
 

 

 

 

• Spain remains among the group of EU economies with debt levels above 100% of GDP, although 
its debt ratio has fallen significantly from the peak reached during the pandemic. Other 
countries, such as Greece and Portugal, have achieved larger reductions in their debt ratios, 
supported by strong economic growth and a significant improvement in their public deficits.  

• In Spain, the debt ratio has performed better than projected in the MTP, supported by stronger 
real growth and a lower interest burden than expected, although the primary deficit and the 
stock-flow adjustment have been higher than forecast. 

• These high debt levels come at a time when the resurgence of inflation is feeding through into 
higher debt financing costs. Inflation has picked up since February 2026 in Spain and other 
advanced economies, against a backdrop shaped by the conflict in Iran and disruption in the 
Strait of Hormuz. The deterioration in the inflation outlook has led the ECB to halt the monetary 
easing cycle that began in 2024 and to raise its key interest rates in June 2026.  

• Expectations of higher inflation and the upward revision of expected interest rates have fed 
through to sovereign debt markets, with short- and long-term yields rising in the main euro area 
economies since March 2026. At the short end, yields stand at around 2%-2.8%, while ten-year 
yields are roughly in the 3%-4% range. The rise in long-term yields also reflects greater spending 
needs linked to defence, competitiveness, ageing and the climate transition, in a more uncertain 
macro-financial environment and with tighter financing conditions. 

• In Spain, the impact of the rise in yields on the average cost of State debt remains gradual, 
thanks to the long average life of the portfolio, although the average cost will continue to rise as 
new issuance replaces debt issued at lower rates. In this context, AIReF expects Spain's interest 
expenditure to rise to 2.5% of GDP in 2026 and 2027. This pattern of gradual pass-through is 
also visible at European level, where the Commission expects euro area interest expenditure to 
rise to 2.2% of GDP in 2027.  

• The initial rise in risk premiums has not, so far, led to a broad episode of financial stress. Equity 
markets have rebounded after the initial fall in March, and volatility has eased following the first 
shock. 

• Against a backdrop of growing spending pressures and new strategic challenges, the 2026 
European Semester Spring Package highlights the difficulty of striking a balance between the 
need to undertake expenditure and investment to meet strategic needs—energy, defence, 
competitiveness and social cohesion—without jeopardising macroeconomic stability or the 
sustainability of public finances.  

• The possibility of activating the national escape clause allows the increase in defence spending, 
and now energy investment, to be partially accommodated within certain limits, although the 
room for flexibility is temporary, limited and conditional on maintaining expenditure paths 
compatible with debt sustainability.  
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• Even allowing for this flexibility, the Commission's assessment of compliance with the new fiscal 
framework shows that, although several Member States remain within the permitted margins 
in 2025, projections for 2026 point to greater risks of deviating from the net expenditure paths. 
In Spain's case, the country would move from compliance in 2025 to a risk of non-compliance 
in 2026.  

• Along the same lines, the EFB warns that there is little room for expansionary fiscal policy and 
questions the possible extension of the national escape clause to energy measures. In a context 
of inflationary pressures and the risk of deviations from expenditure paths, new exceptions could 
create an additional fiscal impulse and call into question the credibility of the new European 
fiscal framework. 

• For Spain, the Commission projects a smaller deviation in net expenditure than AIReF estimates. 
Although both institutions agree that net expenditure would exceed the maximum 
recommended rate in 2026, the cumulative deviation would remain within the permitted limits 
after applying the flexibility associated with the increase in defence spending. 

• The Commission considers that Spain has broadly fulfilled the reform and investment 
commitments linked to the extension of the adjustment period to seven years, but recommends 
complying with the net expenditure path, limiting the use of the escape clause, strengthening 
military spending in an efficient manner compatible with fiscal sustainability, and keeping energy 
support temporary and targeted.  

• For 2026, AIReF forecasts a reduction in the debt ratio to 99.9% of GDP, 0.8 points below the 
level recorded in 2025. This fall would be consistent with a smaller contribution from economic 
growth and a slightly higher public deficit, offset by a lower stock-flow adjustment. 

• Over the medium term, AIReF projects a gradual reduction in the debt ratio, albeit at a moderate 
pace. 

• Over the long term, the dynamics of the debt ratio would reverse. After reaching a turning point 
from the middle of the next decade, debt would return to an upward path, driven by the impact 
of ageing, the increase in interest expenditure and limited potential growth. 

• The sensitivity analysis of the macroeconomic and fiscal assumptions shows that half-point 
variations in growth, interest rates or the primary balance could place the debt ratio in 2050 
within a range of 26 points of GDP, between 111% and 137% of GDP. 

• Gross financing needs would remain contained in the first part of the projection horizon, at 
around 17% of GDP, but would rise gradually as debt resumes an upward trajectory, reaching 
21% of GDP in 2040 and 26% in 2050. 

• Debt developments will depend to a large extent on compliance with the commitments in the 
MTP up to 2028, which will determine the need for additional adjustments in the future 2029-
2032 fiscal plan. 

o Under strict compliance with the MTP targets, debt dynamics would be favourable and 
would require barely any additional adjustment, with the effort limited to two hundredths 
of a point per year. 



 

o If the margin allowed by the enlarged control account after application of the defence 
escape clause were fully used, the required adjustment would rise to 0.36 points per 
year, equivalent to 1.44 points cumulatively. 

o In an inertial scenario, with no additional measures, the required effort would be greater, 
with an adjustment of 0.59 points per year and 2.36 points cumulatively over the period 
2029-2032. 

