 2023
Andalusia 49 2,4
Aragon 33 26
Asturias | 44 26 | 28 20 15 13 12 12
Balearic Islands | | 6l 57 | 38
CanaryIslands | 12,1 5.1
Cantabria | 47 26 | 2
Castile and Leon 3,5 3,0
Castile-LaMancha | 26 33 | 1 22 6 47 16 15 |
Catalonia 6,5 2,5
""" 55 23 | 29 24 19 17 16 16 |
1,2 2,7
""" 50 23
8,1 2,5
40 20 | 34 25 8 17 L6 16
5.2 2,1
Basque Country | 6,52,4 --------------------------------------------------------------------------------------------
Rioja 51 4,2
Spain 6,2 2,7 3,2
Aggregation of the
Quarterly National
Accounts

Source: INE and AIReF
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o ANALYSIS OF BUDGETARY
STABILITY AND THE EXPENDITURE
RULE

AIReF forecasts growth in expenditure net of revenue measures of 4.6% in 2025,
0.1 points higher than the estimate made in May’s Monitoring Report on the
MTP. The Annual Progress Report estimated growth of 4.1%. All these estimates
are above the 3.7% commitment contained in the MTP, although within the
deviation margin of 0.3 points of GDP allowed by the annual control account
according to Article 2.2 of Regulation (EC) 2024/1264 amending Regulation
(EC) 1467/97 on speeding up and clarifying the implementation of the
excessive deficit procedure. For 2024, AIReF assumes the European
Commission's net expenditure growth figure of 3.5% rather than the 4.1%
advanced in the Annual Progress Report. In cumulative terms in 2024 and
2025, AIReF forecasts net expenditure growth of 8.3% compared with the 8.8%
estimated in the Monitoring Report and the 8.4% contained in the Annual
Progress Report, all of which are lower than the MTP commitment of 9.2%.

To comply with the national expenditure rule, the CG and the ARs would have
to reduce their net expenditure by €11bn, or 0.7% of GDP, thereby reducing
the net expenditure growth rate for the purposes of the European expenditure
rule to 2.9%. Furthermore, compliance with the national expenditure rule
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would bring the GG Sector deficit to 2%. In addition, if the annual growth
forecast in the Progress Report for 2025 (3.7%) materialises, AIReF estimates
lower expenditure of some €5.5bn, which would reduce the deficit in 2025 to
2.4% of GDP.

FIGURE 22. PRIMARY EXPENDITURE NET OF REVENUE MEASURES GG (% CHANGE)
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Source: AIReF and MTP.

AIReF estimates primary expenditure growth net of revenue measures at 6.5%
in 2025, 0.2 points higher than the estimate in the Monitoring Report on the MTP
and 0.6 points higher than in the Annual Progress Report. The discrepancies in
expenditure growth between the two scenarios are concentrated in the
nationally-financed primary expenditure of the GG. Total GG expenditure is
higher for AIReF when including the RTRP, and this difference widens when
considering only primary expenditure. However, AlReF's higher expenditure
forecast associated with European funds, when including the RTRP, reduces
the differences.
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TABLE 4. CALCULATION OF PRIMARY EXPENDITURE NET OF REVENUE MEASURES FOR 2025. ANNUAL PROGRESS
REPORT VS AIREF (% GDP)

of revenue measures AIReF Report 2025
GG expenditure 45,4 45,7 44,6
Interest 2,4 2,5 2,7
EU funds 1.5 1.3 0.8
Cyclical unemployment 0,0 -0,1 0,0
One-offs 0,9 0.6 0.5
Net primary expenditure 40,7 41,3 40,7
Discretionary revenue measures 0,2 0,8 0,6
Primary expenditure net of revenue 40,5 40,6 40,1
measures
% change in primary expenditure net 46 a1
of revenue measures ' '

Source: Annual Progress Report 2025 and AIReF.

In addition, 0.2 points of GDP of the discrepancy in net primary expenditure is
offset by AlIReF's forecast of a higher impact of revenue measures and 0.1
points by a higher estimate of one-off expenses. AIReF values the impact of
discretfionary revenue measures at 0.2 points of GDP higher than the estimate
in the Annual Progress Report. This higher impact is mainly concentrated in the
assessment of the measures approved at year-end 2024 regarding Corporate
Income Tax. AlIReF's assessment of the one-off expenses for 2025 is 0.1 points
higher than the Government's estimate. In AIReF's case, the expenditure
excluded continues to relate to the DANA and court rulings.

AIReF estimates that the GG deficit in 2025 will stand at 2.7% of GDP, 0.1 points
below the estimate in the previous report. AIReF's forecast is 0.1 points below
the deficit commitment in the MTP. AIReF revises both the revenue and
expenditure figures upwards, the former to a greater extent due to the new
information received. In terms of revenue, the revision focuses on fax
collection and European funds. On the expenditure side, the main revisions
are higher for cash social benefits and other expenditure.

Thus, the deficit is expected to be reduced by 0.5 points of GDP compared
with 2024, mainly due to the expected lower cost of court rulings and the
almost complete phasing out of measures to mitigate the effects of the energy
and price crisis. The reduction between 2023 and 2024, by 0.3 points of GDP,
was explained by several factors. The reduction in the cost of measures to
alleviate the energy and price crisis, as well as the evolution of other revenue
and expenditure, would reduce the deficit by more than 1 point. Conversely,
the increase in the cost of one-off operations and the measures taken to
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mitigate the effects of the DANA result in a 0.8-point increase in the deficit.
Between 2024 and 2025, a 0.5-point reduction is expected. This reduction is
based on the reduction in the cost of one-off operations and the practical
phasing out of the measures adopted to alleviate the energy crisis, partially
offset by the evolution of other revenue and expenditure, including military
spending.

FIGURE 23. EVOLUTION OF DEFICIT BY COMPONENT AIREF (% GDP)
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Source: AIReF and IGAE

AIReF estimates that revenue will account for 42.1% of GDP in 2025, excluding
the RTRP, 0.4 points higher than in the previous report, and 43% when the RTRP
is included. The revision is based on new information received, with the impact
of the macroeconomic scenario and the new measures approved being
residual. In particular, the changes are concentrated in tax collection and
revenue from European funds.

Expenditure, excluding the RTRP, will stand at 44.8% of GDP, 0.3 points higher
than forecast in the previous report, reaching 45.7% when including the RTRP.
As with revenue, it is the new information received, specifically the evolution
of cash social benefits and other expenditure, that pushes it up.
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TABLE 5. AIREF FISCAL SCENARIO WITHOUT RTRP AS % OF GDP

2025 2025
MTP Current
Monitoring
REVENUE 41,7 42,1
EXPENDITURE 44,5 44,8
NET LENDING/BORROWING -2,8 -2,7

Source: AIReF Estimate

TABLE 6. FISCAL SCENARIO WITH RTRP AS % GDP

2025

MIP et
Monitoring
REVENUE 42,6 43,0
EXPENDITURE 45,3 45,7
NET LENDING/BORROWING -2,8 -2,7

Source: AlReF Estimate
FIGURE 24. GENERAL GOVERNMENT TOTAL
FIGURE 24A. EVOLUTION OF NET LENDING/BORROWING OF THE GENERAL GOVERNMENT
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Source: AIReF and IGAE
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FIGURE 24B. REVENUE WITH RTRP (% GDP). GENERAL GOVERNMENT
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FIGURE 24C. GENERAL GOVERNMENT. EXPENDITURE (% GDP)
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Source: AIReF and IGAE

3.1. Evolution of General Government revenue

AIReF forecasts that revenue, excluding the RTRP, will stand at 42.1% of GDP in
2025, 0.4 points higher than forecast in the last Monitoring Report on the MTP.
This revision is primarily explained by the new information on tax collection up
to May, which has been incorporated into the forecasting models and is
expected to add 0.3 points to GDP compared with the previous report. In
particular, the new revenue estimate for the 2024 tax campaign and slightly
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higher-than-expected VAT collection in May. An upward revision of the
amount of European funds contributes an additional 0.1 points. For its part, the
macroeconomic scenario undergoes few maijor revisions relative to the last
report. Lastly, the regulatory measures also remain unchanged because the
Government has not adopted any new measures with a revenue-raising
impact since May.

TABLE 7. BREAKDOWN OF THE CHANGE IN REVENUE BETWEEN AIREF ESTIMATES IN THE 2025 MONITORING
REPORT ON THE MTP AND THE CURRENT FIGURE

2025

2025

MTP Difference
Monitoring Il

REVENUE 4,7 0,0 0,0 04 0,0 42,1

TAXES 24,3 0.0 0.0 0.3 0.0 24,6

On production 1.1 0.0 0.0 0.1 0,0 11,2

Onincome 12,9 0.0 0.0 0.2 0.0 13.0
Capital 0.3 0.0 0.0 0.0 0.0 0.3

CONTRIBUTIONS: 13,4 0.0 0.0 0.0 0.0 13.4
Other revenue 4,0 0,0 0,0 0,1 0,0 4,1

Source: AIReF

By heading, the increase in the forecast of the weight of revenue on GDP is
concentrated in income taxes, taxes on production and other revenue. AlIReF
estimates that tax revenue will account for 24.6% of GDP, 0.3 points more than
in its previous forecast. This increase in weight is due, first, fo income taxes,
which account for 0.2 points more than estimated in the previous report,
mostly explained by PIT, boosted by buoyant figures from the 2024 campaign.
Second, taxes on production would account for an additional 0.1 points, as a
result of an upward revision to VAT due to strong May data and the
publication of the tax bases for the first quarter. In this regard, the dynamism
of sales by large companies explains this evolution and with the information
available from the Immediate Information System (Sll), sales continue to show
a favourable trend in the first three weeks of June. Lastly, the other revenue
heading also accounts for an additional 0.1 points, due to an upward revision
of fradifional European funds.

AIReF estimates revenue growth of 6.3% in 2025, excluding the effect of the
RTRP. Excluding the RTRP, revenue is expected to grow by 6.3% in 2025, rising
to 6.6% when the RTRP is included. The total calculation of regulatory measures
adopted will have a positive confribufion to revenue in 2025, due to the
reinstatement of the limit on offsetting intra-group tax losses and those
established by RDL 3/2016 under Law 7/2024, which fully eliminates the VAT
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rate reductions and the measures to increase social contributions!’. Isolating
the effect of the measures and the RTRP, revenue is expected to increase by
4.9% in 2025, with an expected contribution to tax growth of 3 points from the
measures and 2 points from social conftributions, offset by a 0.1-point
deduction from other revenue.

FIGURE 25. CONTRIBUTIONS TO CHANGE IN REVENUE (% CHANGE)
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Source: IGAE and AlReF

TABLE 8. RATE OF CHANGE (%) OF MAIN TAXES AND SOCIAL CONTRIBUTIONS IN NATIONAL
ACCOUNTING TERMS'8

AIReF MTP AlReF
Monitoring  Current 2025

% change % change % change
Taxes on prod. & import
Household income tax 8,5 10,6 2,1
Corporate income tax 9,0 8,6 -0,4
Social contributions 6,4 6,4 0,0

Source: AlReF

17 1n 2025, the MEI rate is increased by 0.1 percentage points, the maximum
contribution bases are raised by 4% and the solidarity contribution comes into force.

18 The Household Income Tax and Corporate Income Tax headings include,
respectively, Non-resident Personal Income Tax and Corporate Income Tax.
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3.1.1. Personal Income Tax

AIReF increases the weight of cash PIT collection in 2025 by 0.2 points, to 8.5%
of GDP, compared with the previous report. The upward revision of the
estimate is entirely due to the incorporation of new information. The Tax
Agency has published its press release on the closure of the 2024 income tax
campaign, noting that the tax payable has increased by 23% year-on-year
and that refunds have remained practically flat, resulting in a differential PIT
liability of €2.7bn, higher than the estimate in our previous report. On the other
hand, no new measures affecting PIT collection have been announced and
the revision of macroeconomic variables has been very limited.

FIGURE 26. EVOLUTION OF INCOME IN CASH DUE TO PIT'? (% GDP)
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For 2025, year-on-year growth of 9.1% in cash PIT revenue is expected, 2.1
points higher than in the previous report. The PIT components increase their
contribution to 6.2 points of growth, given the dynamism of withholdings on
earnings and capital and despite a certain slowdown in recent months.
Regulatory measures deduct 0.5 points, with no change in the assessment
criterion compared with May. These measures include a refund to mutual
insurance members, representing a loss of tax collection of €3.6bn, and the
collection of €302m for the deferral in the payment of PIT for those affected
by the DANA. In addition, a positive contribution of 3.3 additional points is

17 AIReF's range of uncertainty is estimated on the basis of a VAR model with two lags
that includes the seasonally-adjusted series of the variable to be explained and its
corresponding explanatory variables. Monte Carlo simulations are conducted based
on this model. The results of these simulations are presented in percentiles, and the
range of uncertainty is determined.
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expected from the differential quota resulting from the 2024 settlement, 2.2
points more than estimated in May. This figure is based on the details provided
by the AEAT in its press release? and also reflects strong growth in the previous
year of income not subject to withholding tax linked to capital gains and
leased property (which would have grown by 13% year-on-year in 2024).

FIGURE 27. CONTRIBUTION BY COMPONENT TO GROWTH IN PIT CASH REVENUE (% CHANGE)
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Withholdings from earnings and economic activities, whose main component
is wages, will grow by 8.2% in 2025. In terms of composition, all components
are projected to contribute less to growth than in 2024, consistent with the
recent slowdown. The strongest growth will be in pensions, which are
projected to increase by 9.4%, although private wages are expected to
conftribute the most to growth, with a stronger contribution than public sector
wages, 8.8% compared with 6.4%. For 2025, private wage withholdings are
expected to decelerate (8.8% compared with 9.6% in 2024), with the slight
acceleration in the number of private wage earners being fully offset by a
significant deceleration in average compensation (2.3% compared with 5% in
2024). Withholdings from public wages also slowed (6.4% compared with 8.3%
the previous year), with growth in both the number of recipients and average
public wages decelerating slightly. Finally, withholdings linked to pensions are

20 Press release on the closing of the 2024 PIT campaign.
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slowing due to lower average pension growth, while their recipients are
growing at the same rate as in 2024 (1.5%).

FIGURE 28. WITHHOLDINGS ACCRUED ON WAGES AND PENSIONS (%VAR)
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Source: AIReF and AEAT

PIT will grow by 10.7% in 2025 in national accounting terms, higher than the
cash estimate of 9.1%. This difference is due to changes in the national chart
of accounts that affect court rulings on mutual insurance members. In national
accounting terms, the refund to mutual insurance members in 2024 is
allocated as higher spending on other capital fransfers, while in cash terms, it
is accounted for by the one-off announced payment of the refund in 2025.

3.1.2. Corporate Income Tax

AlReF's forecasts put the weight of Corporate Income Tax in cash in 2025 at
2.6% of GDP, almost 0.1 points higher than in the last report in May. The new
forecast incorporates the data from the first instalment payment presented in
April, which is slightly higher than the figure estimated in the last report in May.
At the same time, the gross operating surplus does not undergo significant
revisions, while there is an update of the valuation of the regulatory measures
affecting the tax. Thus, the estimated positive impact of the reinstatement of
the limits set by RDL 3/2016 under Law 7/2024 increases to €1.3bn (650m in the
previous report), with the refunds made in the 2024 instalment reverting in full
to the tax return to be made in July 2025. Furthermore, the impact of the limit
on the offsetting of intra-group tax losses is revised upwards by €450m, in line
with the effects of the first instalment payment.
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FIGURE 29. EVOLUTION OF CASH REVENUE FROM CORPORATE INCOME TAX (% GDP)

Range of uncertainty === QObserved === A|ReF

4.0

3.5

. Em 0

I

2.0

1.5

: : 1.0
o~ ™ on o o < < < <
N N (o] N N N N N N
o o o o o o o o o
(@] (@] N (g} N N (@] (@] (@]

Source: AIReF and AEAT

AIReF forecasts growth in Corporate Income Tax collection in 2025 of 10.4%,
2.1 points more than in the May report, slowing from the 11.5% recorded in
2024. Instalment payments and withholdings will contribute 6.4 points to the
growth, compared with 13.2 points in 2024. Returns and settlements subtract
5.9 points of growth as refunds are expected to increase more than receipfs.
Refunds experience a significant increase due to the high minimum payment
in 2024, the excess of which would translate into an increase in refunds in 2025.
Finally, the remaining 9.8 points of growth will be attributed to regulatory
changes, primarily the reintfroduction of the 50% limit on the compensation of
infra-group tax losses, which was not in effect in 2024. Thus, this measure will
affect the three instalment payments in 2025, and the result of the 2024 return
filed in July 2025, estimating additional tax collection of €2.65bn. Furthermore,
the reinstatement for companies with turnover of over €20m of the 25% and
50% limits for the offsetting of tax losses, and 50% in deductions for double
taxation, initially infroduced by Royal Decree-Law 3/2016, would generate
additional tax collection of €1.3bn in 2025, doubling the estimate with respect
to May.
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FIGURE 30. CONTRIBUTION BY COMPONENT TO GROWTH IN CASH REVENUE FROM CORPORATE INCOME TAX
(% CHANGE)
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In national accounting terms, CIT only decreases by 0.2 points in 2025
compared with 2024, to 8.3% year-on-year, because the effect of the
extraordinary refunds linked to the declaration of unconstitutionality of Royal
Decree-Law 3/2016 is discounted. The unconstitutionality of this Royal Decree-
Law has given rise to estimated refunds of around €1.5bn, which in cash terms
are allocated in both 2024 and 2025, but which in national accounting terms
are allocated in full to 2024, reducing total revenue.

