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Rating Action and Rationale

EthiFinance Ratings upgrades the Kingdom of Spain’s long-term rating to A+ from A, maintaining a Stable Outlook.

The upgrade primarily reflects Spain’s strengthened macroeconomic performance, underpinned by real GDP growth
rates consistently above the euro area average, a sustained moderation of inflation, and continued improvement in
labour market conditions. The latter is evidenced by the gradual decline in the unemployment rate, albeit still
remaining above that of most rating peers. In addition, the persistence of current account surpluses and the ongoing
improvement in the net international investment position reinforce the external profile and mitigate vulnerabilities
related to external financing needs.

From a fiscal perspective, the rating incorporates a gradual consolidation path that is driven largely by favourable
nominal GDP growth rather than by a decisive correction of underlying fiscal imbalances. Although public debt and
deficit levels remain elevated in comparative terms, their downward trend, together with a favourable debt maturity
profile and contained refinancing risks, supports an improved assessment of public finance sustainability relative to
previous reviews. The increase in the interest burden stemming from a higher interest rate environment is considered
manageable over the next twelve months.

The ESG profile continues to act as a relevant supportive factor for the rating. Social indicators and human capital
metrics remain strong and broadly consistent with those of high-income economies, contributing positively to Spain’s
economic and social stability. On the environmental front, Spain has made gradual progress in the energy transition,
reflected in a higher share of renewable energy and a moderation in emissions, although structural challenges linked
to physical and transition climate risks persist. In terms of governance, Spain continues to exhibit solid institutional
standards by international comparison; however, increased pressures in certain dimensions warrant a prudent
analytical stance.

Figure 1: Deriving the credit rating
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The Stable Outlook reflects our expectation that Spain will maintain, over the next twelve months, a balanced
combination of economic growth, macro-financial stability and a gradual fiscal consolidation process, with no material
deviations anticipated that would significantly alter its credit profile.

The macro-fiscal and ESG double-entry table does not constrain the rating, nor have any final modifiers been applied.
Macroeconomic Environment Pillar

The Macroeconomic Environment pillar is assessed at A+, reflecting a macroeconomic backdrop characterised by
comparatively robust growth and an external position that has strengthened in recent years.
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Spain’s economy continues to exhibit a cyclical performance superior to that of most of its main euro area peers.
According to our projections, real GDP growth is expected to reach 3.0% in 2025, before moderating to 2.3% in 2026
and 2.0% in 2027. This deceleration starts from elevated levels and reflects a normalisation of the economic cycle
following several years of strong expansion. By comparison, growth prospects for Germany, France and Italy remain
significantly more subdued, at around 1.0%, 0.9% and 0.7% in 2026 , respectively.

Labour market conditions continue to evolve favourably, supporting domestic demand and overall macroeconomic
stability. EthiFinance Ratings expects the unemployment rate to decline to 10.4% by end-2025, still markedly above
peer levels, with a further reduction to 10.0% in 2026. While unemployment remains high in comparative terms vis-a-
vis Germany or France, its decline is not solely the result of a cyclical rebound. It is instead underpinned by a
significant expansion of the labour force, which has reached historical highs. This increase is largely driven by
immigration flows, which have expanded labour supply in a context of ageing domestic demographics. Unlike previous
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episodes, the additional labour supply has been broadly absorbed by the market, helping to fill vacancies in labour-
intensive sectors without triggering a parallel increase in unemployment.