• In all scenarios, the adjustment would have to raise the primary surplus to 2.8% of GDP, 
consistent with bringing the general government balance into equilibrium.  

• As regards regional debt, the subsector's debt ratio stood at 20.3% of GDP in the first quarter 
of 2026. The cumulative reduction from the 2020 peak amounts to 6.7 points. However, the 
subsector as a whole remains above the legal reference level of 13%. 

• The situation of the Autonomous Regions continues to show a high degree of heterogeneity, with 
a gap of more than 30 points between the most indebted and the least indebted region. Twelve 
of the 17 regions remain above the legal reference level of 13%. 

• The correction in regional debt after the pandemic has been widespread, albeit uneven. All 
regions have reduced their ratios compared with the pre-pandemic level, except the Region of 
Murcia, while the largest reductions from the 2020 peak have occurred in the Balearic Islands 
and Castilla-La Mancha. 

• The weight of the extraordinary financing mechanisms for Autonomous Regions remains 
relatively stable, at around 60% of Autonomous Region debt, although their use still varies greatly 
across regions: Catalonia, the Region of Valencia and Andalusia account for most of the volume 
of the extraordinary mechanisms, while Madrid, Navarre and the Basque Country have no debt 
financed through these mechanisms. 

• The credit ratings of the Autonomous Regions have evolved clearly positively, in line with the 
improvement in Spain's sovereign rating in 2025. The main agencies have upgraded several 
regions, although there is still substantial heterogeneity between them, linked to differences in 
debt, fiscal autonomy and liquidity. 

• AIReF's projections place regional debt on a downward path under a constant-policy scenario, 
reaching 12.5% of GDP in 2040. This reduction would be driven by GDP growth and by the 
projected primary surpluses, close to half a point of GDP for the subsector as a whole in 2030. 

• In a less favourable scenario, a balanced primary balance would stabilise the debt ratio close to 
its current level. 

• Under the inertial scenario, the Autonomous Region subsector as a whole would reach the legal 
reference threshold of 13% in 2039, albeit with a high degree of heterogeneity across 
Autonomous Regions. 

• At the most favourable end, the Basque Country, Navarre, the Canary Islands, Madrid and 
Asturias would already be below this threshold, while Galicia would reach it in 2026. By contrast, 
at the opposite end, the Region of Valencia, the Region of Murcia and Catalonia are not 
projected to reach the threshold before 2050. 

 



 

Debt (% of GDP), quarterly evolution Spain's debt-to-GDP ratio stood at 101.6% in the first 

quarter of 2026, down 1.7 percentage points on the 

same quarter of the previous year. Compared with the 

end of 2025, the ratio increased by 1 point, in line with the 

usual seasonal pattern observed in the first quarter of the 

year. Since the peak reached in the first quarter of 2021, 

when it stood at 124.2%, the ratio has fallen by a 

cumulative 22.6 points. However, it remains 4 points 

above its pre-pandemic level. In monetary terms, public 

debt has continued to rise in 2026, reaching EUR 1.736 

trillion in April, a year-on-year growth rate of 4.4%. 

 

Source: INE, Bank of Spain and AIReF  

This reduction in the debt-to-GDP ratio between 

2021 and 2025 is mainly explained by the 

contribution from economic growth, which has been 

the main driver of the post-pandemic correction. 

The sustained recovery in economic activity, together 

with persistently high inflation, has supported a gradual 

decline in public debt relative to the size of the economy. 

As nominal GDP growth has moderated, the pace of 

decline in the debt ratio has also slowed. Even so, the 

cumulative contribution of growth to the reduction in the 

debt ratio amounts to 43 percentage points of GDP. The 

progressive reduction in the primary deficit has also 

helped consolidate this downward path, despite the 

increase in the interest burden and the unfavourable 

effect of the stock-flow adjustment. 

Contributions to the change in debt, p.p. 

  

Source: AIReF 

Debt (% of GDP) by subsector, first quarter of 2025 The increase in debt compared with pre-pandemic 

levels has been concentrated mainly in Central 

Government and the Social Security Funds, which 

has helped allow the Autonomous Regions to reduce 

their debt-to-GDP ratios. Between the fourth quarter of 

2019 and 2025, the combined ratio of Central 

Government and Social Security increased by 8.8 

percentage points. By contrast, the debt ratio of the 

Autonomous Regions fell by 3.3 percentage points, while 

that of Local Governments declined by 0.6 points. 

According to the latest available data, for March 2026, 

State debt stood at 92.9% of GDP, Social Security Funds 

debt at 8.0%, Autonomous Region debt at 20.3% and 

Local Government debt at 1.2%. 

 
Source: Bank of Spain and AIReF 
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As in Spain, the debt-to-GDP ratios of the other main 

highly indebted EU countries have also fallen after 

the sharp increase recorded during the pandemic, 

although with very significant differences between 

economies. Nominal growth has been the main factor 

reducing the ratio, although its strength has varied 

across countries. The largest corrections have been 

recorded in Greece and Portugal, with declines of 63.2 

and 44.4 percentage points of GDP, respectively. In 

both cases, in addition to dynamic growth, there has 

been a more intense fiscal consolidation process, with 

debt standing in the fourth quarter of 2025 at 146.1% of 

GDP in Greece and 89.7% in Portugal, down from ratios 

of 209.4% and 134.1%, respectively. 