3.1.3. VAT

AIReF forecasts that in 2025, VAT, in cash terms, will increase its weight by 0.2
points to 5.9% of GDP, up 0.1 points from the May report. The upward revision
relative to the May estimate is explained by the incorporation of new
information, particularly tax collection for May (which posted year-on-year
growth of 24.5%, well above the estimated 7.6%). This exceptional growth is
attributed to monthly revenue from large companies and imports, as well as
increases in revenue from the European single window system, and significant
tax collection. In addition, sales by companies belonging to the ISS showed a
sustained positive frend until June 24", The measures, in a context of full
reinstatement of tax rates, have a lower impact on the estimate than in
previous years, with the increase in electricity, gas and foodstuffs valued at
€400m more than estimated in May.
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FIGURE 31. EVOLUTION OF CASH REVENUE FROM VAT (% GDP)
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Source: AIReF and AEAT

VAT cash revenue will grow by 8.7% in 2025, 1.4 points more than in the May
report. The revision is primarily a consequence of the new information
incorporated into the forecasting models, and specifically, the May tax
collection. Excluding the measures linked to the gradual reinstatement of rates
in 2024, growth is expected to accelerate to 5.1% from 3.3% in 2024. As for the
macroeconomic variables that explain tax collection, there have been no
major revisions since the publication of the May report, with the forecast for
natfional demand, both in volume and its deflator, remaining practically
unchanged. For their part, during the last months of 2025, published VAT gross
revenue has shown an upward trend, contributing higher growth than refunds.

FIGURE 32. CONTRIBUTION BY COMPONENT TO GROWTH IN CASH REVENUE FROM VAT (% CHANGE)
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In national accounting terms, the expected weight for 2025 increases to 6% of
GDP, up 0.1 points from May's estimate. The recording in national accounting
terms shifts revenue to the month of accrual and refunds to the year of
application, resulting in tax collection at rates of close to 10% in the first few
months of 2025.

The elasticity of VAT collection, in national accounting terms and with respect
to nominal national demand, remains close to unity. After the high values
observed following the pandemic, the elasticity has converged since 2023
towards unity and is estimated to be 0.9 in 2025.

FIGURE 33. ESTIMATE OF THE ELASTICITY OF VAT (NATIONAL ACCOUNTING, ADJUSTED FOR MEASURES) IN
RELATION TO DOMESTIC DEMAND
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3.1.4. Special taxes

Special taxes in cash terms will maintain their weight of GDP in 2025 at 1.4%, in
line with the estimate made in May. After updating the latest information
available, growth in 2025 is expected to be 5.5%, 0.5 points higher than the
previous forecast. Broken down by tax, the Tax on Electricity is the largest
contributor to growth, given the full reinstatement of its rate, followed by
tobacco products.
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FIGURE 34. EVOLUTION OF CASH REVENUE FROM STS (% GDP)

Range of uncertainty === QObserved === AlReF

WA

2024.06
2024.09

2023.12
2024.03
2024.12
2025.03
2025.06
2025.09
2025.12

Source: AIReF and AEAT

In national accounting terms, special taxes maintained their weight of GDP at
1.4%. AIReF considers that special taxes will grow at a rate of 5.5% in 2025, 0.1
points higher than estimated in the previous report, the same increase as in
cash terms.

3.1.5. Other taxrevenue

According to AlReF's forecasts, in cash terms, other tax collection is expected
to maintain its weight of GDP at 0.9% in 2025, 0.1 points higher than in 2024, in
line with its May forecast. The tax collection figures up to May are in line with
the estimate made two months ago, with Non-Resident Income Tax
continuing to perform strongly. Thus, a year-on-year increase of 11.4% is
recorded, after the 25.4% recorded in 2024. In national accounting terms, the
estimate is maintained at 1.1%, with the repeal of the Tax on Energy
Companies in Spain standing out relative to 2024, although the Government
approved a Royal Decree-Law to extend the tax to the end of 2024, which
was noft ratified by Congress. For its part, the Tax on Interest and Commissions
was approved as an amendment to Law 7/2024, replacing the previous Tax
on Financial Institutions, for which, based on the initial data published, it is
estimated that tax collection for 2025 as a whole will total around €300m less
than collected in 2024 for the previous tax.

3.1.6. Social conftributions

AIReF estimates that social contributions will increase their weight of GDP by
0.2 points, from 13.4% in 2024 to 13.6% in 2025, leaving the previous report's
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forecasts unchanged. In nominal terms, the growth of social contributions
stands at 6.4%, a growth rate similar to that of 2024.

The positive evolution of wages and, to a lesser extent, employment, drives
growth in contributions in 2025. The conftribution of employment, wages and
measures remains broadly unchanged from the previous report.

FIGURE 35. BREAKDOWN OF GROWTH (% CHANGE) OF SOCIAL CONTRIBUTIONS
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3.1.7. Otherrevenue

Other revenue, excluding the RTRP, is expected to reach a weight of 4.1% of
GDP, 0.1 points higher than the estimate in the previous report. The estimate
for this heading has been revised upwards, mainly due to information received
on European funds related to international cooperation and investment aid.

3.2. Evolution of General Government expenditure

According to AlReF's estimates, expenditure in 2025, excluding the RTRP, will
stand at 44.8% of GDP, 0.3 points higher than the level forecast in the previous
report. Expenditure growth in 2025 is expected to be 5.1%. Budgetary
execution data lead to an increase in the expenditure forecast for the CG,
SSFs and, to a lesser extent, the ARs. This increase is concentrated in social
cash fransfers, interest spending, gross capital formation and subsidies and
other expenditure, while the forecast for public consumption components
remains unchanged. The changes are essentially explained by the
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incorporation of budgetary execution data to date. Including the RTRP, the
level of expenditure is expected to stand at 45.7% of GDP.

TABLE 9. COMPARISON OF AIREF SCENARIOS OF EXPENDITURE WITHOUT RTRP AND BREAKDOWN OF CHANGE
(% GDP)

2025

2025

MTP Difference
Monitoring i
EXPENDITURE 0,3
Compensation of employees 10,8 0,0 0,0 0,0 0,0 10.8 0.0
Intfermediate consumption 55 0.0 0.0 0,0 0.0 55 0,0
Social fransfers in kind via market 2,7 0,0 0,0 0,0 0,0 2,7 0,0
Social benefits in cash 171 0,0 0,0 0.1 0,0 17,2 0.1
Interest 2,5 0,0 0,0 0,0 0,0 2,5 0,0
Gross capital formation 2,5 0.0 0,0 0.1 0.0 2,6 0,1
Subsidies and other expenditure 3.4 0,0 0,0 0,1 0,0 3,5 0,1

Source: AIReF

3.2.1. Main components of public consumption expenditure

AlIReF maintains its forecast for public consumption at 19% of GDP for 2025, in
line with the previous report. The weight of GDP, both for the aggregate and
for each of its main components (compensation of employees, intermediate
consumption and social transfers in kind), remains unchanged from the last
report. AIReF only makes slight revisions to the compensation of employees
and social tfransfers in kind, which, due to their small amount, do not alter the
weight of GDP. As for intermediate consumption, the forecast remains
unchanged.

Compensation of employees maintains its weight of GDP at 10.8%,
intermediate consumption at 5.5% and social transfers in kind at 2.7%. AlReF
has revised the compensation of employees slightly upwards, mainly for the
CG bodies, to bring it info line with higher-than-expected execution, without
altering its weight of GDP. In contrast, the recent approval — through the
Council of Ministers resolution of July 15t — of a 0.5% increase in civil servants'
wages for compliance with the condition agreed?' in the multi-year
agreement with the trade unions, has not led to an additional revision of
compensation of employees, as AIReF had already incorporated this info its
forecasts. It should also be noted that, although it has not occurred, AIReF still
includes in its forecasts an additional increase in public sector wages in line
with CPI forecasts. Regarding social transfers in kind, the forecast is revised to
incorporate spending on transport discounts for young people during the
summer; however, this increase is offset by adjustments based on budgetary

21 The cumulative change in the Harmonised Index of Consumer Prices (HICP)
between 2022 and 2024 exceeded 8%.
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execution data. Finally, the forecast for intermediate consumption spending
remains unchanged from the previous estimate.

3.2.2. Social benefits in cash

AlIReF estimates that social benefits in cash, in terms of GDP, will increase by
0.3 points from 2024 to 17.2%. The incorporation of new information has led to
an upward revision of 0.1 points in 2025 compared with the forecast in the last
report.

AlIReF estimates that Social Security pension spending will increase by 6.2% in
2025, 0.4 points above the rate calculated in the previous report, although its
weight of GDP remains unchanged at 11.7%. The evolution of spending on
pensions is explained, in this order, by the annual revaluation, the increase in
the number of pensions, the replacement effect and the measures approved.
The revision of its growth rate is primarily explained by a higher growth forecast
for the number of pensioners, following the incorporation of new information
info our models.

FIGURE 36. GROWTH IN PENSION EXPENDITURE (% CHANGE). AIREF PROJECTIONS
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Unemployment benefits are expected to maintain their weight of GDP at 1.5%
at year-end 2024, 0.1 points higher than our previous forecast. AIReF revises
upwards the growth in unemployment benefits in light of new information
received, placing the nominal growth rate at 5% in 2024, which includes the
impact of the unemployment benefit reform.
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FIGURE 37. EVOLUTION OF UNEMPLOYMENT EXPENDITURE (% GDP). AIREF PROJECTIONS
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The rest of the benefits included in social transfers in cash maintain their weight
of GDP in 2025 at 4%, unchanged from the previous report. Civil servants'
pensions, which carry the greatest weight among other benefits, grew by 6.4%
in nominal terms. With respect to our last forecast, the upward revision to
temporary disability benefits stands out, given budgetary execution data that
show cumulative growth in 2025 of more than 12%.

3.2.3. Interest

AIReF revises its forecast for interest spending upwards by just under 0.1 points
of GDP, to stand at 2.5% of GDP in 2025. The average cost of new issues
reached a turning point in 2024 and has consolidated its downward path in
2025, with an additional fall of 40 basis points to 2.79%. Although issue rates
continue to fall, they remain above the portfolio's average cost, which means
the portfolio will continue to increase for some time. At the same fime, interest
spending by the GG Sector increased by €3.28bn in 2024, reaching €38.9%9bn,
equivalent to 2.4% of GDP. This nominal increase consolidates the shift that
began in 2021, after seven consecutive years of reductions. However, strong
GDP growth has enabled the financial burden to remain stable in relative
terms in 2024. For 2025, a further increase in interest spending of €2.74bn is
forecast, raising the financial burden to 2.5% of GDP.
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3.2.4. Gross capital formation

The weight of gross capital formation increases by 0.1 points to 2.6% of GDP in
2025, excluding the RTRP. This upward revision is mainly explained by the
increase in this spending item in the AR sub-sector, driven by the
implementation of tfraditional European funds and, to a lesser extent, by higher
spending expected due to the DANA, according to the latest information
received. However, part of this increase is offset by lower investments
associated with the DANA for the LG sub-sector.

3.2.5. Subsidies and other expenditure

Other expenditure, excluding the RTRP, rises to 3.5% of GDP in 2025, 0.1 points
higher than in the previous report. This increase is mainly due to the upward
revision of expenditure forecasts for subsidies, other current tfransfers and
investment aid. Specifically, the expenditure forecast for subsidies for the CG
sub-sector has been raised due to support for the energy-intensive industry,
both through compensation for indirect CO2 costs and through discounts
applied to electricity tolls. The estimate for other current transfers has also been
raised, which, for the CG and AR sub-sectors, is mainly linked to higher
estimated spending on refugee care. In addition, expenditure on investment
aid for the CG has been revised upward as aresult of the reallocation of DANA
expenditure from other items, as well as higher-than-expected budgetary
execution data. Finally, other expenditure does not show significant changes
with respect to the estimate included in the previous report.
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BOX 3. FORECASTS FOR DEFENCE EXPENDITURE 2025

The Government approved the Industrial and Technological Plan for Security
and Defence by resolution of the Council of Ministers on April 2274, 2025,
which foresees an additional investment of €10.47bn in 2025, with the target
of reaching 2% of GDP in defence expenditure in the medium term, in
compliance with the commitments assumed with NATO.

This Plan is earmarked for five main areas: improving the working conditions
and equipment of the Armed Forces, developing telecommunications and
cybersecurity technologies, manufacturing and acquiring new defence
equipment, reinforcing emergency and natural disaster management
capabilities, and improving security in peace missions abroad.

Since its approval, the Government has been making progress in
implementing the Plan. According to the information published, transfers of
appropriations have been made to the Ministry of Industry for the pre-
financing of the Special Modernisation Programmes (PEM) included in the
Plan, most notably including the €2.82bn approved by the Council of
Ministers on April 2274, Furthermore, through successive Council of Ministers'
resolutions on May 13™, June 10th and July 15, the multi-year spending limits
have been modified to include the PEMs in the Plan in the budgets of
subsequent years.

Throughout the year, budgetary execution data should reflect the increase
in initial appropriations and net recognised obligations to incorporate the
increase in spending envisaged in the Plan progressively.

TABLE B_3.1. DEFENCE EXPENDITURE IN BUDGETARY TERMS. 2024 AND 2025. MILLION EUROS

DEFENCE GSB 2024
HEADING XPENDITURE PROGRAMN: A o NRO  NRO
(MAY)
121M, 121N, GENERAL DEFENCE
1210, 12KB ADMINISTRATION || 3.622 | 4202 | 1335 | 4141 | 3622 | 4671 | 1517
and 125C (€m)

122A MOGEmMISAORIORIACY) ,,; | | 53, 70 1.501 341 | 1.286 61
Armed Forces

Special modernisation

1228 4902 | 3246 | 661 3242 | 4902 | 5772 | 642
programmes
122M. Afsoperafing || » 35, | 3859 | 875 3793 | 2306 | 3135 | 989
expenditure
122N Logistical support || 892 | 1316 | 286 1.300 892 | 1297 | 310
AR on(g:} 8.440 | 9951 | 1892 | 9836 | 8440 | 11.490 | 2002
TOTAL || 12.062 | 14.153 | 3.228 | 13.977 | 12.062 | 16.161 | 3.519
(as % GDP)|| 0.8 0,9 0,2 0,9 0.7 1,0 0,2
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Source: IGAE

Currently, the Ministry of Defence's budget data already show an increase
in initial appropriations of €2 billion, more than the increase recorded for the
whole of the previous year. This momentum will be transferred to spending
execution, which, according to the latest data published for May, shows an
amount of €300m more than the amount executed in the same period of
2024.

At the same time, the appropriations allocated to the Ministry of Industry to
finance the PEMs, 31 of which are included in the Plan, have increased by
more than €3.5bn to May compared with the total figure of final
appropriations recorded in 2024. However, there has not yet been time for
this to be reflected in budgetary execution.

TABLE B_3.2. EVOLUTION OF THE BUDGET APPROPRIATIONS OF THE MINISTRY OF INDUSTRY. PERIOD 2020-
2025. MILLION EUROS

Inifial Final Netrecognised

appropriations appropriations obligations

2020 468 443 378
2021 677 677 646
2022 708 1.082 1.030
2023 1.601 1.601 1.471
2024 1.601 1.601 1.413
2025(*) 1.601 5.148 44

Note: Data for 2025 are cumulative as of May.
Source: IGAE

However, despite the quantitative importance of defence expenditure and
its impact on the public deficit, the monitoring of the Plan's implementation
has significant limitations.

