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Overview

The Global Economy

e April indicators show rising activity driven by advance purchases, which may
not be sustainable going forward.

e The Fed and the ECB left interest rates unchanged but cautioned that
policymakers face limited room for manoeuvre amid persistent inflationary
pressures and slowing economic growth.

e The European Commission downgraded its Eurozone growth forecasts and
raised its inflation projections, reflecting the economic impact of the conflict
in the Middle East.

The Spanish economy

e Theimpact of the geopolitical tensions stemming from the conflict with Iran is
reflected in higher inflation and a modest downward revision of growth
prospects (with the exception of the European Commission’s forecasts).

e Employment growth lost momentum in Q1 in terms of the number of people
actively working, according to the Labour Force Survey (LFS). In April, the pace
of growth in Social Security registrations also eased slightly following the
strong gains recorded in March. Nevertheless, the total number of contributors
reached a new all-time high.

¢ Inflation moderated to 3.2% in April supported by emergency measures aimed
at reducing taxes on energy products.

e The Government submitted the 2026 Annual Progress Report to the European
Commission. After assessing this report, the Spanish Independent Authority for
Fiscal Responsibility (AIReF) called for a realistic and credible medium-term
fiscal strategy supported by fiscal projections covering the entire planning
horizon, greater detail by subsector, and a macroeconomic framework agreed
with the AIReF.

Business activity

¢ The composite PMI fell into contractionary territory in April for the first time in
two and a half years, reflecting a deterioration in activity within the services
sector.

¢ The number of active businesses exceeded 2019 levels in April, although the
loss of micro-enterprises and the slowdown in construction continue to cloud
the recovery outlook.

¢ The slowdown in employment worsened in April, leaving small businesses at
their worst level of the year.
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The International Scendario

The global economy faces its second energy shock in five
years

In 2026, the global economy is experiencing its second major energy shock in less
than five years. In its spring report, the European Commission notes that the conflict
in the Middle East has caused a 15% drop in oil flows and a 20% drop in LNG flows,
pushing Brent to $138 per barrel in April. Despite the slight relief provided by the
provisional ceasefire, the markets do not anticipate a rapid normalisation of supply.

This energy shock comes at a time when the global economy had regained some
momentum. Global growth reached 3.4% in 2025, driven by the investment boom in
the technology sector, particularly in artificial intelligence, and by robust private
consumption in the United States. The early part of 2026 maintained this positive
momentum, with leading indicators reflecting sustained growth in activity.
However, the deterioration in business and consumer confidence following the
outbreak of the conflict has begun to moderate this growth, especially in the
services sector and in economies with a high dependence on energy imports.

Inflation, which had followed a marked downward trend throughout 2025, has
resumed its upward trajectory, rising above 3% in the major advanced economies.
At the same time, the deterioration in household and business confidence is further
dampening consumption and investment, while tighter financial conditions are
placing additional pressure on demand. Against this backdrop, major central banks
face a particularly complex scenario. Both the Federal Reserve and the European
Central Bank left interest rates unchanged at their latest meetings, but adopted a
more cautious stance, reflecting the limited scope for monetary easing in the near
term.

The outlook also shows marked regional divergence. The United States remains in a
relatively strong position, supported by its lower energy exposure and the
investment dynamism associated with technological innovation. China continues
to show robust growth, although this is constrained by persistent internal
imbalances, particularly in private consumption and the real estate sector. In
contrast, the outlook for Europe and much of emerging Asia is more fragile,
reflecting their significant dependence on external energy sources.

In April, global economic activity regained some momentum. The Global Composite
PMI rose to 518 points, partially reversing the March decline, when it had hit an
eleven-month low (51.0). The improvement was driven mainly by the manufacturing
sector, which outperformed the services sector for the second consecutive month,
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with the industrial production index reaching a nearly five-year high (53.4 points),
its best reading since July 2021. However, this positive reading is accompanied by
signs of caution that warrant attention. New orders expanded at a faster pace,
partly reflecting the front-loading of purchases amid concerns over potential
supply chain disruptions and higher prices linked to the conflict in the Middle East.
As a result, short-term activity data may be temporarily overstated, raising the risk
of a slowdown in the coming months once this effect fades. Meanwhile, growth in
the services sector remained modest, with the PMI rising to 51.2 from 50.8 in March.
A key development to monitor is the continued weakness in consumer services,
which recorded a second consecutive monthly decrease, suggesting a possible
moderation in household spending worldwide.