Contributions (p.p.) to the cumulative change since the 

pandemic peak (2020-25) 

 

Source: AMECO and AIReF 

European Union countries with a debt ratio close to or 

above 100% of GDP 
Spain and Italy have also recorded sizeable reductions 

in their debt ratios, although more moderate ones, driven 

mainly by nominal growth, while the reduction in the 

deficit has been more limited. At the end of 2025, their 

debt ratios stood at 100.7% and 137.1% of GDP, 

respectively, down from initial ratios of 119.3% and 

154.4%. By contrast, Belgium has recorded a much 

more limited reduction than the countries mentioned 

above, while in France the debt ratio has increased by 

1.3 points, in a context in which the contribution from 

nominal growth has not been sufficient to offset the effect 

of the public deficit, whose correction has been smaller 

than in the other cases. In these two countries, the debt 

ratio stood at 116.2% in France and 107.9% in Belgium, 

compared with initial ratios of 114.9% and 111.4%, 

respectively. 
 

Source: Eurostat and AIReF  

Inflation in the main advanced economies has 

picked up since February 2026, against a backdrop 

of the conflict in Iran and disruptions in the Strait of 

Hormuz, which have pushed up energy prices and 

interrupted the previous path of inflation 

moderation. In May 2026, headline inflation reached 

3.2% in the euro area and 4.3% in the United States, 

moving away from the 2% price stability target. In the 

euro area, the rebound has been driven mainly by the 

energy component, although services have also shown 

some acceleration. However, underlying pressures 

remain more contained, with harmonised inflation 

excluding energy and unprocessed food standing at 

2.3% in May, compared with 2.1% in April, according to 

Eurostat's estimate. 

Year-on-year inflation rate in main economies 

 

Source: Refinitiv 
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Central bank policy rates, June 2026 In response to the recent pickup in inflation, the ECB 

has paused the monetary easing phase that began 

in June 2024 and has adopted a more restrictive 

monetary-policy stance. At its meeting on 11 June, the 

Governing Council decided to raise the three key ECB 

interest rates by 25 basis points to ensure that inflation 

stabilises at 2% over the medium term. The rates on the 

deposit facility, the main refinancing operations and the 

marginal lending facility therefore stand at 2.25%, 2.4% 

and 2.65%, respectively. The decision reflects the 

deterioration in the inflation outlook associated with the 

conflict in the Middle East and higher energy prices, 

which the ECB expects to pass through partly to food, 

goods and services prices. 

 
Source: Refinitiv 

Against this backdrop, the Eurosystem has revised up its inflation projections for 2026 and 2027 to 3.0% and 2.3%, 

respectively, before converging to 2.0% in 2028. However, the ECB is maintaining a cautious, meeting-by-meeting and 

data-dependent approach, without committing to a predetermined path for rates. Markets have interpreted this as a 

controlled tightening of monetary policy and now expect the next 25-basis-point increase to take place in September, 

while pricing in a 30% probability of a rate increase at the next meeting at the end of July. 

On 17 June, the Federal Reserve left the target range 

for the federal funds rate unchanged at 3.5%-3.75%, at 

a meeting that marked a significant shift in the central 

bank's tone and communication strategy. The decision 

comes against a backdrop of solid activity, a stable labour 

market, strong investment and productivity, and inflation 

that remains clearly above the 2% target, partly under 

pressure from the energy shock associated with the 

conflict in the Middle East. Markets strengthened their 

expectations of monetary tightening, pricing in at least one 

rate hike over the year. 

FED DOT PLOT 

 

Source: Federal Reserve 

Instead of providing explicit guidance on the next decision, Federal Reserve Chair Kevin Warsh removed the traditional 

forward guidance from the statement and argued for shorter, more direct communication that relied less on forward 

guidance, on the grounds that markets should respond to economic data rather than simply anticipate the Fed's reaction. 

This shift is complemented by the creation of five working groups to review core areas of monetary policy: Fed 

communications, balance-sheet policy, the use of data sources, the relationship between productivity and employment 

in a changing economy, and the inflation framework. 

Market-implied rates for 2026 On 18 June, the Bank of England left Bank Rate 

unchanged at 3.75%, in a decision taken by a 7-to-2 

majority, with two members favouring a 25-basis-

point increase to 4%. The pause reflects the balance 

between inflation that remains above target and exposed 

to the energy shock, and signs of weakening demand. 

On 15 June, the Bank of Japan (BoJ) also raised 

rates by 25 basis points, lifting the short-term policy 

rate to 1.0%, its highest level since the mid-1990s. 

Although the BoJ considers that financial conditions will 

remain accommodative, the decision confirms gradual 

progress in Japan's monetary normalisation. 

 

Source: Refinitiv 
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The main central banks continue to reduce their 

balance sheets gradually and predictably, in a context 

in which the principal from maturing assets is no 

longer being reinvested. In the Eurosystem, the APP 

(Asset Purchase Programme) and PEPP (Pandemic 

Emergency Purchase Programme) portfolios are still 

shrinking, although accumulated public debt holdings 

remain high. This situation is particularly important in a 

context of rising interest rates. When policy rates rise, the 

cost of central banks' remunerated liabilities adjusts 

immediately, while income from the portfolios purchased 

under the APP and PEPP, composed largely of fixed-rate 

assets with long maturities, does not increase in the same 

way. 

ECB asset purchase programme holdings 

 

Source: European Central Bank 

This mismatch has led to losses for the ECB in 2024 and 2025, showing how large balance sheets make monetary 

normalisation more costly. 