From a budgetary perspective, it is difficult to determine which portion of the
increases in initial appropriations and spending execution corresponds
specifically to the Defence Plan, given the absence of disaggregated
information. This difficulty arises since the origin of the increases in
appropriations may be due to several factors: (i) the particular lag in initial
appropriations after two consecutive years of budgetary extensions, (ii) the
recurrent underfunding of the Ministry of Defence's appropriations, and {iii)
the increases directly linked to the Plan. Moreover, in the case of the PEMs,
it is essential to have additional information to distinguish whether the
spending corresponds to annual investment already committed or to
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financial spending derived from the pre-financing granted by the Ministry of
Industry.

In national accounting terms, the fraceability of the Plan's impact is even
more limited. To forecast when spending will be allocated to the public
deficit, it is necessary to know the total amount of each PEM (not just the
annual amount for a given year) and the delivery time of the military asset.
Without this information, it is not possible to make a proper estimate of the
fiscal impact.

At present, this information is only published on an ad hoc basis in some
references of the Council of Ministers regarding the implementation of the
Plan. One example is the resolution of the Council of Ministers of May 13,
2025, on the PEM for the Supply Vessel (BAC Il), which provides a breakdown
of the total amount of the investment, the pre-financing, its distribution by
year and the expected year of delivery - around 2030 - which makes it
possible to estimate its allocation in national accounting terms. However, the
information published on the PEMs included in the Plan is generally
aggregated and lacks the level of detail needed to project its distribution by
year and the impact on the public deficit.

In light of these limitations in monitoring the impact of the Plan in national
accounting terms and, broadly speaking, of defence expenditure, AIReF
makes its own forecasts. To estimate the investment cost associated with the
PEMs, it takes into account the pre-financing appropriations granted in
previous years by the Ministry of Industry and the commitments made by the
Government within the framework of NATO for the coming years.

TABLE B_3.3. DEFENCE EXPENDITURE IN NATIONAL ACCOUNTING TERMS. AIREF AND EUROPEAN
COMMISSION FORECASTS FOR 2024 AND 2025 (% GDP)

DEFENCE EXPENDITURE NA 2023 2024 (F) 2025 (F)
Compensation of employees 0,5 0,5 0,5
Intermediate consumption 0,2 0,2 0,3
Gross capital formation 0,2 0,1 0,3
Other 0,0 0,0 0,0
TOTAL AIREF 0,9 0,8 1,1
TOTAL EUROPEAN COMMISSION 0,9 1,3

Source: IGAE, AIReF and European Commission.

According to these forecasts, both AIReF and the European Commission
expect asignificant increase in defence expenditure in national accounting
terms in 2025, estimated at 0.3 and 0.4 points of GDP, respectively. However,
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this estimate is subject to significant uncertainty, as it depends heavily on the
final amount of military payments.

3.3. Analysis by sub-sector

All sub-sectors, except the CG, show growth in primary expenditure net of
revenue measures above the 2025 MTP commitment of 3.7%. Although the
European expenditure rule is not binding on individual sub-sectors or GG
authorities, AIReF estimates the confribution of each sub-sector to complying
with the European fiscal framework commitments. For 2025, growth below the
3.7% CG reference rate is insufficient to offset growth in the other sub-sectors
above the MTP reference rate. In this regard, the SSFs show the highest
increase in net expenditure, at 5.9%.

FIGURE 38. PRIMARY EXPENDITURE NET OF REVENUE MEASURES IN 2025 BY GG SUB- SECTOR (% CHANGE)
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AlReF reduces its estimate of the fiscal balance of the GG Sector by almost 0.2
points to 2.7%, and also modifies the distribution by sub-sector. AIReF considers
that the fiscal balance of the CG and the ARs will improve by slightly less than
0.1 points of GDP each, which, in the case of the ARs, means maintaining a
balance of 0.4% of GDP. This improvement will be partially offset by a 0.1-point
deterioration in the SSFs' fiscal balance.
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TABLE 10. NET LENDING/BORROWING BY SUB-SECTOR

2025
MTP Monitoring Current
GG -2,8 -2,7
CG -2,2 -2,1
SSFs -0,4 -0,5
ARs -0.4 -0.4
LGs 0.3 0.3

Source: AlIReF and IGAE

3.3.1. Central Government

AIReF forecasts that the CG will not comply with the national expenditure rule
in 2025, estimating growth in net eligible expenditure of around 6.5%,
compared with the 5.1% forecast in the previous report, which widens the gap
with respect to the 3.2% limit established for this year. This upward revision in
net expenditure growth is due to a twofold effect. First, the new information
modifies the impact of permanent revenue measures from positive (reducing
the calculation of eligible expenditure by approximately €450m) to negative
(increasing it by slightly more than €200m). Second, the increase in estimated
eligible expenditure is a result of the upward revision of certain spending items.
Specifically, based on new information and the incorporation of the latest
spending measures adopted by the Government (summer transport subsidies
for young people and subsidies to energy-intensive companies). Furthermore,
as a novelty with respect to the previous report, AIReF has ceased excluding
financial support from the calculation of the national expenditure rule,
following the Ministry of Finance's change in criterion adopted in the Report
on Compliance with the Fiscal Rules for 2024, published in June. To comply
with the expenditure rule, a reduction in spending of approximately €5.6bn
would be necessary, bringing the deficit to -1.8%.

In relation to the European expenditure rule, AlIReF estimates net expenditure
growth of 2.6% in 2025, compared with the 2.2% forecast in the previous report.
This represents a slight reduction in the margin left by the CG to comply with
the 3.7% rate committed to in the MTP for the GG Sector. The only changes
infroduced since the previous report coincide with those indicated in relation
to the national expenditure rule, and also affect the forecast of net European
expenditure. Specifically, these changes are due to the increase in eligible
expenditure resulting from new measures, the upward revision of certain
expenditure items, and the downward revision of the estimated impact of
permanent revenue measures. The remaining elements in the calculation
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remain unchanged. Unlike the natfional expenditure rule, the European
expenditure rule includes in its calculation both one-off expenditure (notably
court rulings, which are particularly relevant for the CG) and revenue from
temporary measures, notably the decision not to deflate the PIT rate for
inflation, which has a significant impact. Given that the net expenditure
forecast for the CG is slightly below the 3.7% rate, this would leave room for
other sub-sectors to help meet the GG Sector rate. However, this net
expenditure forecast does not include the possible differentiated treatment of
the increase in defence expenditure to 1.5% of GDP, as the activation of the
national escape clause has not been requested, although the Government
could do so at any time.

AlIReF estimates a CG deficit of 2.1% of GDP for 2025, an improvement of
almost 0.1 points on the estimate in the previous report. This improvement is
due to the upward revision of the revenue forecast exceeding the estimated
increase in expenditure. Specifically, revenue is expected to increase by
almost 0.3 points as a weight of GDP, driven by strong income tax collection.
Expenditure also increases its ratio to GDP by 0.2 points. This difference
between the increase in revenue and expenditure explains the improvement
in the deficit forecast for the CG. Finally, if the DANA effect is excluded, the
deficit would stand at 1.9% of GDP.

FIGURE 39. NET LENDING/BORROWING OF THE CG (% GDP)

Range of uncertainty Observed

=== A|ReF eed{Je° Estimado AlIReF
® ER compliant balance

2023.12
2024.03
2024.06
2024.09
2024.12
2025.03
2025.06
2025.09
2025.12

Source: AlIReF and IGAE

3.3.1.1 Cenftral Government revenue

AlReF forecasts that CG revenue will reach 19.2% of GDP in 2025, without the
RTRP, 20.1% including it, 0.2 points higher than in the previous report. The CG's
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total revenue has been revised upwards due to new information on tax

collection, primarily the end of the PIT campaign and recent VAT accrual
data.

TABLE 11. CENTRAL GOVERNMENT REVENUE WITHOUT RTRP (% GDP)

AlReF

2024 2025

REVENUE 18,8 19,2
TAXES 15,0 15,5
On production 7.9 8.0
Onincome 7.5 7.7
Capital 0.0 0.0
CONTRIBUTIONS: 0,6 0,6
Transfers bt.afween 13 13

GG authorities ’ ’

Other revenue 1.9 1,9

Source: IGAE and AlReF

FIGURE 40. CG REVENUE WITH RTRP (% GDP)
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3.3.1.2 Central Government expenditure

AIReF raises its forecast for CG expenditure, excluding the RTRP, for 2025 by 0.2
points of GDP compared with the previous report, placing it at 21.4% of GDP.
However, if the estimated spending associated with the DANA is excluded,
the level would decrease by 0.2 points, reaching 21.2% of GDP. According to
this new estimate, expenditure growth excluding the RTRP is forecast at 3.3%
in 2025, up from 2024 and higher than the 2.7% forecast in the previous report.
This increase is primarily attributed to the incorporation of new information,
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particularly from the latest published budgetary execution data, and to a
lesser extent, to the adoption of new spending measures by the Central
Government. In addition, if the disbursements linked to the RTRP are included,
the total expenditure forecast for the CG would stand at 22.2% of GDP for
2025.

The new information, mainly derived from budgetary execution data, has led
to an upward revision of the estimated 2025 expenditure by 0.2 points of GDP.
This increase affects both the State and its bodies. From the perspective of
expenditure components, the revision primarily focuses on current spending
and, to alesser extent, on capital spending. Within current spending, the most
notable increases are interest, current fransfers between GG authorities,
mainly to the SSFs, and other current transfers, which include grants and
spending associated with refugee care. In terms of capital spending, the
planned increases affect gross fixed capital formation, net acquisitions of non-
financial non-produced assets and investment aid. In confrast, capital
transfers between GG authorities are revised downwards due to a lower
forecast for transfers to LGs related to the DANA, according to the latest
available information.

The incorporation of the measures adopted since the previous report into the
CG's expenditure forecasts represents an additional increase of
approximately €360m. These new measures have been approved by three
Royal Decree-Laws (RDL 5/2025, RDL 6/2025 and RDL 7/2025), all of which were
issued after the publication of the previous report (see the section on
measures). Specifically, the measures have led to an increase in social
transfers in kind of €111m from transport discounts for young people during the
summer period (RDL 5/2025), as well as subsidies for products amounting to
€250m, in the form of support for energy-intensive companies (RDL 7/2025). In
addition, the update of transfers to Autonomous Regions and Local
Governments through the financing system for 2025 (RDL 6/2025) has not led
to an upward revision of transfers between GG authorities, as these amounts
were already included in AIReF's forecasts for 2025.
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TABLE 12. CENTRAL GOVERNMENT EXPENDITURE WITHOUT RTRP (% GDP)

AlIReF
2024 2025
EXPENDITURE 21,7 21,4
Compensation of employees 1.9 2,0
Intermediate consumption 0,9 1,0
Social transfers in kind via market 0,2 0,2
Social benefits in cash 1,7 1.8
Interest 2,1 2,2
Transfers between GG authorities 11,8 11,6
Gross capital formation 0,6 0,8
Subsidies and other expenditure 2,4 2,0
NET LENDING/BORROWING -2,9 -2,1

Source: IGAE and AIReF

%GDP

FIGURE 41. CG EXPENDITURE WITH RTRP (% GDP)
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FIGURE 42. ELIGIBLE EXPENDITURE FOR THE PURPOSES OF THE EXPENDITURE RULE CG (% CHANGE)
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Source: AIReF and IGAE

TABLE 13. AIREF FORECASTS OF CHANGE IN EXPENDITURE AND ELIGIBLE EXPENDITURE FOR NATIONAL AND
EUROPEAN EXPENDITURE RULE22. TOTAL CG (% CHANGE)

AlIReF forecast

Total Central Government

change 2025/2024
Expenditure (without RTRP) 3,3%
Eligible expenditure national expenditure rule 6,5%
Eligible expenditure European expenditure rule 2,6%

Source: AIReF and IGAE

3.3.2. Social Security Funds

AlIReF estimates average growth in primary expenditure net of revenue
measures of the SSFs of 5.9% for 2025. The European expenditure rule includes
the SSFs, unlike the national expenditure rule, although it only establishes a
commitment for the whole GG Sector. Growth in 2025 is above the 3.7% target,

22 Spending subject to the European expenditure rule differs from spending regulated
by the national expenditure rule. Unlike the latter, the European rule excludes national
spending on projects co-financed by EU funds, as well as one-off spending and other
temporary measures. In addition, it adjusts spending by taking info account temporary
discretionary revenue measures and not only permanent measures.
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reducing the margin for the other sub-sectors. The change from the previous
report is mainly due to an increase in total expenditure calculated for the sub-
sector.

TABLE 14. COMPARISON OF EXPENDITURE WITHOUT RTRP AND ELIGIBLE EXPENDITURE OF THE EUROPEAN
EXPENDITURE RULE OF THE SSFS (% CHANGE)

AIReF forecast

Social Security Funds

change 2024/2025
Expenditure (without RTRP) 6,7%
Eligible expenditure European expenditure rule 5,9%

Source: AIReF

AIReF forecasts a SSF deficit of -0.5% of GDP in 2025, 0.1 points higher than the
estimate in the last report. Although both expenditure and revenue are revised
upwards in nominal tferms since the last report, the former is revised upwards
by a larger magnitude, increasing the deficit by 0.1 points.

FIGURE 43. NET LENDING/BORROWING OF THE SSFS (% GDP)
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Source: AIReF and IGAE

The weight of revenue increases in 2025 from 15.4% of GDP in 2024 to 15.7%,
an upward revision of almost 0.1 points compared with the last report. Relative
to 2024, the increase in the GDP weight of revenue is mainly due fo the
evolution of its main item - social contributions - which are expected to grow
by 6.7%, 2 points above nominal GDP growth. The upward revision in 2025 also
stems from an increase in the forecast for transfers from the CG.
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TABLE 15. REVENUE OF SOCIAL SECURITY FUNDS WITHOUT RTRP (% GDP)

AlReF
2024 2025
REVENUE 15,4 15,7
Contributions 12,5 12,8
Transfers between GG authorities| 2.7 2,8
Other revenue 0.1 0,1

Source: IGAE and AlIReF

FIGURE 44. SSF REVENUE WITH RTRP (% GDP)
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Expenditure increases its weight of GDP by 0.1 points compared with the
previous report's estimate, to 16.2% of GDP in 2025, after closing 2024 at 15.9%.
The new information available indicates greater dynamism in cash social
benefits, specifically in spending on pensions, unemployment benefits and
benefits for temporary disability. In the case of pensions, the data reflect
stronger growth in both the number of pensions and the average pension.
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TABLE 16. EXPENDITURE OF SOCIAL SECURITY FUNDS WITHOUT RTRP (% GDP)

EXPENDITURE 15,9 16,2
Social benefits in cash 14,7 15,0
Pensions 11,6 11,7
Unemployment benefits 1.5 1,5
Other 1,7 1,8
Transfers between GG authorities| 0,5 0,5
Other expenditure 0,6 0,7

Source: IGAE and AIReF

FIGURE 45. SSF EXPENDITURE WITH RTRP (% GDP)
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The fiscal balance of the Social Security Funds remains stable in 2025, although
there are differences between agents. The improvement in the SEPE balance
of almost 0.1 points is due to the buoyancy of social conftributions, which offset
the increase in spending on unemployment benefits. The fiscal balance of the
Social Security system remains stable as both revenue and expenditure are
growing at a very similar rate of over 6%. FOGASA, on the other hand, stands

at equilibrium.

July 16, 2025

81



Report on Budgetary Execution, Public Debt and Expenditure Rule 2025 @

FIGURE 46. BALANCE OF SOCIAL SECURITY FUNDS BY AGENT (% GDP)

0.3
0.2
0.1
0.0
-0.1
-0.2
-0.3
-0.4
-0.5
-0.6
-0.7
-0.8

-0.5

2024 2025

I SSS SEPE ee©-<e* SSFs

Source: AIReF, Social Security, SEPE and IGAE.

3.3.3. Autonomous Regions
3.3.3.1 Analysis of the sub-sector

AlIReF continues to see a risk of non-compliance with the 2025 expenditure
rule and maintains its forecast deficit for the regional sub-sector at 0.4% of
GDP. AIReF raises the revenue and expenditure not associated with the RTRP
expected at year-end 2025 for the ARs, slightly improving the deficit forecast
in the previous report, which remains at 0.4% of GDP. This revision projects
growth in eligible expenditure at 5.8%, slightly higher than the 3.2% reference
rate in force for the 2025 expenditure rule, as compared with the previous
report. The risk of non-compliance with the natfional expenditure rule in 2025
thus remains.
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FIGURE 47. ELIGIBLE EXPENDITURE FOR THE PURPOSES OF THE EXPENDITURE RULE ARS 2025 (% CHANGE)
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Source: IGAE, AIReF and ARs forecasts.
TABLE 17. AIREF FORECASTS OF CHANGE IN EXPENDITURE AND ELIGIBLE EXPENDITURE FOR NATIONAL AND
EUROPEAN EXPENDITURE RULE. TOTAL ARS (% CHANGE)

AIReF Current
forecast AlIReF

Rep. MTP  forecast
25-28 % change

% change 25/24

Expenditure (without RTRP) 4,3 4,8
Expenditure without high altitude isolated depression 40 44
- DANA (without RTRP) ’ ’

Eligible expenditure national expenditure rule 53 5,8
Eligible expenditure European expenditure rule 53 4,9

Source: AIReF

Compliance with the expenditure rule in 2025 would bring the sub-sector to
equilibrium under AlReF's revenue scenario. According to AIReF forecasts, a
3.2% increase in eligible expenditure would mean growth of slightly less than
3% in net expenditure not associated with the RTRP. Consequently, the sub-
sector would achieve a deficit close to equilibrium, considering AlReF's
estimates of revenue not associated with the RTRP, more than 60% of which is
revenue reported by the regional financing system under the general regime.
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FIGURE 48. NET LENDING/BORROWING OF ARS (% GDP)
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Source: IGAE and AlReF.