Despite these quantitative improvements, Spain’s labour market continues to display material structural imbalances.
The most notable weakness is the disconnect between employment growth and productivity, with an extensive growth
pattern not matched by efficiency gains. As a result, unit labour costs tend to rise, eroding competitiveness and
exerting pressure on corporate margins. In addition, the widespread use of permanent-discontinuous contracts, while
contributing to a lower headline unemployment rate, does not address underlying seasonality issues and may further
strain the long-term sustainability of the social protection system. Finally, the high unemployment that affects to the
younger labour force is a challenge for the potential growth of the Spanish economy,

On the price front, inflation has converged towards levels consistent with macroeconomic stability following the
recent inflationary episode. EthiFinance Ratings expects average inflation of 2.5% in 2025 and 2.1% in 2026, pointing
to easing cost pressures and a more predictable nominal environment. This evolution supports household purchasing
power and reduces the risk of disorderly macroeconomic adjustments. However, we do not anticipate further interest
rate cuts by the European Central Bank over the near term.

The external profile remains one of the most supportive elements of Spain’s macroeconomic environment. Spain
continues to post current account surpluses, which we estimate at 2.9% of GDP in 2025 and 2.2% in 2026,
contrasting with the worst figures forecasted for France and Italy. This sustained performance has enabled a steady
improvement in the net international investment position, which stood at -44.2% of GDP according to Eurostat data
for Q2 2025. While still negative, the cumulative adjustment has been substantial, placing Spain in a more favourable
position than Italy and broadly in line with other euro area peripheral sovereigns.

Finally, the favourable macroeconomic backdrop has contributed to stable financial conditions and a banking system
that, in aggregate terms, shows adequate levels of solvency and asset quality. The gradual decline in non-performing
loans in recent years—down to 2.84% as of October—together with capital ratios comfortably above European
regulatory requirements (CET4 ratio of 13.47% as of December 2024), underpins the sector’s resilience. At the same
time, the higher interest rate environment has supported profitability, although a gradual normalisation of margins is
expected over the medium term.

Public Finance Pillar

The Public Finances pillar is assessed at BB+, reflecting a gradual yet still incomplete improvement in the fiscal profile.
Progress in reducing both the fiscal deficit and public debt has been evident, although this is partly offset by an still
elevated debt burden and a higher interest burden in a more restrictive interest rate environment in comparison with
few years ago.
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The fiscal consolidation path over the coming years remains moderate and is largely dependent on nominal GDP
growth rather than on a deep structural adjustment. In this context, EthiFinance Ratings expects the general
government deficit to reach 2.9% of GDP in 2025 (3.2% as of June 2025) and 2.7% in 2026. While these levels
represent a clear improvement compared with the post-pandemic peaks, they remain relatively high for a sovereign
with a public debt ratio above 95% of GDP. In comparison with Germany, which continues to post more contained
deficits, and Portugal, which has progressed more rapidly towards budgetary balance, Spain’s fiscal headroom remains
limited.

Public debt follows a downward trajectory, supported by solid economic growth and a favourable differential between
nominal growth and the average cost of debt. We expect the debt ratio to decline to around 100.0% of GDP in 2025
(103.2% at the end of Q3 2025) and to 98.2% in 2026, from levels above 110% in previous years. Despite this
improvement, the debt stock remains clearly above that is expected for sovereigns rated A or higher, and continues to
represent one of the main sources of vulnerability in Spain’s credit profile.

A key element of the fiscal assessment is the evolution of the interest burden. The tightening of financial conditions
since 2022 has gradually fed through to the average cost of debt, increasing the share of interest payments in public
revenues. Although this increase is gradual and manageable in the short term, it constrains budgetary flexibility and
reduces the fiscal space available to absorb adverse shocks or to finance additional spending measures.

These risks are partly mitigated by a favourable debt maturity profile, characterised by a long average maturity ( 7.93
years as of November 2025) and a low share of short-term debt (5.1%), which limits refinancing risks and cushions the
immediate impact of market volatility.

In addition to these fiscal weaknesses, the current institutional and political context constitutes a clearly adverse
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factor. As of December 2025, the outlook for the approval of the 2026 General Budget remains highly uncertain. Spain
faces the possibility of a third consecutive budget rollover, following the failure to approve new budgets for both 2024
and 2025—an unprecedented situation in recent democratic history. The budgetary process for 2026 has stalled at a
preliminary stage after the parliamentary rejection, in November 2025, of the fiscal stability path and the expenditure
ceiling, highlighting the fragility of the Government.