One-year sovereign yields Expectations of higher inflation have been reflected 

in short-term sovereign yields, with a broad-based 

increase across the main euro area economies since 

March 2026. After a period of relative stability during the 

second half of 2025 and the first months of 2026, yields 

rose sharply, coinciding with the deterioration in the 

inflation outlook and the resulting upward revision to 

interest-rate expectations. This movement occurred as 

markets increasingly priced in a scenario in which the 

conflict in Iran and disruptions in the Strait of Hormuz 

would prove more persistent, rather than the initially 

expected rapid resolution. The fact that yields have 

remained above pre-shock levels points to a tightening of 

financing conditions in the euro area.  

 

 
Ten-year sovereign yields 

Ten-year sovereign yields have risen since March 

2026 in the main European economies, reversing the 

improvement in financing conditions observed in 

2025. This increase comes in a context in which Member 

States face greater spending needs due to the defence 

effort, the drive to boost competitiveness, the fiscal costs 

associated with ageing and the costs arising from the 

effects of climate change. These pressures on public 

finances are compounded by a more uncertain macro-

financial environment, marked by higher energy prices, 

higher and more volatile inflation, tighter financial 

conditions and a weaker growth outlook in the EU. Taken 

together, these factors have contributed to the 

emergence of a term premium in longer-term yields, 

particularly in the most highly indebted countries.  

 

Source: Refinitiv and AIReF 
  

 

Long-term sovereign yields: US and UK 
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The pressure on long-term sovereign yields is not 

confined to the euro area. In the United Kingdom and, 

to a lesser extent, in the United States, the yield curve 

has also risen significantly since March 2026, 

particularly at the long end. In the United Kingdom, the 

10-year bond yield stood close to 5% in June, while the 

30-year bond yield reached levels close to 5.8%, highs not 

seen since the late 1990s. In the United States, the 10-

year bond yield remains around 4.4% and the 30-year 

bond yield around 4.9%. This increase reflects the greater 

compensation required by investors to hold long-term 

government debt, in a context of more persistent inflation, 

greater financing needs and doubts over the credibility of 

the fiscal path. 
 

Source: Refinitiv and AIReF 

 

Average cost of State debt (%) In Spain, the impact of the rise in yields on the 

average cost of State debt is feeding through 

gradually, owing to the long average life of the 

portfolio. After the period of low interest rates, the 

average cost of new issues rose sharply from the low 

recorded in 2021 to levels close to 3.4% in 2023, before 

easing in 2025. This increase has been gradually 

reflected in the average cost of outstanding debt, which 

rose from the low of 1.64% in 2021 to 2.4% in 2025, 

although it remains contained compared with previous 

episodes. The long average life of the debt, at around 

eight years, has helped cushion and delay the pass-

through of higher issuance rates to the portfolio as a 

whole.  
 

Source: Spanish Treasury 

However, as new issues and refinancing operations are carried out at rates above those of maturing debt, the average 

cost of outstanding debt will continue to rise gradually, increasing the interest burden and reducing the available 

budgetary room for manoeuvre. 

This pattern of gradual pass-through can also be seen at European level, where the rise in yields—around 30 

basis points since the start of the conflict in Iran—is gradually feeding through to the cost of public financing. 

In this context, the European Commission expects interest expenditure for the euro area as a whole to rise to 2.2% of 

GDP in 2027, almost half a percentage point above the average recorded between 2016 and 2021. The increase will 

be significantly greater in some countries with very high debt levels, with rises of more than one percentage point in 

Belgium, France and Italy. 

The strain observed in sovereign debt markets has 

not, for the time being, translated into an episode of 

widespread financial stress. In equity markets, after a 

slight initial decline in early March, indices rebounded 

strongly in April, helped by de-escalation in the Middle 

East. The increase is particularly notable in the United 

States and Japan, supported by the rally in artificial-

intelligence-related stocks, while European equities have 

performed less well. The VIX, which measures S&P 500 

volatility, also eased after the March spike and remains 

well below the levels seen in April 2025, when the 

announcement of Trump's tariffs generated severe 

financial tensions. 

Main stock market indices 

Source: Refinitiv 
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On 3 June, the European Commission adopted the 2026 European Semester Spring Package, setting out 

economic policy guidance for Member States. The package includes the country-specific recommendations (CSRs); 

the country reports, which identify Member States' main economic, structural, social and employment challenges; the 

Excessive Deficit Procedure report; the macroeconomic imbalance procedures; and the post-programme surveillance 

reports, which assess the repayment capacity of Member States benefited from financial assistance programmes.  

The 2026 European Semester Spring Package points to a broad set of economic policy challenges for the 

European Union: 

❶ Energy security, economic security and defence. 

The package emphasises the need to respond to an 
environment of emerging threats, shaped by the energy 
crisis, economic security risks and the strengthening of 
defence capabilities. Against this backdrop, it highlights 
the importance of a coordinated European response that 
reduces dependence on imported fossil fuels, 
guarantees clean and affordable energy, strengthens 
security of supply and preserves industrial 
competitiveness. It also identifies the resilience of 
strategic sectors as a key priority and argues for 
continuing to strengthen defence capabilities through the 
temporary flexibility provided for under the national 
escape clause and other instruments. 

❷ Competitiveness and strategic investment. The 

package identifies stronger competitiveness as an 
essential priority to support potential growth and 
increase the EU's economic resilience. To this end, the 
Commission stresses the need to close the innovation 
gap, deepen the Single Market, reduce administrative 
burdens and mobilise private financing for productive 
investment, particularly in sectors linked to the energy 
transition, digitalisation and industrial autonomy. Under 
this framework, countries such as Spain need to 
increase investment in energy storage, electricity grids 
and interconnections in order to facilitate the integration 
of renewables and make the energy system more 
flexible. 