The Economic-Financial Plans (PEFs) of the ARs submitted to date for a
preliminary report from AlReF anticipate compliance with the expenditure rule
in 2025. Although AIReF does not yet have all the PEFs that the ARs must submit
due to non-compliance with the 2024 expenditure rule, the documents
available foresee compliance with the 2025 expenditure rule, generally
adjusted to the 3.2% limit. Of the four ARs that are not required to submit a PEF
because they complied with the expenditure rule in 2024, both Castile-La
Mancha and the Canary Islands estimate eligible expenditure growth below
3.2% in 2025, while Andalusia and Extremadura expect to exceed this limit.

AIReF forecasts that the revenue of the ARs in 2025, excluding the RTRP, will
grow by 3%, reaching 15.1% of GDP. Overall, revenue forecasts have
increased compared with those in the May report, driven by new information
on the execution of European funds and an upward revision to expected
revenue from the Tax on Asset Transfers and Documented Legal Acts
(TATDLA). Considering the possible revenue from the RTRP, revenue is
expected to reach 15.5% of GDP.
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TABLE 18. REVENUE OF THE ARS WITHOUT RTRP COMPARISON WITH MTP MONITORING REPORT 25-28 (% GDP

AND % CHANGE)
AIReF Current
Forecast AIReF
2025 forecast
Rep. MTP 2025
% GDP % GDP
Net revenue without RTRP 15,0 2 15,1 3
Net RFS 9,6 3 9,6
Net IPs 8,9 9 8,9
Net Settlement 0,7 -43 0,7 43
Tax on Asset Transfers and
Documented Legal Acts 0,8 7 0,8 I
Inheritance and Gift Tax 0,2 -5 0,2 |
Other non-RFS tax 0,9 5 0,9
Other revenue 3,6 0 3,7 2

Source: IGAE and AlReF

The ARs maintain the measures announced in previous reports and are
planning further tax cuts. The ARs maintain the measures announced in their
medium-term budgetary plans in March, although in some cases they have
revised their assessments or shifted part of the impact to subsequent years. In
addition, some ARs have included new measures, mostly tax cuts, which will
impact revenue and the expenditure rule, mainly as of 2026. This is the case of
Valencia, which approved new tax reduction measures at the end of May;
Galicia, which assesses a set of measures adopted by Law 5/2024 on tax
measures, with a negative overall impact; and Asturias, which quantifies the
impact of the deductions approved in PIT as of 2025. In contrast, some ARs are
adopting new measures with a positive, albeit limited, impact, as is the case
of Cantabria.
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FIGURE 49. AR REVENUE (INCLUDING RTRP) (% GDP)
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Source: IGAE and AlReF

Expenditure of the ARs not associated with the RTRP will grow by 5%, in line with
AIReF’s estimates, reaching 15.5% of GDP. AIReF has revised upwards its overall
expenditure forecasts for year-end 2024 compared with the estimates
considered in the previous report, mainly due to the execution observed to
date and new information on European funds. This increase is partly offset by
the new measures announced by the ARs. Considering expenditure financed
by the RTRP, expenditure could reach 15.8% of GDP.

TABLE 19. EXPENDITURE OF THE ARS WITHOUT RTRP. COMPARISON WITH MONITORING REPORT MTP 25-28 (%

GDP AND % CHANGE).

AIReF Current

forecast AIReF

2025 forecast

Rep. MTP 2025

% GDP % GDP
Net expenditure without RTRP 15.4 4 15.5 5
Intermediate consumption 2.6 5 2.6 4
Compensation of employees 6.7 4 6.7 4
Social transfers in kind 24 4 24 4
Interest 0.5 6 0.5 6
Other current expenditure 1.8 6 1.8 6
Capital expenditure 1.5 2 1.6 8

Source: AlIReF and IGAE
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Several ARs have announced new spending measures that they expect will
generate savings in 2025, although new salary increases, and staff additions
are also being incorporated. The PEFs submitted to date by several ARs include
the implementation of rationalisation and efficiency measures in spending,
particularly in the health sector, as well as non-availability agreements,
reprogramming of investments and other temporary measures from which
savings are expected in 2025, which offset part of the increase expected from
the staff measures adopted for this year, to which some new ones have been
added.

FIGURE 50. AR EXPENDITURE WITH RTRP (% GDP)
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Source: IGAE and AIReF.

3.3.3.1.1 Individual analysis

AIReF continues to see a risk of non-compliance with the 2025 expenditure
rule by most ARs. Based on AlIReF's forecasts for revenue and expenditure, as
well as the evolution of the main elements considered in the calculation of the
expenditure rule, and pending analysis of the PEFs of four ARs, it is noted that
eligible expenditure in 2025 is expected to grow in all ARs above the reference
rate of 3.2%. However, in some cases, the deviation observed is insignificant
(Castile and Leon, Galicia and Castile-La Mancha) or seems to be largely due
to specific circumstances arising from the recording of European funds (mainly
Andalusia and Extremadura). In 2024, these funds helped contain the growth
of eligible expenditure, and in 2025, they will have the opposite effect. In these
cases, once the neutral registration of European funds stabilises in 2026, the
distortions of previous years will be eliminated. In addition, in several of the PEFs
analysed to date (Cantabria and Catalonia), it can be seen that, although
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the measures contained therein may be insufficient to correct the deviation
in 2025, growth adjusted to the current limit of 3.3% could be achieved in 2026.

FIGURE 51. MAP OF THE ARS CHANGE IN ELIGIBLE EXPENDITURE ER 2025 (% CHANGE)
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AIReF considers that nine ARs could close 2025 with a balanced budget or
surplus, and two with deficits of 0.1 points. Compared with the May reports,
and without prejudice to any updates that may arise from the analysis of
pending PEFs, AIReF's fiscal balance forecasts have improved for five ARs: the
Balearic Islands, Cantabria, Navarre, the Basque Country and Rioja. Only in
Extremnadura has a deterioration occurred, while the other ARs maintain their
current status. Thus, it is still expected that most will achieve a surplus or near
balance in 2025. Only the ARs of Murcia and Valencia will close 2025 with a
deficit of more than 1% of GDP, while deficits of around 0.5 points are
expected for Aragon and Catalonia.
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FIGURE 52. MAP OF ARS NET LENDING /BORROWING 2025 (% GDP)
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A detailed breakdown of each AR is included, where applicable, in the
individual reports published with this report and will be supplemented by those
to be issued in the near future. The individual analysis of the ARs that have
submitted an Economic-Financial Plan (PEF) to date due to non-compliance
with the 2024 expenditure rule is included in the reports issued by AIReF on
these plans prior to their submission to the competent body for approval (Fiscal
and Financial Policy Council for ARs under the general regime; and the
Coordinating Committee of the Economic Agreement or the Joint Committee
of the Economic Agreement, in the cases of Navarre and the Basque Country,
respectively). In the regions that complied with the fiscal rules in 2024
(Andalusia, the Canary Islands, Castile-La Mancha, and Extremadura), the
analysis is contained in the respective individual reports on budgetary
execution, public debt and the expenditure rule for 2025. An individual view is
still pending for those ARs that, having been obliged to submit a PEF, had not
submitted it fo AIReF at the date of preparation of this report, or, having
submitted it, it had not been possible to complete the analysis. These latter
reports will be published as the complete information and pending PEFs are
received and analysed.
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3.3.4. Local Governments

AlIReF estimates that eligible expenditure for the purposes of the national
expenditure rule will increase by 3% for the LG sub-sector in 2025, so it would
not exceed the reference rate of 3.2% set for that year. In May's Report on the
Monitoring of the MTP, AIReF projected 4% growth in eligible expenditure and,
consequently, arisk of non-compliance with this fiscal rule. The current analysis
takes info account the publication of the first report on compliance with the
budgetary stability and public debt targets and the expenditure rule for 2024,
as well as the update of data on permanent regulatory changes provided by
the main LGs and the impact of the measures to be implemented by the
aoffected LGs to mitigate the effects of the DANA. Of all these new
developments, the updated impact of the additional revenue from the
adaptation or infroduction of the local solid urban waste rates, provided for
under Law 7/2022 of April 8", on waste and contaminated soils for a circular
economy, is the main element that determines the differences from May's
report. However, it should be remembered that compliance with the
expenditure rule is evaluated at the individual level of each LG.

AIReF estimates 4.2% growth in primary expenditure net of measures for the
purposes of the European expenditure rule. In the last report in May, the growth
in this net primary expenditure was estimated at over 5%, reflecting the impact
of the revenue measures as less favourable.

FIGURE 53. GENERAL GOVERNMENT. NET LENDING/BORROWING (% GDP)
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TABLE 20. AIREF FORECASTS OF CHANGE IN EXPENDITURE AND ELIGIBLE EXPENDITURE FOR NATIONAL
AND EUROPEAN EXPENDITURE RULE. TOTAL LGS (% CHANGE)

AlIReF Current
forecast AlIReF
Rep. MTP forecast
25-28 % change
% change 25/24 25/24
Expenditure (without RTRP) 55 52
Eligible expenditure national expenditure rule 4,1 3,0
Eligible expenditure European expenditure rule 5,1 4,2

Source: MINHAC and AlIReF

AIReF estimates that the LG sub-sector will achieve a surplus of 0.3% of GDP in
2025, in line with the projections reflected in May's report. This represents a
decrease of 0.1 points compared with the fiscal balance recorded in 2024.
AlIReF has updated its year-end forecast for 2024 based on the information
received from the large LGs regarding year-end 2024 and the new estimates
for 2025 derived from the cumulative execution of the current year. The
analysis includes the update of instalment payments under the LG financing
system, as approved by Royal Decree-Law 6/2025 of June 17, which adopfs
measures related to the revenue of the LG financing systems. Additionally, it
covers the settlement of the Financing System for 2023, as published by the
Ministry of Finance. Given that this new information essentially confirms the
figures announced last year and already taken into account by AIReF in its
previous forecasts, the estimates made in May remain largely unchanged.

FIGURE 54. EVOLUTION OF NET LENDING/BORROWING OF THE LGS (% GDP)
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AIReF estimates LG revenue growth at around 4%, after deducting RTRP funds.
The revenue forecast by AIReF for year-end 2025 is expected to show growth
of almost 4% compared with 2024, maintaining its weight of GDP at 6.4%.
Compared with the previous report, the overall revenue estimates for the sub-
sector are very similar. However, there are differences between the two
reports in terms of components. On the one hand, the growth in agreed taxes
from the Provincial Councils of the Basque Country has been reinforced once
the cumulative tax collection for the year to May was known, which implies a
higher estimate for this group of taxes for year-end of more than €350m. Finally,
the new data obtained in relation to the revenue transferred by the CG to the
LGs affected by the DANA to mitigate its effects, along with the update of the
information relating to interest, lower the estimates compared with last May
by nearly €400m. The growth in local revenue for 2025, excluding RTRP funds,
would be approximately 4%, with a GDP weight of 6.5%.

TABLE 21. EVOLUTION OF LG REVENUE WITHOUT RTRP (% GDP AND % CHANGE)

AIReF
Current
forecast
AlIReF
2025
forecast
Rep.
2025
MTP
% GDP
% GDP
Net revenue without RTRP 6,4 4 6,4 4
Net RFS 1,7 / 1,7
Net IPs 1,5 13 1,5 13
Net Settlement 0,1 -56 0,1 -58
OTHER TAXES ON PRODUCTION 1,1 ) 11 |
VAT 0,5 9 0,5 Il
PIT, CIT 0,6 7 0,6 10
OTHER TAXES 0,6 4 0,6
SALES 0,6 5 0,6
Other revenue 1,4 4 1,4

Source: MINHAC and AIReF
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FIGURE 55. LG REVENUE (INCLUDING RTRP) (% GDP)
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Source: MINHAC and AIReF

In terms of expenditure, AIReF has revised its May forecasts for 2025
downwards, estimating a year-on-year increase of nearly 5%, excluding the
RTRP, which accounts for a 6% weight of LG expenditure in GDP. The new
information received regarding the planned implementation of measures
related to the DANA represents a reduction in LG sub-sector expenditure of
approximately €300 million, primarily in gross capital formation and investment
aid. It is also necessary to highlight the update of current transfers to be paid
by LGs to other GG authorities. On the one hand, transfers from the Provincial
Councils to the Autonomous Region of the Basque Country are increased to
enable it to participate in the expected higher growth in agreed tax revenue.
On the other hand, the May report anficipated an update of the quota to be
paid by the Provincial Councils to the State under the assumption that the
General State Budget would be approved in 2025, while in the present
analysis, AIReF has considered the extension of this item with respect to the
previous year, resulting in a reduction in the payment of close to €300m.
Overall, current transfers to other GG authorities are reduced by just under
€100m compared with last May's report. The year-on-year increase in LG
expenditure in 2025, excluding the impact of RTRP-related spending, would be
approximately 5.5%, thereby maintaining its weight of GDP at 6.1%.

TABLE 22. EVOLUTION OF LG EXPENDITURE WITHOUT RTRP (% GDP AND % CHANGE)
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AlReF
Current
forecast
AIReF
2025
forecast
Rep.
2025
MTP
% GDP
% GDP
Net expenditure without RTRP 6,1 6 6,0
Intermediate consumption 1,9 4 1,9
Compensation of employees 1,9 4 1,9
Contribution of Provincial Councils to Basque Country 0,8 9 0,8 11
Other current expenditure 0,6 7 0,6
Capital expenditure 0,8 9 0,7
Source: MINHAC and AIReF
FIGURE 56. LG EXPENDITURE (INCLUDING RTRP)(% GDP)
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Source: MINHAC and AIReF

3.3.4.1.1 Analysis of the group of 25 large LGs

AlReF forecasts a surplus of around 5% of non-financial revenue for the 25 large
LGs in 2025, in line with estimates in the Report on the Initial Budgets in April.
AIReF has incorporated new information submitted by the LGs themselves
regarding their year-end forecasts, based on current cumulative execution,
as well as new information on revenue from the State regarding instalment
payments and the publication of data relating to the 2023 settlement. This new
information has led to a revision of AIReF's estimates, which broadly uphold
those made in April, albeit with some differences.
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AIReF forecasts that all 25 large LGs will achieve a surplus for 2025. In absolute
terms, compared with previous forecasts, the fiscal balances of the City
Councils of Madrid and Valencia improved, while the estimates for the City
and Provincial Councils of Seville worsened. The breakdown of these estimates
is contained in the Supplementary Report on Individual Evaluation, published
alongside this report.

The 2025 forecasts for the group of large LGs are worse than those sent with the
initial budgets for the year, although performance varies widely. This group of
large LGs has revised its year-end 2025 estimates downwards, from a
combined surplus of more than 3% of its non-financial revenue, according to
information submitted in April, to less than 3% according to its current data. In
general, LG revenue forecasts are prudent. Given that, as indicated above,
the update of the 2025 instalment payments of the LGs was approved in mid-
June, many of the LGs in this group have not incorporated this update into the
estimates submitted to AIReF for the preparation of this report. Despite this
deterioration, only the City Council of Palma and the Provincial Councils of
Valencia and Biscay project a deficit in 2025.

AIReF estimates a high risk of non-compliance with the expenditure rule in four
large LGs, as the estimated growth in eligible expenditure in 2025 exceeds 5%
in the cases of the City Councils of Murcia, Palma, Las Palmas de Gran Canaria
and Cordoba. In four of the large LGs analysed, AIReF forecasts that, given the
cumulative execution and assuming the impact of the reported exclusions
and regulatory revenue measures remains constant, there is a high risk of non-
compliance with the expenditure rule. These are the City Councils of Murcia,
Palma, Las Palmas de Gran Canaria and Cordoba. The increases in the City
Councils of Palma and Cordoba are particularly significant, with reported
growth of over 9%.