Environmental, Social and Governance Pillar

The anchor rating of AA is supported by Spain’s strong ESG profile, characterised by solid governance and social
inclusion, as well as a mature environmental strategy aligned with the European Union’s energy transition objectives.
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Spain’s environmental performance remains below the assigned rating, despite the continued increase in the share of
renewable energy, which reached 25.42% in 2024. Per capita CO, emissions have declined steadily, to around 4.5
tonnes per capita, although energy intensity levels and exposure to both physical and transition climate risks continue
to justify a still moderate environmental assessment.

Spain maintains advanced social indicators, with a Human Development Index (HDI) of 0.918 in 2023. The healthcare
system provides broad coverage, supported by rising per capita health expenditure (above EUR 3,200). Income
inequality has eased, with the Gini coefficient declining to 31.2 at end-2024. Employment quality has improved in
recent years; nevertheless, structural unemployment and a relatively high share of vulnerable employment remain
material challenges.

Institutional governance indicators show a mixed trend. On the one hand, Spain retains a functional institutional
framework, with a rule of law that supports economic activity and a high administrative capacity to design and
implement public policies. On the other hand, the political environment at the beginning of 2026 continues to be
characterised by parliamentary fragmentation—a dynamic that could intensify in light of developments observed in
the Extremadura regional elections held on 21 December 2025. The governing coalition remains dependent on the
support of multiple regional parties to secure legislative stability, constraining governance effectiveness and limiting
the scope for structural reforms.

In addition, the emergence of corruption-related scandals has weighed on public trust in institutions, situation that
could affect investments and, at the end, the potential growth of the Spanish Economy.

Modifiers

For this credit analysis, we have not applied any modifiers as no extraordinary situations with immediate impact on the
sovereign credit situation have been identified.
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Fundamentals

Strenghts

2021

6.4%

30,799

3.1%

14.9%

51.6%

4.2%

0.9%

0.8%

-69.4%

-6.9%

118.3%

5.3

20.7%

0.9

33.0

Tht

2022

6.2%

30,270

8.4%

13.0%

51.6%

3.5%

0.9%

0.6%

-57.7%

-4.5%

113.2%

5.5

22.1%

0.9

32.0

73.2

2023

2.7%

33,509

3.4%

12.2%

50.9%

3.6%

1.0%

2.6%

-51.3%

-3.6%

107.7%

4.5

24.9%

0.9

2024

3.5%

35,297

2.9%

11.4%

50.7%

3.5%

0.9%

2.9%

-44.0%

-3.1%

101.8%

25.4%

31.2

69.2
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2025E  2026E
3.0%  2.3%
34,000 35,100
2.5%  2.1%
10.4%  10.0%
3.49% -
0,9% -
2.9%  2.2%
-44.2% -
2.9%  -2.7%
100.0% 98.2%

Spain’s economy continues to post real growth rates consistently above those of its main euro area peers,
strengthening its shock-absorption capacity and supporting the stability of public revenue generation.

The external profile is solid, underpinned by recurrent current account surpluses and a sustained improvement
in the net international investment position, which reduces reliance on external financing.

The ESG profile remains a supportive factor for the rating, backed by strong social indicators and an
institutional framework broadly in line with those of advanced economies.

e Public debt management benefits from a favourable maturity profile, with a longer average maturity that

mitigates refinancing risks.

Weaknesses

e Public debt remains high in comparative terms, constraining fiscal headroom and increasing the sovereign’s
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exposure to adverse growth or interest rate shocks.

e The interest burden is on an upward trend, progressively eroding available budgetary space and reducing fiscal
flexibility.

e Elevated budgetary uncertainty and persistent delays in the approval of the General Budget weaken medium-

term fiscal predictability and governance.

e The labour market continues to exhibit persistent structural imbalances, notably the disconnect between
employment growth and productivity, which weighs on competitiveness and long-term growth potential.