❸ Macroeconomic stability and fiscal sustainability. 

The Commission stresses the need to preserve 
macroeconomic stability and the sustainability of public 
finances amid mounting spending pressures related to 
defence, competitiveness, ageing, the energy transition 
and climate change. Although the European fiscal 
framework provides for certain flexibility mechanisms, 
this flexibility must remain compatible with credible 
budgetary paths, compliance with net expenditure 
trajectories and medium-term fiscal sustainability. 

❹ Human capital, social cohesion and housing. The 

package retains a significant social dimension, focused 
on human capital, improving the functioning of labour 
markets, and social and territorial cohesion. For Spain, 
the Commission points to the need to strengthen 
vocational training and lifelong learning, as well as to 
tackle early school leaving. It also stresses the need to 
reduce child poverty, improve the effectiveness of the 
social protection system and make progress on access 
to affordable housing by increasing supply and 
strengthening the stock of social housing. 

These four priorities show that the Spring Package is built around a complex balance: allowing room to respond 

to new strategic needs—energy, defence, competitiveness and social cohesion—without jeopardising macroeconomic 

stability or the sustainability of public finances. 

This tension between flexibility and fiscal discipline is 

reflected in the Commission's compliance assessment 

within the Spring Package itself. Although several 

Member States remain within the permitted margins in 2025, 

projections for 2026 point to increased risks of non-

compliance with the net expenditure paths. Looking at 

specific cases, Spain and France move from compliance in 

2025 to a risk of non-compliance in 2026, although in 

France's case the unfavourable assessment applies only in 

annual, not cumulative, terms. Italy is non-compliant in 2025, 

although the cumulative deviation remains contained, and the 

Commission projects a return to compliance in 2026. In 

Malta's case, the Commission recommends that the Council 

close the Excessive Deficit Procedure, as the deficit has fallen 

below the 3% of GDP threshold. 

In this context, the national escape clause linked to the 

increase in defence expenditure is particularly important. This clause provides limited room to accommodate the 

increase in such expenditure, but does not remove the obligation to comply with the net expenditure path or preserve 

medium-term debt sustainability. The flexibility provided for should therefore be understood as a limited and temporary 

instrument. The margin is calculated on the basis of the increase in nationally financed defence expenditure relative to 

a reference level (defence expenditure in 2021 or, in some cases, 2024), capped at 1.5% of GDP for the period 2025-

2028. 
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Source: European Commission. * indicates Member States subject to an 

Excessive Deficit Procedure (EDP). ** In Malta's case, the Commission 

recommends that the Council repeal the decision establishing the 

existence of an EDP. Member States in red are those not subject to an 

EDP which, in 2025, had a general government deficit below 3% of GDP 

and a debt ratio below 60% of GDP, or a budgetary position close to 

balance or in surplus. The letters A and C indicate, respectively, that the 

2026 assessment is based on the annual or cumulative rate.  
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National escape clause and defence expenditure The data show a particularly 

sharp increase in defence 

expenditure in several Eastern 

and Northern European 

Member States (Estonia, 

Latvia, Lithuania, Poland and 

Finland). In Spain, defence 

expenditure also increases 

relative to the reference level, 

although it remains at the lower 

end of the European 

distribution. 
 

Source: AIReF and European Commission. The green marker indicates nationally financed defence expenditure as a share of GDP in the reference 

year used to apply flexibility under the national escape clause. For Greece, Bulgaria and Spain, the reference year is 2024; for the other Member 

States, it is 2021. The data relate to nationally financed defence expenditure according to the COFOG 02 classification. The shaded bars refer to 

countries that have not requested activation of the NEC for defence expenditure.  

The Commission has indicated that Member States adopting measures to strengthen energy security and 

accelerate the transition away from fossil fuels could request an extension of the scope of the national escape 

clause for defence. At the Member State's request, this could cover measures adopted from February 2026 onwards 

to reduce dependence on imported fossil fuels. The extension would not change the overall flexibility ceiling of 1.5% of 

GDP, but would reserve within it a specific margin for energy measures: up to 0.3% of GDP per year in 2026-2028 and 

0.6% cumulatively over the period. It would therefore not provide additional room, but rather a partial reallocation of the 

existing flexibility space. 

In view of this possible extension, the European Fiscal Board warns that the credibility of the new fiscal 

framework could be weakened by creating the perception that new exceptions can be opened up in response to 

political pressure to increase certain expenditure items. It also notes that the 2022-2023 energy crisis highlighted 

the risks of broad-based support measures, which can sustain aggregate demand, fuel inflation expectations and repeat 

poorly targeted patterns. Greater fiscal flexibility could therefore generate an additional impulse in a context of inflationary 

pressures and erode the credibility of the European fiscal framework. 

The Spring Package acknowledges the resilience of the Spanish economy and the progress made on the deficit, 

debt and public investment. However, it continues to emphasise the need to preserve fiscal discipline and ensure 

compliance with the net expenditure path. In this context, the Commission forecasts a smaller deviation in Spain's net 

expenditure path than AIReF estimates for 2026, both in annual and cumulative terms, and also after applying the 

flexibility associated with the national escape clause for defence. 

According to the Commission, net expenditure in Spain grew by 4.8% in 2025 and by a cumulative 9.3% in 2024-

2025, with a cumulative deviation of 0.1% of GDP, within the flexibility margin allowed by the national escape 

clause. For 2026, the Commission forecasts net expenditure growth of 5.1%, below AIReF's estimate of 5.8%, and an 

increase of 14.9% between 2024 and 2026, compared with AIReF's 15.7%. Although both institutions agree that net 

expenditure would exceed the recommended maximum rate, after applying the defence-related flexibility the deviation 

would remain within the permitted limits: 0.4% of GDP according to the Commission and 0.6% according to AIReF. 