Clobal Composite PMI Index
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Source: Prepared-in house based on data from S&P Global

The US economy started 2026 on a solid footing, growing by 0.5% quarter-on-
quarter in QI, following the modest 0.1% growth in the previous quarter. The main
driver was fixed capital investment, fuelled by the development of Al, while private
consumption remained buoyant and public spending returned to normal levels.
April's leading indicators suggest this pace is holding steady at the start of Q2, with
the composite PMI in expansionary territory (517). This message is reinforced,
particularly in the manufacturing sector, by an ISM index that remains at its highest
level since August 2022, thanks to a surge in orders. However, business optimism
contrasts with the deterioration in consumer confidence, which is under pressure
from rising fuel prices and rising inflation.

The US labour market delivered a positive surprise in April, with the creation of 115,000
net jobs, a figure that far exceeded forecasts (62,000) and builds on the strong
March figure (revised upwards to 185,000). Overalll, the data paint a picture of a
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labour market that is moderating its pace of job creation but remains strong, with
the unemployment rate stabilising at 4.3%.

Price data confirmed a further acceleration in inflation in April. The headline rate
climbed to 3.8%, up five tenths of a percentage point from March, while core inflation
rose to 2.8% (2.6% in Mqrch), its highest level since September 2025. The Federal
Reserve kept its benchmark rate unchanged in the 3.50%-3.75% range at its April
meeting, a decision widely priced in by the market. However, the accompanying
message was notably more cautious, with the central bank expressing greater
concern about inflationary pressures and signalling less scope for additional rate
cuts. The meeting also marked a significant institutional transition, as Jerome Powell
stepped down as Chairman and was succeeded by Kevin Warsh.

The European Commission’s Spring Forecasts highlight the negative impact of the
conflict in the Middle East on the European economy, which was already
experiencing moderate growth prior to March. Consequently, it has lowered its
Eurozone GDP growth forecasts to 0.9% in 2026 and 12% in 2027, 0.3 and 0.2
percentage points below the projections published in its autumn forecast,
respectively. Furthermore, it considers that consumption will continue to be the
main driver of growth, while business investment will be held back by greater
uncertainty, lower profits, and tighter financing conditions.

The European Commission has revised its Eurozone inflation forecasts upwards in
response to rising energy prices. Inflation is now projected to reach 3.0% in 2026 and
2.3% in 2027, compared with previous estimates of 1.9% and 2.0%, respectively.

The report notes that the public deficit will continue to rise in the Eurozone over the
coming years, going from 2.9% of GDP in 2025 to 3.3% in 2026 and 3.5% in 2027. This
upward trend is due to the moderation in economic growth, increased interest
expenditure, measures to mitigate the impact of rising energy prices on households
and businesses, and increased defence spending.
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GDP Inflation
(y—o—y rate) 2025 2026 2027 2025 2026 2027
World 34 2.8 3.2
United States 21 22 21 2.6 35 21
Japan 12 0.6 0.6 3.2 2.3 24
United Kingdom 14 0.7 12 39 32 19
European Union 15 11 14 25 31 24
Eurozone 14 0.9 12 21 3.0 2.3
Germany 0.2 0.6 0.9 23 29 27
France 0.8 0.8 11 0.9 24 1.8
Spain 2.8 24 19 2.7 3.0 25
Italy 05 0.5 0.6 1.7 3.2 1.8
India 7.6 6.1 6.4
China 49 45 4.4
Brazil 23 2.0 18
World trade 45 19 3.0

Source: European Commission

In Ql, the Eurozone’s GDP saw its quarter-on-quarter growth rate slow by 0.
percentage points to 0.1%, while year-on-year growth stood at 0.8%, down from 1.3%
in the final quarter of 2025. However, there is a marked disparity across countries.
Among the larger economies, France’s stagnation in quarterly terms contrasts with
Spain’s 0.6% rise in GDP. Meanwhile, Italy and Germany recorded growth rates of 0.2%
and 0.3%, respectively.