To ensure compliance with the expenditure rule, the four large LGs at risk
would need to increase their financing capacity by between 2 and 5 points of
revenue. In the four LGs analysed where there is a risk of non-compliance with
the expenditure rule, in order to ensure compliance, the fiscal balance
estimated by AIReF, under its revenue scenario, should be increased by
significant amounts in the cases of the City Councils of Paima and Cordoba
(around 5 points).
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TABLE 23. LARGE LGS AIREF ESTIMATE OF NET LENDING (NL) NECESSARY TO COMPLY WITH EXPENDITURE RULE.
(% REVENUE)

NL Increase in NL

compatible with 2025 compatible with

Eligible
Expenditure

expenditure rule expenditure rule
2025

compliance compliance

% | NFR  Change 2025 (%) % | NFR
City Council Murcia 56 57 7,7 2,0
City Council Palma 2,9 9,2 7,9 5,0
City Council Las Palmas GC 13,3 53 14,8 1,5
City Council Cordoba 42 9,3 91 4,9

Source: Local Governments and AIReF.

3.4. Impact of the measures on the General Government
accounts

AIReF includes in its forecasts the measures approved or announced and
estimates the impact during their legally established term. In comparison with
the last report, the Government has not announced any new measures with
a revenue-raising impact. Neither has there been any substantial change in
the assessment of the measures already announced prior to the May report,
except for Corporate Income Tax, where the re-estimation of measures has
resulted in an additional €1.1bn.

3.4.1. DANA measures

The measures approved to mitigate the effects of the DANA are expected to
have an impact on the Spanish National Accounts of more than 0.2 points of
GDP in 2025, with no significant changes compared with the last report in May.
The GG approved a set of measures to respond to the damage caused by
the DANA between October 28M and November 4th, 2024. The estimated
impact on the Spanish National Accounts has increased slightly since the May
report, by approximately €50m, but, as a percentage of GDP, the totalimpact
for the GG Sector remains at 0.7 points from 2024 to 2029. The fiscal impact is
borne mainly by the CG, although all GG authorities incur the expenditure.
Overall, the measures to mitigate the effects of the DANA have had an impact
of 0.4% of GDP in 2024, and AIReF estimates an impact of just over 0.2% of GDP
in 2025.
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TABLE 24. IMPACT OF THE MEASURES APPROVED TO MITIGATE THE EFFECTS OF THE DANA

Fiscal impact of measures fo mitigate the  National

effects of the DANA Accounfing 2024 2025 2026-2029
Impact
- % - % - % - 3
€ million GDP € million GDP € million GDP € million GD
CG 8537 055225 03[ 3.262 0,2 49 0,0
Support for Households 4.712 03| 4712 03 0 0,0 0 0,0
Insurance Compensation
Consorfium 4.712 0.3 4.712 03 0 0,0 0 0,0
Support for companies 427 0,0 272 0,0 155 0,0 0 0,0
ICO guarantee line 7 0.0 2 0.0 5 0.0 0 0.0
Direct suppgrt to companies 420 00 270 00 150 00 0 0.0
and professionals
Other 965 0,1 176 0,0 789 0,0 0 0,0

Transfers made fo LGs 2394 02 39 00| 2306 01 49 0,0

Transfers made to SSFs 39 0,0 26 0,0 13 0,0 0 0,0
SSFs 117 0,0 57 0,0 60 0,0 0 0.0
Exemption from contributions for ERTES 35 0.0 17 0.0 18 0.0 0 0.0
ERTE benefit due to force majeure 82 0.0 40 0.0 42 0.0 0 0.0
Benefit for cessation of activity 15 0,0 5 0,0 10 0.0 0 0,0
Temporary disability as a work accident 16 0,0 16 0.0 0 0.0 0 0,0
Other measures 8 0.0 6 0.0 3 0.0 0 0.0
Transfers received from CG -39 0,0 -26 0,0 -13 0,0 0 0,0
ARs (Valencia) 2660 02 278 00| 1.344 01| 1.038 0,1
Investment and Infrastructure 448 0,0 27 0.0 172 0.0 248 0.0
Supplies, environment, cleaning and others 405 0.0 56 0.0 237 0.0 111 0.0
Support for households 1.203 0,1 105 0.0 497 0.0 601 0.0
Support for companies and the self- 551 0.0 100 0.0 343 0.0 108 0.0
employed

Transfers made to LGs 115 0.0 5 0.0 110 0.0 0 0.0

PIT deductions, rebates for Inheritance &
Gift Tax , Tax on Asset Transfers and

Documented Legal Acts, gaming taxes and 0 00| 14 00 15 00 3t 00
sewerage levy

LGs 426 0,0 18 00| -517 00 928 0.1
Infrastructure 1.745 0.1 0 0.0 969 0.1 978 0.1

Property Tax exemption & reduction in Tax

on Economic Activities 2024 73 00 0 00 73 00 0 00

Other measures financed by CSA 556 0,0 1 0.0 353 0.0 0 0.0
Other LG measures 545 0,0 61 0.0 484 0.0 0 0.0
Transfers received from AR of Valencia -119 0,0 -5 0,0 -110 0.0 0] 0,0
Transfers received from CG -2394 -02| -39 0,0 [ -2.306 -0,1 -49 0,0
Total GG 11.740 0,7 [ 5579 04| 4150 02| 2015 0,1

3.4.2. Measures to alleviate the energy crisis

In terms of expenditure, the impact of the measures approved in response to
the energy crisis is almost €1.5 bn for 2025, approximately 0.1 points of GDP.
Since AlReF's last statement in the May report, several measures have been
approved, totaling €360m. On the one hand, Royal Decree-Law 5/2025 of
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June 10t on measures to promote the use of collective public transport by
young people for journeys made in the summer period of 2025 renews these
measures, whose total impact for this year is estimated at €110m, half that of
2024. On the other hand, Royal Decree-Law 7/2025 reactivates the support
mechanism to guarantee the competitiveness of the energy-intensive
industry, including an 80% discount on electricity fransmission and distribution
tolls for this industry, and is estimated to have an impact of €250m this year.

On the revenue side, the impact in 2025 is practically nil, given the
reinstatement of VAT rates and the Special Tax on Electricity. The measures
adopted to alleviate the energy crisis and price rises sfill had a significant
negative impact in 2024, estimated by AIReF at €4.02bn (0.3 points of GDP).
However, given the full reinstatement of rates in 2025, the budgetary impact
is residual, with the only two measures that become permanent standing out:
the reduction of the VAT rate on olive aoil (from 10% to 4%) and on fermented
milk (also from 10% to 4%), with areduction of €188m. For its part, the allocation
to Spanish National Accounts of the recovery of the 4% rate on basic foodstuffs
translates into an increase in tax collection of €120m in 2025.

Furthermore, the Tax on the Value of Electricity Production is fully reinstated in
2025, with assumptions of €777m less in tax collection in 2024. The suspension
of the Tax on the Value of Electricity Production was in effect from the third
quarter of 2021 to December 315, 2023, extending its impact until 2024, since
the last quarter of each year is paid in the first quarter of the following year.
However, this loss of revenue had no impact on the deficit as the fransfer to
the electricity sector was reduced by the same amount.
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TABLE 25. IMPACT OF MEASURES IN RESPONSE TO THE ENERGY CRISIS IN NATIONAL ACCOUNTING TERMS:
AIREF ESTIMATE

Impactin National Accounting terms

(€ million) -164
Revenue measures
(% GDP) 0.0
VAT -2.935 -164
VAT on Electricity -907 0
VAT on gas, briquettes and pellets -125 0
VAT on basic foodstuffs -1.566 25

From 4% to 0% until 30/09/2024
From 4% to 2% from 01/10/2024 to 31/12/2024

VAT on olive oil -141 0
From 10% to 5% until 30/06/2024
From 10% to 0% from 01/07/2024 to

30/09/2024
From 10% to 2% from 01/10/2024 to

31/12/2024

VAT on seed oils and pasta -196 0
From 10% to 5% until 30/09/2024
From 10% to 7.5% from 01/10/2024 to

31/12/2024
VAT on olive oil and fermented milk as a staple food -188
(4%)
STs -1.080 0
ST on Electricity -1.080 0
Expenditure measures (€ million) 2.409 1.147
(% GDP) 0,2 0.1
Fuel allowance 344 0
Sectoral support 50 255
Electricity tariff deficit
Direct support for individuals
Other support for individuals 2.015 892

(€ million) -1.310
(% GDP) -0,1

Total measures

Tax on the Value of Electricity

. . -777 0
Production: Suspension

Source: Government and AIReF estimates
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3.4.3. Other Central Government revenue meaqsures

In tax matters, AlIReF estimates that in 2025, the structural and temporary
measures excluded from the previous sections will yield tax collection
equivalent to 0.3% of GDP, 0.1 points above the May report. Structural
measures will have practically no impact. For PIT, they are expected to
conftribute tax collection of €50m due to the 2-point increase in the maximum
marginal rate applicable to the savings base, which fully offsets the increase
in the reduction of earnings from work and the increase in the minimum tax
rate. For special taxes, they are expected to bring in €87m more due to the
infroduction of a new tax on electronic cigarettes and the increase in the
tobacco products rate. Temporary measures, however, are expected to have
a substantial impact on tax collection in 2025, contributing €5.4bn. The bulk of
this revenue is expected to come from the reinstatement of the limitation on
offsetting tax losses in consolidated groups, as well as the limits set in RDL
3/2016 by Law 7/2024, which are anticipated to contribute a combined
€3.9bn in tax collection, €1.1bn more than estimated in May. For its part, the
Tax on Interest and Commissions is expected to contribute €1.3%bn in public
revenue in 2025, representing a downward revision by €310m compared with
May, as a result of the tax collection observed in the first instalment payment
in June, which accounts for 40% of the total. In addition, regarding Corporate
Income Tax, the reduction in rates for small and micro-companies, as well as
the minimum complementary tax, will not take effect until 2026. Furthermore,
the temporary energy levy ceases to apply in 2025, having raised more than
€1bn in tax revenue per annum over the previous two years.
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TABLE 26. REVENUE MEASURES: AIREF ESTIMATE IN CASH TERMS (MILLION EUROS)

Impact in National Accounting terms Source
PIT 142 50 -92
Increase in taxation on capital income Law 7/24 200 108 -92
Increase in reduction of workincome and minimum | GSB23and RD 58 58 0
taxation. 142/2024
Corporate Income Tax 0 0 0
Rate cut for small companies and micro-enterprises Law 7/24 0 0 0
Special taxes (*) 127 87 -40
Tax on e-cigarettes Law 7/24 51 11 -40
Rate increase on tobacco products Law 7/24 76 76 0
OTHER 0 0 0
Minimum supplementary tax for companies Law 7/24 0 0 0
Corporate Income Tax: 2.837 3.939 1.103
Limitation on offsetting losses in consolidated groups Law 7/2024 2.187 2.651 465
Resetting limits of RDL 3/2016 Law 7/2024 650 1.288 638
OTHER 1.700 1.390 -310
Tax on Financial Institutions / Tax on Net Interest
o Law 7/2024 1.700 1.390 -310
Income and Commissions
Energy sectorlevy 0 0 0
4.805 5.466 661
Total measures
0,29 0,33 0,0

Source: Government and AIReF estimates. (*) The estimate of these measures includes the
increase in revenue they also lead to in the collection of VAT.

3.4.4. Social Security Fund measures

AIReF estimates the increase in SSF revenue from the measures to be rolled out
during 2025 at 0.1 points of GDP, in line with the estimates in the last report.
AIReF forecasts that the Intergenerational Equity Mechanism, which was
increased from 0.7% to 0.8% this year, will generate an additional €701m in tax
revenue. It also estimates that the 4% increase in the maximum contribution
bases in 2025 - 2.8% corresponding to the CPl and 1.2% fixed, as established in
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the Thirty-eighth Transitional Provision of RDL 2/2023 - will generate additional
tax collection of €281m. Furthermore, the additional Solidarity Contribution,
which has been in force since this year, is projected to generate €349m.

TABLE 27. SOCIAL SECURITY REVENUE MEASURES. INCREMENTAL IMPACT IN 2025

Measure 2025
€m % GDP
MEI 701 0.04
Maximum bases 281 0.02
Additional Solidarity Contribution 369 0.02
TOTAL 1,351 0.08

Source: AlReF

The expenditure measures of the Social Security Funds also amount to 0.1
points of GDP, the same level as estimated in the last report. AIReF includes in
its forecasts the impact in 2025 of the expenditure measures approved by RDL
2/2023, which establishes an increase in hon-contributory pensions, including
an increase in the Minimum Income Scheme (MIS), and in minimum pensions
to guarantee certain poverty thresholds, and by RDL 3/2023, which reforms
unemployment benefits. In addition, following court rulings recognising the
right of parents to receive the child allowance or the gender gap allowance,
the number of pensioners receiving this allowance has increased, mainly men.
It is estimated that the disbursements from new recognitions of this allowance

will amount to €400m in 2025.

TABLE 28. SOCIAL SECURITY EXPENDITURE MEASURES. INCREMENTAL IMPACT IN 2025

2025
Measure
€m % GDP

Measures to increase the MIS, non-conftributory
pensions and minimum pensions in order to reach 734 0,04
the RDL 2/2023 poverty line
Ref fth | tb fit assist

eform of the unemployment benefit assistance 926 0,06
level RDL 2/2024
Paternity/gender gap supplements 400 0,02
TOTAL 2.060 0,12

Source: AIReF

July 16t, 2025

102



Report on Budgetary Execution, Public Debt and Expenditure Rule 2025 @

3.4.5. Regional measures adopted

The revenue measures adopted by the ARs are expected to have a minimal
impact on tax collection in 2025. The permanent tax cuts approved, with an
estimated impact of €344m, will be largely offset by the phasing out of
temporary measures from previous years and by the new environmental tax
regulation. As has been the case in recent years, albeit to a lesser extent, the
main tax measures adopted by the ARs that will affect tax collection in 2025
are those approved for PIT, which are expected to result in a fall of around
€278m. Due to the way the financing system works, these measures have a
greaterimpact on the ARs' revenue this year, including the effect of measures
that had an impact in previous years but were not reflected in the instalment
payments for those years. Tax reductions have also been approved for
Inheritance and Gift Tax, in addition to those adopted in previous years, for
Wealth Tax and, to a lesser extent, for the Tax on Asset Transfers and
Documented Legal Acts. Regarding this tax, however, Catalonia has
approved, together with tax benefits for certain groups, rate increases and
other measures that, in net terms, will increase the expected tax collection. In
addition, several ARs have implemented regulated changes in environmental
taxes or fees, which, when combined with the phasing out of temporary
measures from previous years, are expected to increase the ARs' revenue by
around €300m.
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TABLE 29. COLLECTION IMPACT IN 2025 OF THE REVENUE MEASURES ADOPTED BY THE ARS (€M)

Personal Inheritance

Income  and Gift Wealth Tax TATDLA O
Tax (¥) Tax taxes

ANDALUSIA 0 0 15 0 92 107
ARAGON 3 24 0 0 10 17
ASTURIAS 0 0 0 0 0 0
BALEARIC ISLANDS -19 0 51 0 6 -64
CANARY ISLANDS 45 0 0 0 I3 58
CANTABRIA -52 2 -13 3 10 -60
CASTILE AND LEON 0 0 0 0 0
CASTILE-LA MANCHA 0 0 15 I5
CATALONIA 0 0 80 71 155
EXTREMADURA 0 3 0 -6 2 Y
GALICIA 0 -8 0 -9 0 -16
MADRID -162 -9 0 -7 0 -178
MURCIA -6 0 I 0 0 -6
NAVARRE -59 0 0 0 73 I5
BASQUE COUNTRY 0

RIOJA -22 0 0 2 4 21
VALENCIA 0 0 0 -1 0 1
TOTAL ARs 278 -42 -49 52 293 -25

Source: AIReF, based on information from the ARs.

(*) Effect on the tax collection in 2025 for the general Government sector as a whole. The effect
on regional Government revenue varies in amount and year due to the way the financing
system works.