For Member States that, like Spain, have an extended seven-year fiscal adjustment period, the Commission also 

assessed compliance with the key reform and investment milestones that justify this extension. This assessment 

is based on the information included in the annual progress report submitted by Spain. The Commission concludes that, 

overall, Spain has satisfactorily fulfilled the commitments undertaken. 

On fiscal surveillance, the Commission recommends that Spain respect the net expenditure path, make only 

limited use of the flexibility provided by the national escape clause for defence, and increase military 

expenditure efficiently and in a manner compatible with fiscal sustainability. It also calls for energy-support 

measures to be temporary and targeted, for the agreed reforms and investments to be implemented, and for fiscal 

sustainability to be strengthened by reducing tax expenditure and improving the efficiency of public spending. 
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The debt-to-GDP ratio has followed a more 

favourable path than projected in the MTP, standing 

seven tenths of a point below the level envisaged in 

the Plan. This performance is mainly due to stronger 

real growth than projected and a lower interest burden 

than anticipated in the Plan. By contrast, the primary 

deficit and stock-flow adjustment have been higher than 

expected, while the GDP deflator has been lower than 

projected, limiting the reduction in the ratio and placing 

upward pressure on debt. This improvement has 

occurred despite the INE's revision of nominal GDP, 

which raised the initial debt level by two tenths of a point 

compared with the level envisaged in the MTP. 

Year-on-year inflation rate in major economies 

 
Source: Ministry of Economy and 

AIReF 
 

Debt forecasts and contributions for 2026 For 2026, AIReF's macro-fiscal forecasts point to a 

0.8-percentage-point reduction in the debt-to-GDP 

ratio relative to the level recorded in 2025, bringing 

it to 99.9% at year-end. The expected decline is in line 

with that recorded in 2025. However, in 2026 the 

contribution from economic growth will be smaller and 

the public deficit slightly higher. These effects will be 

offset by a smaller stock-flow adjustment. In particular, 

the lower receipt of European loans—which increase 

debt without affecting the deficit—estimated at around 

EUR 9.5 billion less in 2026, will contribute to this trend. 

According to the stochastic simulations, the probability of 

the ratio falling in 2026 stands at 60%. 

 

Source: M. of Economy and AIReF 
 

This reduction is consistent with the projections presented by the Government in the Annual Progress Report, 

which place the debt-to-GDP ratio at 99.3%. Compared with AIReF's forecasts, the lower ratio projected by the 

Government is explained by stronger nominal GDP growth, driven by a higher deflator, as well as by a positive 

contribution from the primary balance to debt reduction. Together, these factors offset a stock-flow adjustment projected 

by the Government that is higher than AIReF's estimate. 

Long-term debt projections (%) AIReF's projections indicate that the public debt 

ratio will continue to fall in the coming years, albeit 

at a more moderate pace, maintaining some 

downward momentum that would allow a 

cumulative reduction of close to 8 percentage points 

over the next decade. Over the medium term, primary 

surpluses are projected to be generated, helping to 

reduce the debt ratio, in a context in which interest 

expenditure will increase progressively and the 

contribution from economic growth will tend to moderate 

gradually. 

 

Source: AIReF 
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However, from 2035 onwards, the debt path shows a turning point, resuming an increasingly steep upward 

trajectory driven mainly by growing pressures from expenditure linked to population ageing. The gradual 

increase in interest expenditure, together with moderate potential economic growth, will reverse the sign of the differential 

between the interest rate and economic growth—the so-called 'snowball effect'—which will begin to make a positive 

contribution to debt accumulation. This dynamic, combined with the re-emergence of primary deficits linked to higher 

ageing-related expenditure, will create an unfavourable long-term path for the public debt ratio. As a result, between 

2035 and 2050 debt would accumulate an increase of close to 30 percentage points, reaching around 123% of GDP by 

the end of the projection horizon. 

Contributions to the change in debt (p.p.), by years and periods 

By year By period 

  

General government balance (% of GDP) Interest rate-growth differential (p.p.) 

  

Source: AIReF 

Gross financing needs would remain relatively 

contained in the first part of the projection horizon, 

although they would show an upward trend over the 

medium and long term. The projected trend in gross 

financing needs is consistent with the expected path of the 

public debt ratio. During the first part of the projection 

horizon, financing needs would remain relatively contained, 

at levels similar to those recorded in recent years - around 

17% of GDP. However, as the debt ratio resumes an 

upward path from the middle of the next decade, gross 

financing needs would begin to rise more sharply, reaching 

21% of GDP in 2040 and 26% in 2050. 

Gross financing needs (% of GDP) 

 

Source: AIReF 

This increase would mainly be explained by the progressive rise in interest expenditure and the deterioration of the 

primary balance, while redemptions would increase more gradually as maturities associated with the larger accumulated 

stock of debt materialise. 
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Debt range (% of GDP) under GDP scenarios According to a sensitivity analysis applying a half-

point change to the main determining variables, the 

range of variation in the debt ratio would reach 

around 26 points in 2050. Given the impact of 

macroeconomic and fiscal forecasts on the debt ratio, 

especially over a 25-year horizon, alternative sensitivity 

scenarios have been prepared by applying variations of 

±0.5 percentage points to the central scenario for 

growth, interest rates and the primary balance. The 

results show similar effects in all three cases. In 2050, 

the debt ratio would fluctuate within a range of around 

26 points, from 110% in the higher-growth scenario to 

136% in the lower-growth scenario. Furthermore, since 

the ratio increases in the central scenario, the impact of 

the different assumptions intensifies over time, widening 

the dispersion of the results. 
 