Q2 has begun with confidence indicators pointing to further weakness in the
European economy. The Eurozone Economic Sentiment Indicator fell in April for the
third consecutive month, reaching its lowest level since November 2020. The
composite PMI deteriorated in both April and May (the latter based on the first
estimate released on May 21), falling to 47.5, the lowest reading in 31 months and
entering into contractionary territory (below the 50 mark). The decline was driven
primarily by the services sector, where the PMI dropped from 50.2 in March to 46.4
in May, its weakest level in the past 63 months. By contrast, manufacturing showed
greater resilience, with the PMI rising to 52.2 in April before easing to 51.4 in May.

With regard to the Eurozone labour market, job creation moderated in Ql, with
quarterly growth of 0.1%, one-tenth of a percentage point lower than in the final
quarter of 2025, and the year-on-year rate fell by two-tenths of a percentage point
to 0.5%. Meanwhile, the unemployment rate stood at 6.2% in March, one-tenth of a
percentage point lower than in February, although it should be noted that the
unemployment rate has hovered around this figure for the past two years.
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Inflation in the Eurozone continued to accelerate in April, reaching 3.0% year-on-
year, up from 2.6% in March. The rise in prices was driven by the energy component,
which grew by 10.8% compared with the same period last year. Core inflation
moderated again, to 2.2% year-on-year, compared with 2.3% in March.

At its meeting on 30 April, the Governing Council of the ECB decided to keep official
interest rates unchanged. However, the conflict in the Middle East has increased
uncertainty, pushing prices upwards, particularly for energy, and creating downside
risks to economic growth. Against this backdrop, the ECB reaffirmed its data-
dependent approach, stressing that future policy decisions will be guided by
incoming information on inflation, the balance of risks, economic and financial
conditions, and the transmission of monetary policy. Markets currently expect the
ECB to raise interest rates by 25 basis points at its June meeting, with one or two
additional increases likely in the second half of the year, depending on how prices
evolve.

China ended Q12026 with GDP growth of 1.3% quarter-on-quarter and 5.0% year-on-
year, slightly exceeding market expectations. However, these overall results mask
certain internal imbalances: consumption is showing signs of slowing while
investment, despite recovering from the declines recorded in 2025, remains
subdued, with the real estate sector continuing to be the main source of weakness.
Industrial production and exports continue to grow significantly, supported by high
value-added products such as semiconductors and cars. April’s business climate
indicators reinforce the view that this momentum is continuing into the start of Q2.
On the price front, inflation remains contained. In April, headline CPI stood at 12%
(1.0% in March), slightly above forecasts, and core inflation rose by one-tenth of a
percentage point to 12 This relatively benign inflation environment continues to
provide the Chinese central bank with greater policy flexibility than that currently
available to most major advanced economies. Following the summit on May 15,
Trump portrayed the meeting as a major breakthrough in trade relations. However,
the absence of specific details and Beijing’s cautious response suggest that the
scope and durability of any agreements remain uncertain.
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The Spanish Economy

The impact of the geopolitical tensions stemming from the
conflict with Iran is reflected in a modest downward
revision of growth prospects and higher inflation forecasts

Data for the Spanish economy in Q1 2026 point to GDP growth of 0.6% quarter-on-
quarter, outperforming the European average. However, they also reveal a clear
loss of momentum in domestic demand, most notably in investment; a slowdown
in employment growth according to the Labour Force Survey (LFS), accompanied
by anincrease in the unemployment rate to 10.8%; and a rebound in inflation during
March and April, pushing the annual CPI rate above 3%. Consequently, these
developments suggest a moderation in economic activity alongside a resurgence
of inflationary pressures, although both remain relatively contained. Overall, the
impact appears significantly less severe than that experienced in 2022 following the
outbreak of the war in Ukraine.