Outlook

Our Stable Outlook is based on the expectation that the key rating fundamentals will remain broadly unchanged over
the next 12 months. Several areas display positive trends, particularly macroeconomic indicators. Nevertheless, global
geopolitical risks could re-emerge, potentially exerting renewed upward pressure on inflation and weighing on public
revenue performance.

Sensitivity Analysis
The following factors, individually or collectively, could affect Spain’s credit rating:

Positive factors ().

An upgrade could materialise in the event of significant progress in fiscal consolidation, notably through a sustained
reduction in the fiscal deficit and a marked decline in public debt to levels below 90% of GDP. In addition, meaningful
structural improvements in the labour market, leading to a reduction of structural unemployment to below 9%, would
also constitute a positive rating driver.

Negative factors (v ).

Conversely, downward pressure on the rating could arise from a reversal of fiscal consolidation, a sustained
resurgence of inflation, or a deterioration in the external balance that undermines macroeconomic sustainability. In
addition, economic growth falling materially below current expectations could also exert negative pressure on the
rating..

Rating Committee

The rating committee has agreed to upgrade the unsolicited rating of Spain to A+. The main topics discused in the
committee have been the macroeconomic performance and our expectations for 2026, mainly GDP and Inflation, in
addition to fiscal position in absece of a new budget for 2026.
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Sources of information

The credit rating issued in this report is unsolicited. The main sources of information used are the following:

1. Public information from public access sources, mainly official statistics institutes, central banks, and other
government sources, in addition to the OECD, Eurostat, World Bank, European Central Bank and International
Monetary Fund, among others.

2. Own information of EthiFinance Ratings.

The information was thoroughly reviewed to ensure that it is valid and consistent, and is considered satisfactory.
Nevertheless, EthiFinance Ratings assumes no responsibility for the accuracy of the information and the conclusions
drawn from it.

Level of the rated entity participation in the rating process

Unsolicited Credit Rating
With Rated Entity or Related Third Party Participation [NO
With Access to Internal Documents NO
With Access to Management NO

Additional information

e The rating was carried out in accordance with Regulation (EC) N°1060/2009 of the European Parliament and
the Council of 16 September 2009, on credit rating agencies. Principal methodology used in this research are :
o Sovereign Rating Methodology : https://files.givalio.net/documents/methodologies/CRA 157 V2
Sovereign-Rating-Methodology.pdf
e The rating scale used in this report is available at https://www.ethifinance.com/en/ratings/ratingScale.

e EthiFinance Ratings publishes data on the historical default rates of the rating categories, which are located in
the central statistics repository CEREP, of the European Securities and Markets Authority (ESMA).

e Inaccordance with Article 6 (2), in conjunction with Annex |, section B (4) of the Regulation (EC) No 1060/2009
of the European Parliament and of the Council of 16 September 2009, it is reported that during the last 12
months EthiFinance Ratings has provided ancillary services to related third parties of the rated entity, but not
to the rated entity. However, according to our Conflict of Interest Policy, it does not involve a conflict of
interest, since the aggregate sale does not exceed 5% of net turnover.

e The issued credit rating has been notified to the rated entity, and has not been modified since.

Conditions of Use for this document and its content:

For all types of Ratings that ETHIFINANCE RATINGS, S.L. (the "AGENCY") issues, the User may not, either by themselves or via third parties,
transfer, sublease, sublicense, sell, extract, reuse, or dispose of in any other way the content of this Document to a third party, either for
free or for consideration.

For the purpose of these Conditions of Use, any client who might have subscribed for a product and/or a service that allows him to be
provided with the content of this Document as well as any privileged person who might access the content of this Document via
www.ethifinance.com shall be considered as a User.