Source: AIReF 

Compliance with the commitments in the MTP is 

crucial for the future path of the debt ratio and for 

assessing whether additional adjustments will be 

needed once the period covered by the plan has 

ended. To this end, AIReF calculates the adjustment that 

would need to be included in a future four-year fiscal plan, 

between 2029 and 2032, under different assumptions for 

the primary balance while keeping the rest of the long-term 

projections constant.  

- In the scenario of strict compliance with the MTP targets 

until 2028, the debt ratio dynamics would be favourable 

enough for virtually no additional adjustment to be 

required, with the necessary adjustment limited to two 

hundredths of a point per year. 

Debt-ratio path under different scenarios for compliance 

with the MTP commitments 

 
- By contrast, if the margin allowed by the enlarged control account after application of the defence-related escape 

clause were fully used, the necessary adjustment would rise to 0.36 points per year, equivalent to 1.44 points 

cumulatively. 

- Lastly, in a no-policy-change scenario, with no additional measures, the required effort would be greater, with an 

adjustment of 0.59 points per year, or 2.36 points in total. 

In any case, the primary surplus would need to be raised to 2.8% of GDP, which would mean bringing the 

general government balance into equilibrium. 

Primary balance (% of GDP) under different scenarios for 

compliance with the MTP commitments 

Adjustment required in each scenario to comply with 

the conditions of the governance framework 

  

Source: AIReF 
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Demographic trends will shape fiscal variables over the coming decades and, ultimately, the long-term 

sustainability of public finances. AIReF's central scenario incorporates the impact of population dynamics on the main 

macro-fiscal variables. 

Contributions of ageing components to the change in the 

primary balance (p.p.) 

According to AIReF's central scenario projections, 

the deterioration in the primary balance over the 

next decade will be driven mainly by the impact of 

population ageing on public expenditure. This effect 

will intensify from the mid-2030s onwards: it will exceed 

1 point of GDP in 2035 and reach a deterioration of 

around 4.4 points of GDP in 2050. Most of the impact 

will come from the increase in pension expenditure, 

followed by healthcare expenditure and long-term care 

expenditure. By contrast, education expenditure will 

make a slightly positive contribution, of around 0.4 points 

of GDP, as a result of changes in the population of 

education age. 

 

Source: AIReF 

The impact of ageing on the debt ratio would be 

limited in the early years, but would increase very 

sharply from the mid-2030s onwards. The growing 

pressure from expenditure linked to demographic 

developments would accumulate year after year and 

gradually feed through to public debt. As a result, in 2050 

the debt ratio would be around 53 points of GDP higher 

than in a scenario without the increase in ageing-related 

expenditure. 

Most of this impact on debt would come from pension 

expenditure, which would account for 33.9 points of 

the increase in debt in 2050. Healthcare expenditure 

would also make a significant contribution, at 18.5 points, 

as would long-term care, at 7.2 points, with its weight 

increasing gradually over the period. Lower education 

expenditure would reduce the debt ratio by 6.9 points, 

partially offsetting these pressures. 

Contributions of ageing components to the change in 

debt 

 
Source: AIReF 
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At regional level, the Autonomous Regions' debt-to-

GDP ratio has fallen significantly after the peak 

reached in 2020, when it stood at 26.9% amid the 

increase associated with the pandemic. Since then, the 

ratio has fallen by 6.7 points to 20.3% of GDP in the first 

quarter of 2026. This decline places it below the levels of 

around 24% at which it had remained relatively stable in 

the years preceding the pandemic. Despite this correction, 

the regional subsector's debt remains 7.3 points above the 

13% legal reference level established in the LOEPSF, a 

threshold below which it has not stood since 2010. From a 

historical perspective, the ratio remains far from its low in 

2007, when it stood at 5.8%.  

Debt (EUR trillion and % of GDP), Autonomous Regions 

and rest 

 
Source: Bank of Spain and AIReF 

Debt (% of GDP), subsector and Autonomous Regions However, this aggregate trend masks very sharp 

differences between Autonomous Regions. The 

reduction in debt from the peak reached in 2020 has not 

been uniform, and relative positions continue to reflect 

the different levels of debt accumulated during previous 

crises. In the first quarter of 2026, the gap between the 

region with the highest debt ratio, the Region of Valencia, 

at 40.3% of GDP, and the least indebted, Navarre, at 

8.6%, stood at 31.7 points. This dispersion shows that, 

although the subsector as a whole has reduced its debt, 

a significant number of the regions (12 of the 17 

Autonomous Regions) still remain far from the legal 

reference level of 13%. 

 

Source: Bank of Spain 

Overall, the figure shows that, although regional debt has fallen appreciably from the highs reached during the pandemic, 
the correction process has been uneven and has not eliminated the differences accumulated between regions. 
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An analysis of recent developments also shows that 

the post-pandemic correction in regional debt has 

been widespread, although its intensity has varied 

across regions. Compared with the pre-pandemic level, 

all Autonomous Regions have reduced their debt ratio, 

with the exception of the Region of Murcia, which remains 

above the level recorded in December 2019. Since the 

peak reached in December 2020, the largest reductions 

have been recorded in the Balearic Islands and Castilla-

La Mancha, while Asturias also stands out for the scale 

of its adjustment relative to the pre-pandemic level. For 

their part, Catalonia and the Region of Valencia, despite 

still being among the regions with the highest relative 

debt, are also among those that have reduced their ratio 

the most since the 2020 peak. 