The Economic-Financial Plans (PEFs) presented by some ARs include new
measures to reduce expenditure that partially offset the increase expected
from the personnel measures adopted for 2025. As in previous years, the main
measures adopted by the ARs relate to personnel, staff additions and
remuneratfion, as well as the salary increases that may result from basic
regulations. These decisions are expected to result in additional expenditure
of €562m in 2025. In contrast, the scenarios and PEFs of some ARs include,
among other permanent savings measures, the rationalisation and
improvement of spending efficiency, focusing particularly on the health and
pharmaceutical sectors, from which they expect savings of around €500m.
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TABLE 30. INCREASE IN EXPENDITURE IN 2024 DUE TO THE PERMANENT EXPENDITURE MEASURES ADOPTED OR
PLANNED BY THE ARS (€M)

Grants &
Compensation Social other Capital
of employees transfers trans. to expenditure Other
in kind private
sector
ANDALUSIA 101 0 9 0 0 110
ARAGON 0 3 0 0 0 3
ASTURIAS 6l 0 0 0 0 6l
BALEARIC ISLANDS 130 -7 | -3 -25 95
CANARY ISLANDS 19 0 0 0 19
CANTABRIA 13 0 0 0 13
CASTILE AND LEON 15 0 0 0 15
CASTILE-LA MANCHA 0 0 0 0 0
CATALONIA 120 0 -53 -63 -209 -205
EXTREMADURA 0 0 0 0 0 0
GALICIA 42 0 0 0 0 42
MADRID 17 0 0 89 =277 -172
MURCIA 42 0 0 0 -4 39
NAVARRE 0 0 0 0
BASQUE COUNTRY 0 0 0 0
RIOJA | 0 0 0 0 |
VALENCIA 0 0 0 0 0 0
TOTAL ARs 562 -4 -44 23 -515 22

Source: AlReF, based on information from the ARs.

3.5. Contingent liabilities and fiscal risks

The current geopolitical environment introduces an additional source of
uncertainty about the public deficit in 2025. This uncertainty is mainly linked to
the impact on the deficit of changes in U.S. tariff policy and the need to
increase defence expenditure. The Government adopted a series of
measures? to address these new challenges. However, there remains a high
degree of uncertainty about the tariff regime that will finally be imposed this
year and, consequently, about the macroeconomic impact and the
additional fiscal scope that further measures the Government may decide to
adopt could have, depending on the resulting scenario. There is also
uncertainty about the impact of the increase in defence expenditure on the

23 The Trade Response and Relaunch Plan, with a provision of around €7bn for 2025,
which could exceed €14bn in terms of volume. And the Industrial and Technological
Plan for Security and Defence, which includes actions totalling €10.4bn for 2025.
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Spanish National Accounts. This uncertainty stems from the type of spending
included in the Plan, which mainly consists of investment, the implementation
of which tends to be delayed. Moreover, in national accounting terms, military
investment is recorded at the time the military asset is delivered, regardless of
its budgetary accounting. This is compounded by the recurrent lack of
information on military payments planned for the current year, which could
have a significant impact on the deficit, given the magnitude of the
investment commitments.

Uncertainty persists regarding the impact in 2025 of certain court rulings
unfavourable to the GG, the amount of which could exceed AlReF's forecast.
In recent years, there has been an accumulation of unfavourable court
rulings, as AlIReF has pointed out in its reports, and, most recently, in the
Opinion on Fiscal Risks published on March 13th, 2025. In particular, the impact
on the 2024 deficit from court rulings amounted to €11.27bn, or 0.9% of GDP.
AIReF's deficit and eligible expenditure growth forecasts for 2025 include an
estimate of spending to cover the risks from court rulings already handed
down; however, uncertainty persists regarding the exact amounts of
compensation and interest, as well as the year in which they will be recorded
in the National Accounts. The following court rulings stand out:

- Paternity supplement: despite the amounts already recorded in 2023 and
2024, amounting to 0.01% of GDP and 0.07% of GDP, respectively, the
Government in the Annual Progress Report on the Medium-Term Fiscal-
Structural Plan (MTP) for 2025, forecast a cost from the paternity
supplement of 0.12% of GDP. In thisregard, on May 15", the Court of Justice
of the European Union ruled on the preliminary reference submitted by the
High Court of Justice of Madrid (C-626/23). It concluded that the gender
gap supplement remains discriminatory on grounds of sex, despite the
reform carried out in 2021. As a result of this ruling in favour of the plaintiffs,
a significant impact on the 2025 deficit is expected.

- Tax on Economic Activities of mobile telephone operators: In July 2022, the
Supreme Court declared the Tax on Economic Activities of mobile
telephone operators contrary to European law. In the 2023 Central
Government Account, the Government made a provision of €1.48bn for
mobile operators, of which €622m has been allocated to date.
Accordingly, around €850m remains to be recorded in the deficit.

- Special Tax on Hydrocarbons: In September 2024, the Supreme Court
declared the regional component of the Hydrocarbons Tax corresponding
to the period from 2013 to 2018 unlawful, aligning with the ruling of the
Court of Justice of the European Union, handed down in May, which ruled
on the question referred for a preliminary ruling raised by the Supreme
Court. As a result, taxpayers to whom the tax was passed on are entitled
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to arefund of the amounts paid, unless they passed the tax on to the final
consumer through prices, without the burden of proof of non-pass-on
faling on the ftaxpayer. Final consumers affected may clam
compensation from the State for damages arising from the application of
a law contrary to EU Law. In the 2023 Central State Administration
Accounts, the Government estimated an impact of up to €6.5bn for this
ruling under contingent liabilities.

In addition to these risks that have already materialised, others remain, mainly
linked to ongoing court cases. These are identified by the Government in the
Central State Administration Account for 2023, the last one published. The
following stand out:

- International arbitration:

() Energy sector: litigation related to renewable energy remains open
and, although the international arbitration awards are under appeal,
the total amount of unfavourable rulings for Spain stands at around
€1.24bn. Legal costs and interest are estimated to be approximately
€170m. Compensation for pending awards could amount to an
additional €330m based on the pattern of rulings handed down to
date. However, on March 24, the European Commission concluded,
after its first investigation info the renewable energy support cuts
subject to international arbitration, that modifying a renewable
electricity support scheme constfitutes illegal State support.
Consequently, the Commission ordered Spain not fo make any
payments and reminded national courts of their obligation to assist
Spain in enforcing this decision. The Ministry for the Ecological Transition
and Demographic Challenge stated that Spain will invoke this decision
before foreign courts, where, in compliance with EU law, it contests the
recognition and enforcement of intra-EU arbitration awards.

(i) In other areas: the Prestige case and the TP Ferro case stand out, the
former for an undetermined amount and the latter for around €750m.

- Transport:
(i) Various types of contentious-administrative review appeals before the
National High Court for some €279m;
(i) Motorway concession companies: several proceedings are still open:
= The contentious-administrative appeals against the Council of
Ministers' resolutions approving the rulings on the liquidation of the
toll motorway concession confracts and determining the
Government’s financial liability, the amount of which is not
quantified; The CSA's General Account for 2023 makes a provision
of €515m on this ground.

» Participatory loans granted to motorway concessionaires in a
delicate financial situation, amounting to €148m.
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- Appeal brought by ORACLE EMEA. LTD, against the National High Court’s
ruling of December 239, 2022, which partially upheld its claim concerning
Non-Resident Income Tax (NRIT), for an amount of around €34m.

- Revocation or recovery of grants: administrative appeals within the Ministry
of Industry, Trade and Tourism totalling about €138m.

Additionally, other risks exist from legal proceedings not listed above. These
include the litigation initiated by the leading mobile telephony operators
against the Government to claim a reduction in the rates for the reservation
of the public radioelectric domain, which has led to these operators ceasing
to pay the rates in 2025. In addition, according to information published in the
media, there are other disputes, such as the legal proceedings between IAG
and the Ministry of Finance for the tax burden from the integration of Iberia
and British Airways in 2011, as well as the lawsuit filed by Iberdrola and Endesa
against the State for the increase in the rates for radioactive waste
management. Furthermore, the dispute between the Ministry of Finance and
Banco Santander regarding the deferred tax credits (DTAs) generated after
the takeover of Banco Popularin 2017 is still pending resolution, which, should
the ruling be in favour of the State, would produce extraordinary revenue with
a positive impact on the reduction of the public deficit. Finally, on June 26,
2025, the Court of Justice of the European Union (CJEU) ruled on the legal
proceedings on the alleged illegality of the tax credit applicable to indirect
purchases of foreign companies, confirming its legality and thus ratifying the
ruling of the General Court of the European Union (GCEU) handed down in
September 2023.

In addition, the risk associated with the guarantees granted by the ICO has
increased, as the lines of guarantees granted by the State have been
expanded. In addition to the existing ICO guarantee lines, initially granted
during the pandemic and subsequently for the war in Ukraine and in response
to the effects of the DANA, other lines exist, provided for in Royal Decree-Law
4/2025, for an amount of €5bn, to support Spanish companies affected by the
change in U.S. tariff policy. The first franche, amounting to €1bn, was activated
on April 15", Accordingly, the associated fiscal risk persists, which will continue
to generate additional spending in 2025 and beyond, as the lines of
guarantees are drawn down, and especially if defaults exceed the amounts
already recorded as standardised guarantees.

Finally, uncertainty about the macroeconomic scenario implies risks to the
materialisation of the projected fiscal scenario. Geopolitical conflicts, frade
tensions aggravated by the current tariff policy of the U.S. Administration and
the slower pace of RTRP implementation are among the risks that could
negatively impact economic growth. These continue to be crucial
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determinants of variables such as employment, wages, private consumption
and the gross operating surplus, which will affect the final trajectory of tax
revenue and social contributions, with the corresponding implications for the
projected deficit path.
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4.1. Total General Government

4.1.1. Recent evolution and short-term outlook

The Spanish debt-to-GDP ratio stood at 103.5% in the first quarter of 2025, 2.8
points lower than in the same quarter of the previous year and 5.8 points higher
than before the pandemic. Compared with the last quarter of 2024, there was
a 1.6-point increase, attributable to the positive seasonality that traditionally
characterises the first quarter, as public issuers tend to take advantage of the
favourable demand at the start of the year. The cumulative reduction since
the ceiling reached in the first quarter of 2021 (124.2%) is 20.7 points. In monthly
terms, the Bank of Spain's advance estimate puts public debt in April at
€1.66bn, which represents 102.7% of GDP24, In absolute values, this implies a
reduction of €4.3bn with respect to the previous month and an increase of
3.54% year-on-year.

Regarding the evolution of debt across various GG sub-sectors, using quarterly
data, the debt of the CG reached €1.19 trillion in March 2025, equivalent to

24 The Bank of Spain has also started to publish the debt-to-GDP ratio in months with
no official GDP data, using an estimate consistent with its macroeconomic
projections.
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73.9% of GDP. In turn, the debt of the Social Security Funds amounted to
€115.2bn, equivalent to 7.1% of GDP. As for the ARs and LGs , the debt of the
ARs increased to €338m, equivalent to 21% of GDP, while the debt of LGs stood
at €22.8m, representing 1.4% of GDP. In year-on-year terms, all sub-sectors
recorded an increase in debt, except for the LG sub-sector, which
experienced a 1.2% reduction compared with the level in the first quarter of
2024.

FIGURE 57. DEBT (% GDP), QUARTERLY EVOLUTION FIGURE 58. DEBT DISTRIBUTION BY SUB-SECTOR (%

UNTIL 2025 Q-1 GDP) 2025 Q-1
125% 124.2% Local Governments
120% 119.3% Local Corporations Social Security Funds
e 1.4% 7.1%

I115%
110%
105%

o, 100. .
100% 00e. L025%. Py 10182 2 Central Government
95% 97.7%Change in debt 73.9%
2025QI-2019:
90% + 5.8 points

9 109.5% Autonomous\
104.4% e

21.0%

— N ™M
o

o O O
N AN N
Source: Banco Espana, INE and AlIReF Source: Bank of Spain

Real economic growth and the GDP deflator have been the primary drivers of
the reduction in the debt ratio from 2021 to 2024, following the increase caused
by the pandemic. The gradual decline in the public deficit has helped to
sustain this downward path, despite a slight increase in the debt burden. The
pace of reduction in the debft ratio has slowed in line with a more moderate
evolution of nominal GDP.

July 16t, 2025 111



Report on Budgetary Execution, Public Debt and Expenditure Rule 2025

FIGURE 59. CONTRIBUTION TO THE CHANGE IN DEBT (PP)
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Source: Bank of Spain, INE and AIReF.

This dynamic has not been exclusive to Spain; the evolution of the debt ratio
following the pandemic in the most indebted EU countries highlights a
widespread correction process, following the sharp increase recorded during
the health crisis. Particularly noteworthy are Greece and Portugal, which have
achieved significant reductions in their debt-to-GDP ratios, largely due to
fiscal consolidation and the post-pandemic boost to economic growth. Spain
and Italy have also recorded significant, albeit more moderate, declines. In
conftrast, in the case of France, debt has remained practically stabilised,
making it the country with the third-highest level of debt as a percentage of
GDP, behind Greece and Italy.
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FIGURE 60. EUROPEAN UNION COUNTRIES WITH A FIGURE 61. CONTRIBUTIONS (PP) TO CUMULATIVE
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For this year, AIReF's macro-fiscal forecasts anticipate a decrease of 0.4 points
in the debt-to-GDP ratio from the level recorded in 2024, bringing it down to
101.4% by year-end 2025. This reduction is consistent with the projections
presented by the Government in the Annual Progress Report, which put it at
101.7%. Although the public deficit will continue to contribute to the increase
in debt, its impact will be more moderate than in previous years. At the same
time, the contribution of economic growth to the reduction in the debt ratio is
expected to be lower this year, due to an anficipated increase in the
infrastructure stock-flow adjustment stemming from European loans. This will
result in a slowdown in the pace of debt reduction, from a 3.3-point decline in
2024 to only a 0.4-point decline in 2025.
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FIGURE 62. DEBT FORECASTS (% GDP) FIGURE 63. CONTRIBUTIONS TO THE
CHANGE (GDP POINTS)
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4.1.2. Inflation, central banks and financing conditions

Financing conditions in the European debt markets have been influenced by
the containment of inflation and the easing of monetary policy. In the euro
areq, inflation has been on a downward path over the last year, reaching the
2% target set by the European Central Bank (ECB) in June. This figure represents
a slight increase compared with May (1.9%, +0.1 pp), but remains below April's
figure (2.2%, -0.2 pp). Core inflation stood at 2.3%, the same as in May, 0.4 pp
lower than in April. Among the major euro area economies, the Harmonised
Index of Consumer Prices (HICP) remained at similar levels to May, after having
dropped from April. In Germany, it stood at 2% (0.1 pp less than in May), while
in Italy it remained stable at 1.7%. The HICP increased by 0.3 pp in both Spain
and France, to 2.3% in the former and 0.9% in the latter. These data reinforce
the ECB's confidence in the consolidation of the disinflationary process, and
provide positive signals for the final phase of its strategy to control inflation.

In the current context of disinflation, monetary policy has entered a new phase
of easing after several years marked by a sharp tightening to cope with the
post-pandemic inflationary spike and the energy shock from the war in
Ukraine. With headline inflation gradually receding in most advanced
economies and approaching price stability targets, the main central banks
began a process of monetary normalisation, albeit with a prudent and
gradual approach, with each decision being made on an evidence-driven
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basis, especially with regard to the evolution of core inflation, wage behaviour
and the resiience of domestic demand. Diverging inflation and growth
prospects at the international level have prompted the adoption of
differentiated monetary policies in recent months on both sides of the Atlantic.

FIGURE 4. HARMONISED INFLATION IN THE EURO FIGURE 65. OFFICIAL INTEREST RATES
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central banks.

The ECB recently cut official interest rates to 2%, the lowest level since
December 2022, dafter eight cuts in nine meetings since June 2024,
characterising the situation as "an end of the monetary cycle". Markets expect
the ECB to contfinue with further cuts, possibly reducing rates to 1.75% in
September and to 1.5% by year-end, depending on the evolution of EU-U.S.
trade negotiations and other economic factors.

For its part, the U.S. Federal Reserve has maintained interest rates in the 4.25%-
4.5% range for the fourth consecutive time, in line with market expectations
and adopting a prudent stance in the face of significant economic
uncertainty. The decision not to make any further adjustments is in response to
the moderation of the labour market, inflation that remains above the 2%
target, with short-term inflation expectations at elevated levels, and
uncertainty about the impact that tariff policy could have on price evolution.
This decision aligns with analysts' and investors' forecasts, which anticipate two
rate cuts in 2025, with the first scheduled for September. Some economists,
however, expect a single rate cut in December.

In the last year, the main central banks have made progress in reducing their
balance sheets, a process known as "quantitative tightening", with the aim of
normalising monetary conditions after years of expansionary policies. Rate
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cuts continue to be accompanied by the reduction of balance sheets that
grew exponentially in recent years. The reduction of balance sheets has been
carried out through a passive strategy, based on allowing assets to mature
without being rolled over, avoiding the early sale of these instruments. The
balance sheets of the ECB and the Fed are expected to continue shrinking in
2025, albeit at a more moderate pace in the case of the USA, and could be
around 40% and 25% of GDP in the euro area and the USA, respectively. To
date, markets have absorbed this adjustment in an orderly fashion, without
jeopardising the process of monetary easing initiated with the interest rate cuts
that began in 2024.