Nor may they alter, transform or distort the information provided in any way. In addition, the User will also not be permitted to copy and/or
duplicate the information, nor create files which contain the information of the Document, either in its entirety or partially. The Document
and its source code, regardless of the type, will be considered as the elaboration, creation, or work of the AGENCY and subject to the
protection of intellectual property right regulation. For those uses of this Document which are permitted, the User is obliged to not allow
the removal of the copyright of the AGENCY, the date of the Document's issuance, the business name as established by the AGENCY, as well
as the logo, brands and any other distinctive symbol which is representative of the AGENCY and its rights over the Document. The User
agrees to the conditions of Use of this Document and is subject to these provisions since the first time they are provided with this Document
no matter how they are provided with the document. The Document and its content may not be used for any illicit purpose or any purpose
other than those authorised by the AGENCY. The User will inform the AGENCY about any unauthorised use of the Document and/or its
content that may become apparent. The User will be answerable to the AGENCY for itself and its employees and/or any other third party
which has been given or has had access to the Document and/or its content in the case of damages which arise from the breach of
obligations which the User declared to have read, accepted and understood upon receiving the Document, without prejudice to any other
legal actions that the AGENCY may exercise in defence of its lawful rights and interests. The Document is provided on the acceptance that
the AGENCY is not responsible for the interpretation that the User may make of the information contained. Credit analyses included in the
Document, as well as the ratings and statements, are to be deemed as opinions valid on the date of issuance of the reports and not as
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statements of fact or recommendations to purchase, hold or sell any securities or to make any investment decision. The credit ratings and
credit rating prospects issued by the AGENCY are consider to be its own opinion, so it is recommended that the User take it as a limited basis
for any purpose that it intends to use the information for. The analyses do not address the suitability of any value. The AGENCY does not act
as a fiduciary or an investment advisor, so the content of the Document should not be used as a substitute for knowledge, criteria,
judgement or experience of the User, its Management, employees, advisors and/or clients in order to make investment decisions. The
AGENCY will devote every effort to ensure that the information delivered is both accurate and reliable. Nonetheless, as the information is
elaborated based on data supplied by sources which may be beyond the control of the AGENCY, and whose verification and comparison is
not always possible, the AGENCY, its subsidiaries, and its directors, shareholders, employees, analysts and agents will not bare any
responsibility whatsoever (including, without any limitations, loss of revenue or income and opportunity costs, loss of business or
reputational damage or any other costs) for any inaccuracies, mistakes, noncorresponding information, incompleteness or omission of data
and information used in the elaboration of the Document or in relation to any use of its content even should it have been warned of potential
damages. The AGENCY does not make audits nor assume the obligation of verifying independent sources of information upon which the
ratings are elaborated. Information on natural persons that may appear in this document is solely and exclusively relevant to their business
or business activities without reference to the sphere of their private life and should thus be considered. We would like to inform that the
personal data that may appear in this document is treated in accordance with Regulation (EU) 679/2016, on the protection of natural
persons with regard to the processing of personal data and the free movement of such data and other applicable legislation. Those
interested parties who wish to exercise the rights that assist them can find more information in the link: https://www.ethifinance.com/ in the
Privacy Policy page or contact our Data Protection Officer in the mail dpo@ethifinance.com. Therefore the User agrees that information
provided by the AGENCY may be another element to consider when making business decisions, but decisions will not be made based solely
on it; that being the case the AGENCY will not be held responsible for the lack of suitability. In addition, the use of the information before
courts and/or tribunals, public administrations, or any other public body or private third party for any reason shall be solely the User's
responsibility and the AGENCY shall not be held responsible for any liabilities on the grounds of inappropriateness of the information's
contents. Copyright © 2023 ETHIFINANCE RATINGS, S.L. All Rights Reserved. C/ Benjamin Franklin S/N, Edificio Camt, 1° Izquierda, 18100,
Granada, Espafia C/ Veldzquez n°18, 3° derecha, 28001 - Madrid
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