 

Source: Bank of Spain and AIReF 
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Debt of the Autonomous Regions: extraordinary 

mechanisms and rest (EUR billion and % of total), 

2026 Q1 

As regards the way regional debt is financed, the 

relative weight of extraordinary financing 

mechanisms has remained relatively stable in recent 

years, at around 60%. Following the rapid increase 

recorded between 2012 and 2016, coinciding with the 

launch and consolidation of instruments such as the 

Autonomous Regions Liquidity Fund, the Flexible Credit 

Lines mechanism and the Supplier Payment Fund, these 

mechanisms came to account for most of the 

Autonomous Regions' financing. Since then, their share 

has stabilised at around 60% between 2018 and 2026, 

with slight fluctuations but no significant changes in the 

aggregate composition of regional debt. 

However, recourse to these mechanisms varies 

greatly across Autonomous Regions. Murcia 

currently heads the ranking, with 92.1% of its debt 

financed through the Autonomous Region Financing 

Funds (FFCCAA), followed by the Region of Valencia, 

Castilla-La Mancha, Catalonia, Cantabria, Aragon and 

the Balearic Islands, all with shares above 75%. A 

second group comprises La Rioja and Andalusia, where 

usage remains high, while Extremadura has significantly 

reduced its dependence, from 78.3% in the previous 

Monitor to 43.7%. Cantabria also stands out, with a 

decline from 93.9% to 81.8%, as do the reductions 

recorded in Catalonia, Andalusia, Galicia and Asturias. 

By contrast, the largest increases are observed in Murcia, 

Aragon, the Balearic Islands and La Rioja. Finally, the 

Canary Islands, Galicia, Asturias and Castile and León 

make limited use of these mechanisms, at less than 20%, 

while Madrid, Navarre and the Basque Country have no 

debt financed through them. 

 
Share (%) of the Autonomous Region Financing Funds 

(FFCCAA) in total debt, 2026 Q1 

 

Source: Bank of Spain and AIReF 

In terms of share of the total, concentration remains very high: Catalonia, the Region of Valencia and Andalusia account 

for around 75% of the total volume of the Autonomous Region Financing Funds (FFCCAA). 

In line with the improvement in Spain's sovereign rating in 

2025, the latest revisions of the Autonomous Regions' 

credit ratings have shown a clearly positive bias. These 

ratings complete the assessment of their financial position by 

incorporating, alongside the level of debt, budgetary 

performance, liquidity and capacity to access the market.  

Over the last year, Moody's upgraded several regions, including 

Andalusia, Asturias, Castile and León, Galicia, Madrid, 

Extremadura, Castilla-La Mancha, Murcia, the Region of 

Valencia, Catalonia and the Basque Country. Fitch also 

upgraded several regions, such as the Basque Country, 

Catalonia, Castilla-La Mancha, Murcia and the Region of 

Valencia, and subsequently upgraded Madrid. Finally, S&P 

revised various ratings upwards, including those of Andalusia, 

Aragon, Extremadura, the Canary Islands, Cantabria, Navarre 

and Galicia. However, there is still a high degree of 

heterogeneity across regions. Regions with lower relative debt, 

greater fiscal autonomy or a stronger liquidity position tend to 

be placed in the upper parts of the scale. 

Credit rating 

 

Source: Refinitiv and AIReF 
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AIReF projects that, in a constant-policy scenario with a primary surplus of 0.4% of GDP in 2030, the regional 

subsector's debt-to-GDP ratio will remain on a steadily downward path, standing at 12.5% in 2040. This downward 

path would be driven by expected GDP growth and the projected surpluses, which would help reduce the debt ratio by 

8.4 and 6.7 points, respectively, over the next fifteen years. By contrast, the interest burden would be the main offsetting 

factor, adding a cumulative 7.2 points. A scenario in which the primary balance performs worse, with a cumulative 

deterioration of half a point relative to the inertial scenario, would place the primary deficit at 0.1% of GDP in 2030 and 

keep debt on a stabilised path of around 19%, broadly in line with its current level. 

Debt projections (% of GDP) 
Contributions to the cumulative change in the debt ratio, 

2026-2040 (p.p.) 

  

Source: AIReF 

The inertial scenario uses AIReF's latest medium-term projection for primary balances up to 2030, keeping that balance constant as a percentage 

of GDP from that year onward. 

The weaker primary-balance scenario envisages an annual deterioration of one tenth over the next five years, reaching a cumulative deviation 

of half a point. 

Under the inertial scenario, the regional subsector as a whole is expected to reach the 13% legal reference limit 

in 2039. However, at Autonomous Region level, the situation is highly heterogeneous. Five regions would already be 

below this threshold—the Basque Country, Navarre, the Canary Islands, Madrid and Asturias—while Galicia is expected 

to reach it during 2026. A further group of five regions—Cantabria, La Rioja, the Balearic Islands, Aragon and 

Andalusia—would reach the reference limit between 2029 and 2032. At the less favourable end of the scale are the 

Region of Valencia, the Region of Murcia and Catalonia, which are not expected to meet the threshold before 2050. 

Castile-La Mancha and Castile and León would occupy an intermediate position, reaching it in 2037 and 2042, 

respectively. 

Primary balance projections (% of GDP) 
Year in which the 13% reference limit is reached, under 

an inertial scenario) 

  

Source: AIReF 
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