Economic growth faces several downside risks, including higher inflation driven by
energy prices, tighter financial conditions, weaker export performance, and
heightened uncertainty. However, these pressures could be partially mitigated by
the resilience of tourism, supportive fiscal policy, and a high level of private-sector
savings.

In this context, in the Annual Progress Report, which outlines compliance with fiscal
and economic policy commitments, the Government maintains its GDP growth
forecast at 2.2% for 2026. This projection is in line with those of the Independent
Authority for Fiscal Responsibility (AIReF) and the Funcas Panel, both of which have
revised their growth expectations slightly downward. CEOE continues to forecast
growth of 2.3% for 2026, while the European Commission has raised its estimate by
one-tenth of a percentage point to 2.4%. Looking ahead to 2027, most institutions
and analysts expect the Spanish economy to expand at a rate slightly below 2%.

The upward revision is focused on inflation. According to the Funcas Panel, average
inflation is now expected to reach 3.1% in 2026, matching CEOE's projection and
slightly exceeding the European Commission’s forecast of 3.0%. For 2027, inflation is
expected to moderate to between 2.0% and 2.5%.

In this scenario, there is a certain consensus that little progress will be made in fiscal
consolidation during 2026, with both the public deficit and public debt remaining
close to their 2025 levels. At the same time, the current account surplus is expected
to narrow to around 2% of GDP in both 2026 and 2027, while the unemployment rate
is projected to decline to levels close to 9.5% by 2027.
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Demand and activity

The Spanish economy is showing less momentum and the
outlook is deteriorating heading into Q2

Economic activity remains notably dynamic at the start of the year, although the
pace of growth moderated by two tenths of a percentage point, to 0.6% quarter-
on-quarter. This slowdown in quarter-on-quarter growth was due to a lower
contribution from domestic demand (0.4 points), which was partly offset by a more
positive contribution from the external sector (0.2 points). In year-on-year terms,
GDP grew by 2.7%, one-tenth of a percentage point more than in Q4 of 2025.

Both private consumption and investment showed a marked slowdown in Ql, with
it being particularly pronounced in the latter. Investment grew by just 0.4% quarter-
on-quarter, down from 2.1% in the previous quarter, reflecting weaker performance
across all its components. The deceleration was especially evident in housing and
other buildings and construction, where growth slowed to 0.1%, compared with 2.6%
in Q4. The remaining investment categories also recorded significantly more
moderate growth rates.

While the external sector contributed positively to growth in quarter-on-quarter
terms, it continued to exert a negative influence on year-on-year GDP growth. This
reflects a broader slowdown in trade flows, affecting both exports and imports,
although the weakening was more pronounced in exports.

Following this positive start to the year, the few indicators available for April point to
a weaker performance, which may lead to lower growth in Q2. Overall, expectations
are deteriorating, as the economic outlook remains fraught with uncertainty and
businesses continue to face significant increases in production costs.

In the industrial sector, the Quarterly National Accounts confirm the slowdown in
activity already suggested by leading indicators in Ql, with output rising by 0.5%
quarter-on-quarter, in line with weaker orders and production signals.

The manufacturing PMI, after four consecutive months below the 50 threshold,
posted its strongest reading since October 2025 in April, reaching 51.7 compared
with 48.7 in March. However, this improvement was largely driven by firms building
up inventories to mitigate shortages and supply chain disruptions linked to the
conflict in the Middle East, which are also contributing to longer delivery times.
Overall, business expectations have deteriorated and remain at historically low
levels. Companies are concerned about rising input costs, particularly for energy
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and transport, which are increasing at rates not seen since 2022. Against this
backdrop, companies are opting to reduce their workforce.

In the case of the services sector, according to figures from the Quarterly National
Accounts, Ql saw a notable quarterly increase (0.7%), which brought the year-on-
year increase to 3.4%, the best recording in the past year. However, initial data for
Q2 point to a decline in activity within the sector.