FIGURE 66. CENTRAL BANK BALANCE SHEETS FIGURE 67. NET PURCHASES OF THE ECB'S PSPP AND
PEPP PROGRAMMES
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Cenftral Banks

In 2025, financial markets have been marked by high voldtility, fuelled by
several risk factors, including the Trump Administration's tariff and tax policies,
geopolitical tensions and, in Europe, the tension between growing spending
needs coupled with defence plans and the need to redress high debt levels
and meet the commitments of the new European fiscal framework. This
instability has been reflected in the evolution of the VIX index, known as the
"fear index", which measures expected stock market volatility. After spiking
sharply in April - when it surpassed 50 points to coincide with the U.S.
announcement of the so-called 'Liberation Day" and its extreme tariff
package - the VIX has fallen in recent weeks. In June, it hovered around 16.73
points, a relatively contained level compared with recent highs, suggesting
some normalisation of financial conditions after the initial shock.

This volatility has also affected sovereign bonds. In the USA, concerns about
fiscal sustainability and rising deficits have pushed long-term bond yields
above 5%, reducing their attractiveness as safe-haven assets.
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FIGURE 68. 10-YEAR AND 30-YEAR US BOND YIELDS FIGURE 69. VIX VOLATILITY INDEX
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Since 2022, both Japan and China - the two largest foreign holders of U.S. debt
- have significantly reduced their exposure to the U.S. economy. Japan has
reduced its holdings by 8% to $1.13 ftrilion, while China has made an even
more drastic adjustment with a 25% drop to $779.32bn. This gradual
withdrawal of two key market players represents a structural decline in
international demand for U.S. Treasury bonds, contributing to upward pressure
on yields. In the absence of these major buyers, the U.S. Treasury must offer
greater incentives - in the form of higher rates - to attract new investors, in a
context also marked by growing net borrowing requirements and an
expanding fiscal deficit.

In contrast, greater economic stability in Europe and the policies of the
European Central Bank have helped attract investors seeking high yields by
pushing sovereign bond yields on a downward path. This has corrected the
rise seen when the German fiscal policy shift and European defence
expenditure increase programmes were announced.

Throughout 2025, the risk premiums of the main euro area countries against
the German bond have shown a favourable evolution. In the case of Spain,
the premium has fallen to 60 basis points, reaching its lowest level since
February 2021. Italy, although still registering a higher premium - at around 91
basis points - has seen a sharper improvement than Spain, with a cumulative
reduction of 26 basis points in the year to date, compared with the 5-basis
points cut by Spain. France, for its part, has also seen some improvement, with
a somewhat larger fall than Spain's, to 70 basis points. However, its spread has
remained above the Spanish spread since October 2024, reflecting the
market's perception of a higher relative risk.
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FIGURE 70. 10-YEAR BOND YIELDS (BP) FIGURE 71. RISK PREMIUM (10-YEAR SPREAD OVER
GERMANY)
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Yields on Spanish Treasury bills have fallen sharply throughout 2025, driven by
the ECB's monetary policy decisions, which have seen several reductions in
official interest rates. Despite this cut in yields - which have almost halved from
their peak levels - demand from small savers has remained very high. In the
year to date, non-competitive orders have exceeded €15.46bn, reflecting
strong retail demand, with reinvestment close to 90%. This maintains the share
of holdings in the hands of households at around 30% of the total, somewhat
lower than the peak (about ? points lower), but still very significant considering
the sharp fall in yields.

FIGURE 72. YIELD AND HOLDINGS OF BILLS HELD BY FIGURE 73. AVERAGE COST OF STATE DEBT (%)
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With regard to Government financing, in 2025, the Treasury continued to
benefit from a reduction in the cost of its new debt issues, driven by the ECB's
decisions and strong demand from domestic and international investors. The
average cost of new issues reached a furning point in 2024, and this
downward trend has consolidated in 2025 with a further fall of 40 basis points
to 2.79%. This level represents a 120-basis-point reduction from the peak of
3.96% in October 2023. Lower issuance rates, but the higher-than-average cost
of the portfolio, will mean that the average cost will continue to rise for some
time to come. The long average maturity has softened the impact of rising
interest rates in recent years, such that the average cost of outstanding debt
has only increased by 65 basis points from its historical low in 2021.

4.2. Autonomous Regions

AIReF estimates that the ARs will reduce their debt levels in 2025 by more than
1 point of GDP, falling below 20% by year-end. Starting at 21.1% in 2024, the
ratio would improve by more than 1.5 points due to the combined effect of
expected GDP growth and the offsetting of excess financing and surpluses
from previous years, under the assumption of a regulatory scenario in which
all pending offsets are performed this year. These effects would be partially
offset by the fiscal balance forecast for 2025. The possible impact of the debt
write-off announced for the ARs is not included in this forecast.

FIGURE 74. EVOLUTION OF DEBT-TO-GDP RATIO OF THE ARS AND EXPLANATORY FACTORS (% GDP)
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The ARs as a whole expect to reach a debt level in 2025 that is slightly higher
than that forecast by AlIReF. The ARs as a whole estimate that they will reach
a debt level in 2025 that is 0.3 points higher than that forecast by AIReF. This is
because, although the AR scenarios have more opfimistic aggregate fiscal
balance forecasts than those of AIReF, in general, the ARs expect alower level
of application in 2025 of the excess funding and surpluses pending at year-
end 2024. Since this second factor carries more weight than the first, the ARs
arrive at an aggregate forecast of the debt-to-GDP ratio that is higher than
AIReF's.

At the individual level, the debt-to-GDP ratio is falling in almost all ARs. Under
the assumptions of a regulatory scenario, most ARs are expected to see their
debt reduced in 2025. The debt-to-GDP ratio will fall in 2025 in all ARs except
Valencia, which will be affected by the need to finance the extraordinary
spending to mitigate the effects of the DANA that occurred in October-
November 2024. Five ARs are below the 13% reference level (Asturias, Navarre,
Canary Islands, Madrid and the Basque Country), while the ratio for Galicia
and Rioja would be very close to this reference rate. Under these assumptions,
three ARs (Catalonia, Castile-La Mancha and Murcia) would manage to lower
their debt ratio below 30% of GDP, with only Valencia remaining above this
value.

FIGURE 75. DEBT-TO-GDP RATIO OF THE ARS. FORECAST YEAR-END 2025 (% GDP)
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The debt-to-current-revenue ratio?> decreases in 2025 in most of the ARs. The
evolution of the ARs' revenue in 2025 means that most of them willmanage to
reduce their debt-to-current revenue ratio compared with 2024. Across the
sub-sector as a whole, this ratio is expected to decline by 5 points, from 139%
in 2024 to 134% in 2025.

FIGURE 76. DEBT OVER CURRENT REVENUE OF THE ARS. FORECAST YEAR-END 2025 (%)
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Extraordinary financing mechanisms account for nearly 62% of the debt of
the ARs, despite varying situations. In the first quarter of 2025, extraordinary
mechanisms accounted for 61.8% of the debt of the ARs, a 1 point decrease
from year-end 2024. In five regions (Cantabria, Murcia, Valencia, Catalonia,
Castile-La Mancha and Murcia), recourse to these mechanisms accounts for
more than 75% of debt, while three (Madrid, Navarre and the Basque
Country) have no debt from this source.

25 AIReF calculates the revenue/debt ratio based on net current revenue in national
accounting terms . The evolution of this rafio is conditioned by the particularities of the regional
financing system and the extraordinary fransfers received by the ARs in 2020 and 2021.
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FIGURE 77. RECOURSE TO EXTRAORDINARY FINANCING MECHANISMS BY THE ARS 2025 Q1 (% TOTAL DEBT OF
THE REGION)
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Additional data on the debt situation of the sub-sector and of each AR can
be consulted in the Debt Monitor of the ARs26.

4.3. Local Governments

AlIReF forecasts that the LG sub-sector will reach a debt-to-GDP ratio of
approximately 1.2% by year-end 2025. The latest debt and deposit data for
this sub-sector, published by the Bank of Spain, corresponding to the end of
the first quarter of 2025, show that the debt-to-GDP ratio of the LG sub-sector
has stabilised at 1.4%, the same level as at year-end 2024. AIReF forecasts that
by year-end 2025, the level of debt of LGs will be better than last year, in line
with the financing capacity of the LG sub-sector, which would place the debt-
to-GDP ratio at around 1.2%.

Regarding LG bank deposits, AIReF estimates that their weight of GDP will
increase from the level observed at year-end 2024, rising from 2.8% of GDP at
year-end 2024 to 2.9% of GDP at year-end 2025. In 2024, LGs increased their
deposits by approximately €7bn, thereby improving their net lending position.

26 Debt Monitor of the ARs.
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In 2025, AIReF expects this tfrend to continue, albeit with more moderate
increases in deposits of around €3bn, which would lead to a slight increase in
their weight of GDP.

The information available on the net lending position for the first quarter of
2025 enables us to anficipate the year-end results. Net deposit debt, which
has been negative since 2018, given that the level of local deposits has
exceeded that of outstanding debt since that time, stood at -1.4% of GDP at
year-end 2024, a ratio maintained at the end of the first quarter of 2025. AIReF
forecasts that this net lending position will increase in 2025, standing at -1.7%
of GDP.

The following figure shows the evolution of observed data on debt, deposits
and the net liability position of LGs (as a percentage of GDP) from 2012 to
2024. It also shows AIReF's year-end forecast for 2025.

FIGURE 78. EVOLUTION OF DEBT AND DEPOSITS OF LOCAL GOVERNMENTS
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5 o APPLICATION OF THE
CORRECTIVE MECHANISMS
PROVIDED FOR IN ORGANIC LAW
2/2012 OF APRIL 27™ ON
BUDGETARY STABILITY AND
FINANCIAL SUSTAINABILITY

The Independent Authority for Fiscal Responsibility, AAI (AIReF) may report on
the advisability of activating the preventive, corrective and coercive
measures provided for in the Organic Law on Budgetary Stability and Financial
Sustainability (LOEPSF), as established in the Law on its Creation. Thus, Article
20.1.b) of AIReF's Organic Statute specifies that AIReF will issue a report on the
application of the corrective mechanisms provided for in the LOEPSF when, in
the preparation of any of the reports provided for in its regulations, it detects
a deviation risk in compliance with the budgetary stability or financial
sustainability targets, or non-compliance with the expenditure rule by a GG
authority. This circumstance will be published as a separate section in the
report, for the purposes established in Arficle 21 of Organic Law 6/2013 of
November 14, 2013.
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In April, AIReF identified a deviation risk from the 2025 expenditure rule by most
ARs and some LGs, and issued a recommendation. The reports published on
the initial budgets of each of the ARs and LGs analysed individually already
identified deviation risks from compliance with the expenditure rule in 2025. As
a result, the GG authorities concerned were recommended to “monitor their
budgetary execution, periodically updating the estimates of eligible
expenditure growth; and fo adopt, where appropriate, the measures deemed
necessary to correct increases above the reference rate, publishing, in the
case of the ARs, the monitoring of the expenditure rule on their website”.

AIReF notes that the risk persists for most of the ARs and some LGs. Although
most GG authorities expressed their intention to comply with the
recommendation made in April, AIReF continues to see implementation risks
of non-compliance with the rule for several ARs and LGs. In the case of the
ARs, this has been highlighted in the analysis contained in the individual reports
on the PEFs and on budgetary execution, public debt and the expenditure
rule for 2025. Thus, AIReF warns that eligible expenditure in 2025 will grow in alll
ARs by more than 4%, clearly exceeding the reference rate of 3.2%, except in
Castile and Leon, Castile-La Mancha, Galicia and Rioja. In the LGs analysed
individually in the Supplementary Report, a risk of non-compliance with the
expenditure rule has been detected in four large LGs and in four of those
considered unsustainable.

AlIReF made specific recommendations in the reports on the PEFs submitted.
For the ARs where this deviation is observed and which submit a PEF due to
non-compliance with the rule in 2024, AIReF issues recommendations of
varying scope in the individual reports on each AR's plan.

AIReF considers it advisable for the Ministry of Finance to apply the preventive
measures provided for in Article 19 of the LOEPSF in those ARs with a risk of
deviation that have not yet submitted a PEF. For those ARs that have to submit
a PEF due to non-compliance in 2024, and where the risk continues to be
apparent in 2025, AIReF has made recommendations in this regard in its
reports on the plan. However, for those ARs where there is a risk of non-
compliance in 2025 that is not due to specific circumstances and where there
is currently no PEF aimed at correcting it, AIReF considers it appropriate for the
Ministry of Finance to activate the corrective mechanisms provided for in the
LOEPSF. Consequently, the recommendation is made in the corresponding
section.

5.1. Autonomous Regions

In the Canary Islands, there is a risk of non-compliance with the expenditure
rule in 2025 that does not arise from one-off circumstances. AIReF forecasts
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that eligible expenditure will grow by more than 3.2% in 2025 in the four ARs
that complied with the expenditure rule in 2024. However, the risk is moderate
in Castile-La Mancha. In Andalusia and Extremadura, the deviations observed
appear to be largely due to specific circumstances arising from the recording
of European funds, which in 2024 helped contain eligible expenditure but will
have the opposite effect this year. In these cases, once the neutral recording
of European funds stabilises in the future, the distortions of previous years will
be eliminated. In contrast, in the Canary Islands, the deviation observed in
2025 is more significant and does not appear to be due to specific factors, so
it would be advisable to implement measures to correct this deviation.

5.2. Local Governments

The City Councils of Murcia, Palma and Las Palmas de Gran Canaria will close
2025 with growth in eligible expenditure that exceeds 5%. In its Report on the
Initial Budgets for 2025, AIReF recommended that four large LGs in which the
projected increase in eligible expenditure for this year was well above the
permitted rate of 3.2% should monitor their budgetary execution, periodically
updating their estimates of eligible expenditure growth and, where
appropriate, adopting the necessary measures to correct increases above
the reference rate. These were the City Councils of Murcia, Palma, Las Palmas
de Gran Canaria and the Provincial Council of Valencia. Based on current
data, AlReF forecasts suggest that, given the data reported by LGs on
budgetary execution and exclusions/regulatory measures on revenue, the
aforementioned city councils, which were recommended in April to monitor
their execution to avoid non-compliance with the expenditure rule, will
achieve growth in eligible expenditure of over 5% by year-end 2025. In the
case of the Provincial Council of Valencia, however, although expenditure
growth is expected to exceed the reference rate, the expenditure it plans to
undertake as a result of the DANA would be deducted from the calculation
of eligible expenditure and, therefore, it would comply with the expenditure
rule. This provincial council would also need net borrowing at year-end 2025
as a result of the DANA, and therefore, its situation is considered exceptional.
In addition, the Supplementary Report on LGs also noted a risk of non-
compliance by the City Councils of Cordoba, Algeciras, Jaen, Arganda del
Rey and Ayamonte, with forecasts of growth in eligible expenditure also
exceeding the reference rate. None of the city councils mentioned are
subject to a PEF for non-compliance with the 2024 expenditure rule.

For these LGs, compliance with the expenditure rule would require them to
increase the fiscal balance forecast by AIReF by an average of around 3
points of revenue. In the eight LGs analysed where there is a high risk of non-
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compliance with the expenditure rule, in order to ensure compliance, the
fiscal balance estimated by AIREF, assuming that all other factors remain
constant, should be increased by amounts close to 5 points in the cases of the
City Councils of Paima, Cordoba and Arganda del Rey.

TABLE 31. INCREASE IN NET LENDING OF THE LGS IF EXPENDITURE RULE IS MET

NL Increase in NL

Eligible . . . .
compatible with compatible with

expenditure

2025 expenditure expenditure rule
2025

rule compliance compliance

%INFR  Change 2025 (%) % | NFR % | NFR
Murcia 5,6 5,7 7,7 2,0
Palma 2,9 9,2 7,9 5,0
Las Palmas GC 13,3 5,3 14,8 1,5
Cordoba 4,2 9,3 9,1 4,9
Algeciras 49 4,0 5,6 0,7
Jaén 10,0 3,5 10,2 0,3
Arganda del Rey 0,2 9,0 5,0 4,8
Ayamonte 6,4 8,4 9,8 3,3

Source: AIReF
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e RECOMMENDATIONS

6.1. New recommendations

Presentation of the PEF by the Central Government due to non-compliance
with the national expenditure rule in 2024 and a risk of non-compliance in
2025.

According to the Ministry of Finance's report on compliance with the fiscal
rules for 2024?7, published on June 3¢9, the CG failed to comply with the
expenditure rule in 2024, recording a 6.8% increase in eligible expenditure,
which exceeded the 2.6% limit established for that year.