The services PMI fell into contractionary territory (48.7) for the first time in two and a
half years, due to a decline in new orders. The companies surveyed indicate that
the war in the Middle East is having a negative impact on consumer confidence and
demand. Against this backdrop of weaker growth in new orders, particularly exports,
companies are scaling back their hiring. This is taking place in a context of still-
elevated wage and input cost pressures, although these are moderating compared
with previous months.

From the perspective of the external sector, customs data available for the
January-March period shows that the trend of slowing external trade flows
recorded during 2024 and 2025 is continuing, although the fall in imports (-2.5%) is
more pronounced than the slowdown in exports (0.7%). Similarly, according to
Balance of Payments data published by the Bank of Spain, in the 12-month period to
February, the current account surplus stood at 49.3 billion (2.9% of GDP, compared
with 3% of GDP in the same period of the previous year). This smaller surplus stems
from a larger deficit in the balance of goods and non-tourism services and a
somewhat smaller surplus in the balance of tourism services.

The latest available data for the tourism sector show that the number of
international tourists continued to rise at a remarkable rate in Q12026.In the months
of January to March, the number of visitors reached almost 17.5 million, 2.5% more
than in the same period of 2025. In March, Spain received 6.8 million tourists, 3.3%
more than in March 2025, which was already a record figure. Furthermore, total
tourist spending in March was 5.4% higher than in the same month of 2025, with daily
spending rising by 4.8% to €198.

Economic and Business Outlook o]
May 2026



Empresas
CIZOE==
O=
|

Informe _
Economid

The Labour Market

Slowing momentum in job creation in Ql, according to the
LFS, and a slight slowdown in Social Security registrations in
April

As Social Security registration figures suggested, employment performed less
favourably in Ql, with a loss of momentum in the growth rate of those in
employment, according to the Labour Force Survey (LFS). Furthermore, there was an
increase in the unemployment rate, to levels close to 11%. Meanwhile, the initial data
for Q2 show a slight slowdown in Social Security registrations. However, it should be
noted that March was particularly strong, following weaker readings in January and
February, which were affected by adverse weather conditions. As a result, the total
number of contributors has reached a new all-time high, exceeding 22 million
registered workers.

In Q1, which is usually unfavourable for the labour market for seasonal reasons, the
LFS results showed a fall in employment of 170,300 people, the second-worst figure
for this period since 2014, exceeded only in 2020 at the height of the pandemic. This
decrease was concentrated in the private sector (-191,400 people), whilst the public
sector recorded an increase of 21100 employed persons.

In seasonally adjusted terms, the quarter-on-quarter change in employment,
according to the LFS, slowed by four tenths of a percentage point to 0.4%. This
represents a sharper slowdown than that recorded for actual Social Security
registrations (excluding furloughs) during this period, which moderated by one-
tenth of a percentage point to 0.5% (also seasonally adjusted).

Looking at the raw data, job creation lost momentum year-on-year in Ql, with a rate
of change of 2.4%, down from the previous 2.8%. Hours worked, according to the LFS,
also showed weaker growth, rising by 0.9% year-on-year in Ql, in contrast to the 3.1%
recorded in Q4 of 2025.

Employment growth in the private sector slowed markedly, declining by one
percentage point to 2.0% year-on-year. This reflected both weaker growth in payroll
employment and a deterioration in self~-employment, which contracted by 1.0%
compared with a year earlier. In contrast, the public sector recorded a notable
upturn, rising to 4.7%.

Economic and Business Outlook 10
May 2026



Empresas
CIZOE==
O=
|

Informe _
Economid

One positive aspect of the QI LFS is that the rate of temporary employment in the
private sector continued to fall and was set at 11.9%, marking a new all-time low. This
rate is less than half that of the public sector (26.8%).

As a result of the fall in employment in Ql, combined with an increase in the labour
force of 61,200 people, unemployment rose sharply, increasing by 231,500 people
compared with the previous quarter. This was the largest Q1 increase in
unemployment since 2013. Thus, the total number of unemployed people reached
2.708.600 people, while the unemployment rate increased by 0.9 percentage points
t010.8%. In a European context, Eurostat data show that Spain recorded the second-
highest unemployment rate in the EU in March, surpassed only by Finland.