Non-compliance entails the activation of the corrective measures provided
for in the LOEPSF, which means that the non-compliant GG sub-sector is
obliged to submit an Economic-Financial Plan (PEF). This obligation extends
not only to the CG but also to the Autonomous Regions and Local
Governments. In fact, the Ministry of Finance has already requested the
submission of the corresponding PEF from those ARs and LGs which, like the
CG, have failed to comply with the national expenditure rule in 2024.

The PEF of the CG must be drawn up by the Government at the proposal of
the Minister of Finance, following a report by AIReF, and subsequently

27 Report on Compliance with the Budgetary Stability and Public Debt Targets and the
Expenditure Rule for 2024
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submitted to the Spanish Parliament for approval. The content of the PEF must
comply, as a minimum, with the provisions of Artficle 21 of the LOEPSF.

The deadline for submitting the PEF is one month from when the non-
compliance was established, which took place on June 39, following the
publication of the aforementioned report. However, having passed that
deadline, the Government has still not submitted the PEF, nor has it requested
AIReF's preliminary report.

In addition, AIReF forecasts that the CG's eligible expenditure will grow by 6.5%
in 2025, once again exceeding the 3.2% limit established for this year. This
forecast reinforces the need for the CG to prepare a PEF, since the legal
obligation to present it due to non-compliance in 2024 is compounded by the
fact that, in the absence of corrective measures, there is arisk that the CG will
again fail to comply with the expenditure rule in 2025.

AIReF forecasts place the growth in primary expenditure net of revenue
measures for the purposes of the European expenditure rule at 4.6% for 2025
for the GG Sector, 0.3 points of GDP above the commitment contained in the
MTP, but within the limit permitted by European regulations.

Furthermore, for 2025, AlReF's analysis finds that compliance with the national
expenditure rule in 2025 by the CG, the ARs and the LGs would result in
compliance with the European expenditure rule for the GG Sector.

AIReF therefore makes the following recommendations to the Ministry of
Finance:

1. Submit an Economic-financial Plan (PEF) due to the Central
Government's failure to comply with the national expenditure rule in
2024, in accordance with the obligation established in Article 21 of the
Organic Law on Budgetary Stability and Financial Sustainability
(LOEPSF).

2. Monitor budgetary execution and establish the necessary coordination
mechanisms to ensure compliance with the national and European
expenditure rules by the GG Sector.

Approval of the budgetary stability and public debt targets, ensuring internal
consistency and compliance with European commitments.

Article 15 of the LOEPSF establishes the procedure for setting budgetary
stability and public debt targets, which serve as limits on the deficit and debt
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of the GG. These targets, together with the expenditure rule, currently
constitute the three national fiscal rules in force.

The procedure requires that the targets be first approved by the Government
and then submitted to Parliament for approval. Thus, in the first half of each
year, the Government must agree, by resolution of the Council of Ministers and
following a report from the Fiscal and Financial Policy Council (CPFF) and the
National Commission of the Local Administrations (CNAL), the targets for the
following three years, both for the GG Sector and for each of the sub-sectors.
The targets will then be submitted to the Spanish Parliament for approval by
Congress, followed by the Senate. In the event of a veto by the Senate, the
targets may be ratified by a simple majority in Congress?.

However, since the reactivation of the fiscal rules in 2024, the Government has
failed to establish the budgetary stability and public debt targets required by
the LOEPSF.

Regarding the 2024 targets, the Council of Ministers approved the targets for
the period 2024-2026 on December 12th, 2023. However, these were rejected
by the Senate and hence did not obtain the ratification of the Spanish
Parliament. Subsequently, on February 13th, 2024, the Council of Ministers
approved the same targets again, but they were rejected by the Senate once
more. At that time, the LOEPSF had not yet been amended to allow the
Senate's veto to be lifted by a simple majority in Congress.

Regarding the 2025 targets, the proposal approved by the Government at the
Council of Ministers on July 16, 2024 was rejected by Congress a week later.
Subsequently, on September 10, the Government reiterated the proposal in
the Council of Ministers, but a few days later decided to withdraw it from
parliamentary consideration due to the lack of sufficient support.

Furthermore, the sefting of these targets must ensure consistency both
between the different national fiscal rules and between these and European
fiscal rules. From an internal perspective, Arficle 15 establishes that the
budgetary stability target must consider the national expenditure rule and the
structural balance of the previous year. In turn, the public debt target should
be consistent with the budgetary stability target. From the European
perspective, the setting of these targets should consider the
recommendations of the European Union as part of fiscal supervision
mechanisms. In this context, Spain is obliged to comply with a European

28 Since the modification of the LOEPSF on August 81, 2024, it is no longer necessary
for the targets to be approved by both Houses of Parliament, and it is possible fo lift
the Senate's veto by a simple majority in Congress.
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expenditure rule in the medium term, in line with the commitments assumed in
the new fiscal framework.

In addition to the failure to approve fiscal targets and the absence of a PEF
for the CG, other factors increase institutional uncertainty and make fiscal
supervision particularly difficult. First, the Central Government has not
presented a draft General State Budget for either 2024 or 2025. Second, it has
not submitted the Budgetary Plan for 2025 to the European institutions either.
Third, the MTP only contained fiscal forecasts 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.

In addition, with regard to the preparation of the 2026 Budget, the delay in
the first steps of the budgetary procedure has also been noted, along with 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, and the convening of the Fiscal and Financial Policy Council
to report on the proposed targets. Within a normal budgetary cycle, all these
elements should already be in place, bearing in mind the importance this also
has for the ARs and the LGs, which must draw up their own budgets without a
minimum framework such as the targets and the notification of the funding
they are going to receive through the financing system in 2026.

Consequently, AIReF makes the following recommendation to the Ministry of
Finance:

3. Initiate as soon as possible the budgetary procedures that should
culminate in the presentation of the draft General State Budget.

4. Propose the budgetary stability and public debt targets required in
Article 15 of the Organic Law on Budgetary Stability and Financial
Sustainability (LOEPSF). As established in this law, these targets
should be internally consistent and ensure compatibility with the
expenditure path net of measures commitment made to the
European Union.

Publication of infformation on the implementation of the Security and Defence
Plan in budgetary and national accounting terms.

The Government approved the Industrial and Technological Plan for Security
and Defence through the resolution of the Council of Ministers of April 224,
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2025, which foresees an additional investment of €10.47bn in 2025, to reach
2% of GDP in defence expenditure, in compliance with the commitments
assumed with NATO.

Despite the quantitative importance of defence expenditure and its impact
on the public deficit, monitoring the Plan's implementation has significant
limitations.

From the budgetary point of view, it is difficult to identify what part of the
increases in initial appropriations and expenditure execution corresponds
specifically to the Defence Plan, in the absence of disaggregated
information. This difficulty is because the origin of the increases in
appropriations may be due to several factors: (i) the particular lag in the initfial
appropriations after two consecutive years of budgetary extensions, (i) the
recurrent underfunding of the Ministry of Defence's appropriations, and (iii) the
increases directly linked to the Plan. Moreover, in the case of the Special
Defence Modernisation Programmes (PEMs), it is essential to have additional
information to distinguish whether the expenditure corresponds to annual
investment payments already committed or to financial spending derived
from the pre-financing granted by the Ministry of Industry.

In national accounting terms, the traceability of the Plan's impact is even more
limited. To forecast when spending will be allocated to the public deficit, it is
necessary to know the total amount of each PEM (not just the annual payment
for a particular year) and the delivery time of the military asset. Without this
information, it is not possible o make a proper estimate of the fiscal impact.

At present, this information is only published on an ad hoc basis in some
references of the Council of Ministers regarding the implementation of the
Plan. One example is the resolution of the Council of Ministers of May 13th, 2025,
on the PEM for the Supply Vessel (BA. C. ll), which provides a breakdown of
the total investment amount and the expected year of delivery, allowing for
an estimate of its allocation in national accounting terms. However, the
information published on the PEMs included in the Plan is generally
aggregated and lacks the level of breakdown needed to project theirimpact
on the public deficit.

AIReF therefore recommends to the Ministry of Finance that it should:

5.  Publish detailed information on the implementation of the Security
and Defence Plan, both in budgetary and national accounting
terms, in order to allow proper fiscal supervision of this expenditure,
the amount of which is particularly relevant for the evolution of the
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public deficit of the Central Government and the General
Government Sector.

Activation of preventive measures under the LOEPSF for ARs and LGs due to
the risk of non-compliance with the expenditure rule.

As noted in the previous section, in the Autonomous Region of the Canary
Islands, which currently lacks a PEF, there is a significant risk of non-compliance
with the expenditure rule in 2025, which does not appear to be due to specific
circumstances and could also compromise future compliance. It would be
advisable to implement measures to correct that deviation and therefore,
without prejudice to the specific recommendation addressed to this AR in its
individual report, AIReF recommends to the Ministry of Finance to:

6. Activate the preventive measures contained in Article 19 of the
Organic Law on Budgetary Stability and Financial Sustainability in
relation to the Autonomous Region of the Canary Islands.

Due to the persistent risk of non-compliance with the 2025 expenditure rule
observed at an LG level, as specified in the previous section of the report,
AlIReF recommends to the Ministry of Finance to:

7. Activate the preventive measures contained in Article 19 of the
Organic Law on Budgetary Stability and Financial Sustainability for
the City Councils of Murcia, Palma and Las Palmas de Gran
Canaria.

Recommendations to the ARs and LGs, and MINHAC in the individual reports.

Autonomous Regions

For those ARs that have submitted a PEF to AIReF for preliminary review due to
non-compliance with the rule in 2024, in which it is observed that the eligible
expenditure for 2025 and/or 2026 will grow above the reference rate, AlReF
issues recommendations of varying scope in the individual reports on each
AR's plan:

e For the ARs of Cantabria and Catalonia, it can be seen that, although
the measures contained therein may be insufficient fo correct the
deviation in 2025 due to uncertainty about their implementation and
immediate temporary allocation, growth adjusted to the limit of 3.3%
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could be achieved in 2026. AIReF recommends that these ARs provide
the CPFF with greater detail on the implementation of the measures
underpinning their forecasts for growth in eligible expenditure adjusted
to the reference rates, and estimates of the fiscal balance and debt
compatible with such growth.

For the ARs of the Balearic Islands and Madrid, where the measures
contained in the PEFs are considered insufficient to correct the
deviation observed in 2025 and 2026, AlIReF recommends that they
incorporate adequate measures into the PEF to be presented to the
CPFF to support growth forecasts for eligible expenditure adjusted to the
reference rates throughout the period, providing details of their
elements, effects and implementation schedule; and include estimates
of the fiscal balance and debt compatible with such growth in the plan.
For the ARs of Aragon, Castile and Leon, Galicia, Valencia and
Navarre, where there is arisk of deviation in 2025 and/or 2026, measures
have been adopted that compromise compliance with the rule in the
future and the PEF does not include corrective measures, AlReF
recommends that they include in the PEF that they submit to the
Economic Agreement Coordinating Committee or the CPFF, as
appropriate, measures that underpin the growth forecasts for eligible
expenditure adjusted to the reference rates, detailing their elements,
effects and implementation schedule, and include in the plan estimates
of the balance and debt compatible with that growth. It is also
recommended that the AR of Navarre adjust the calculations of the
expenditure rule to prevailing legislation.

As for the ARs where deviation is noted, but they do not have to submit a PEF:

AIReF makes no new recommendations for Castile-La Mancha,
Andalusia or Extremadura. However, it urges them to continue
monitoring the evolution of eligible expenditure, given that the
deviations noted are moderate or appear to respond to one-off
circumstances arising from the recording of European funds.

In the case of the Canary Islands, where the deviations are significant
and no correction can be seen in the future, AIReF also points out the
need for this AR to confinue to monitor the evolution of eligible
expenditure and, if necessary, to adopt the measures required to
correct the deviations. It also recommends that the Ministry of Finance
activate the measures provided for in Artficle 19 of the LOEPSF.

Local Governments

For those large LGs for which, based on current information, AIReF estimates
that there will be significant non-compliance with the expenditure rule in 2025
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and which were not subject to a recommendation in this regard in the report
issued last April, and which are not currently subject to a PEF because they
have complied with the 2024 expenditure rule, it recommends at this point in
the budget cycle, and similarly to the recommendation in the previous report,
that they monitor their budgetary execution, periodically updating the
estimates of growth in eligible expenditure; and adopt, where necessary, the
measures they deem appropriate to correct increases above the reference
rate. These LGs are the City Councils of Cordoba, Algeciras, Jaen, Arganda
del Rey and Ayamonte, with forecasts of growth in eligible expenditure also
exceeding the reference rate. None of the city councils mentioned are
subject to a PEF for non-compliance with the 2024 expenditure rule.

Finally, for those LGs where the information provided has limitations for
estimating the expenditure rule, in some cases so significant that they have
prevented AIReF from making any calculations to estimate it, and which, in
many cases, have not yet settled 2024, AIReF recommends that they take all
the necessary actions to ensure an approved settlement and the
corresponding PEF as soon as possible in the event of non-compliance with
the fiscal targets, and that they adopt the necessary measures so that in 2025
they comply with the expenditure rule limit and do not incur a deficit. These
are the cases of the City Councils of Arcos de la Frontera, Barbate, Maracena,
Parla, Jerez de la Frontera, Los Palacios y Villafranca and Los Barrios.

Ministry of Finance

The Supplementary Report on the LGs subject to individual analysis highlights
the importance of the Ministry of Finance updating the historical data on LGs
on its website as a guarantee of offering consistent information on all entities
in the sub-sector. In accordance with the provisions of the order on the
provision of information, the latest information on settlements is published by
the Ministry of Finance in December of the year following that to which they
refer. However, in many cases, LGs settle later or modify the settlements
submitted, submitting these modifications to the Ministry of Finance, which
does not publish them. Therefore, and to ensure that users of the economic
and financial information of LGs have the most up-to-date information
possible, a recommendation has been made to the Ministry of Finance to
amend Order HAP 2105/2012, of October 1s, which implements the
information provision obligations set out in the LOEPSF, establishing dates for
the periodic updating of the data it publishes, so that they reflect the latest
situation in the economic and financial information notified by the LGs.
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6.2. Repeated recommendations

Transposition of the Directive to ensure the development of a genuine
medium-term national budgetary framework, consistent with the European
framework

Aware that sustainable public finances require adequate national institutions,
reinforcing synergies between the different levels of governance
(supranational, national and subnational), in addition to the new Regulation
governing the preventive arm of the Stability and Growth Pact, the European
fiscal governance framework also amends the National Fiscal Frameworks
Directive.

In particular, the vision towards the medium and long term that permeates this
European reform cannot be achieved exclusively through the medium-term
fiscal and structural plans provided for in the Regulation. These plans are the
central element of European fiscal co-ordination by formalising multi-year
commitments to the EU institutions, but they are no guarantee that they can
replace the necessary national medium-term planning, either in terms of their
purpose, their content or the way they are prepared. The experience of this
first round of structural fiscal plans, including the Spanish one, is evidence of
this.

The National Fiscal Frameworks Directive adopted in 2011 already required
countries to have a national medium-term budgetary framework with a
broader scope than that of fiscal and structural plans. The amendments
infroduced with the new reform establish, moreover, that: i) the multi-year
targets be consistent with the preventive arm of the Pact, i) the national fiscal
rules promote the adoption of medium-term fiscal planning consistent with the
preventive arm, and iii)j annual budgets be consistent with the national
medium-term targets.

Consequently, the European Directive, which must be fransposed by
December 2025, presents an opportunity to establish a genuine medium-term
budgetary framework tailored to national realities, thereby ensuring
compliance with European commitments. Transposition also offers the chance
to help eliminate discrepancies between the national and European
frameworks, particularly in ferms of the expenditure rule.

However, the European Commission's report of June 30" on the progress
made by Member States in transposing the Directive includes Spain's
opposition to the need to transpose the Directive. In this regard, the
Government considers that, apart from a few exceptions related to climate
risk, the Spanish legislation in force already complies with the requirements of
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the new Directive and therefore it does not consider it necessary to amend
the LOEPSF.

AIReF is in the process of drawing up an Opinion in which all the aspects that
should be reformed to improve the consistency, coherence and effectiveness
of the national fiscal framework are given in detail.

Consequently, AIReF reiterates its recommendation to the Ministry of Finance
to:

1. Take advantage of the transposition of the National Fiscal
Frameworks Directive to design a credible and effective medium-
term budgetary framework ensuring the consistency, coherence
and effectiveness of the national fiscal framework.

The President of AIReF

(&

Cristina Herrero Sdnchez
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