The results of the National Accounts for Q1 differ in some respects from those of the
Labour Force Survey (LFS) and Social Security registrations. Employment in the
National Accounts, which is measured in full-time equivalent jobs, continued to
expand at a year-on-year rate of 2.8% in Ql, contrasting with the weaker momentum
indicated by both the LFS and the Social Security figures. Meanwhile, hours worked,
according to National Accounts, showed a slight upturn and increased by 2.1% year-
on-year, one-tenth of a percentage point more than in Q4 of 2025. This result is
somewhat unexpected, given that the LFS pointed to a moderation in the growth of
hours worked.

Productivity per worker remains in negative territory for the fourth consecutive
quarter, with a year-on-year rate of -0.1%. Furthermore, productivity per worker
remains below pre-pandemic levels. Specifically, it is 3.4% lower than that recorded
in Q4 2019. Meanwhile, productivity per hour worked increased, albeit moderately,
with a year-on-year rate of 0.6% in Ql, one-tenth of a percentage point lower than
at the end of 2025.

Compensation per employee and unit labour costs continue to show significant
increases, although both slowed compared with the substantial rises recorded in
the final months of 2025. Compensation per employee grew by 3.8% year-on-year,
compared with 4.3% in the previous quarter. Meanwhile, unit labour costs slowed,
with a year-on-year change of 3.9%, following rates of over 4% recorded in the
second half of 2025. Compared with the pre-crisis levels, unit labour costs are 27.6%
higher than in the final quarter of 2019.
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Labour costs and productivity per full-time equivalent job
(year-on-yearrate in %)
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Source: prepared in-house based on information from the National Statistics Institute

According to the latest labour market data, Social Security registrations continued
to increase in April, building on the strong gains recorded in March and supported
by the tourism sector during the Easter holiday period. Specifically, the Social
Security system added 223,685 new contributors, representing a month-on-month
change of 1.0%, broadly in line with the average growth recorded in April over the
2021-2025 period. The private sector accounted for the vast majority of this
increase, generating 215,156 additional jobs (96.2% of the total), while employment in
the public sector rose by 8,529 workers.

On a year-on-year basis, Social Security registrations grew by 2.4% in April, a slight
slowdown from March's strong performance. The annual growth rate moderated
by one-tenth of a percentage point to 2.3% in the private sector and fell by two-
tenths of a percentage point to 2.8% in the public sector.

By sector, year-on-year growth in Social Security registrations continued to show a
mixed picture. Construction remained the most dynamic sector, with growth
accelerating to 4.6%, its highest rate since mid-2023. Manufacturing also
strengthened slightly, with its annual growth rate edging up by one-tenth of a
percentage point to 1.9%, while services maintained a steady pace of growth at 2.5%.
In contrast, agriculture returned to negative territory ofter the marked
improvement recorded in March, posting a year-on-year decline of 0.3%.

In April, registered unemployment declined by 62,668 people, although the
decrease was smaller than is typically observed for this time of year. As a result, the
total number of registered unemployed fell to 2,357,044, the lowest level recorded
for the month of April since 2008. Meanwhile, the number of jobseekers who are in
employment or have an employment contract, including those with permanent
contracts for intermittent work who are currently inactive, fell by 64,407 in April. This
decline was more moderate than those recorded during the previous three years.
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Inflation

Inflation moderated to 32% in April supported by
emergency measures aimed at reducing taxes on energy
products

In April, the first full month with the emergency measures in place to address the
impact of the war in the Middle East, inflation rose by 3.2% year-on-year, a rate that
would have been 4.5% without the tax cuts on energy products. Meanwhile, core
inflation showed a slight slowdown, falling to 2.8%.

Energy prices saw some moderation in April (6.6%, compared with 7.3% in March), a
rate that would have risen to 20.3% without the measures. Specifically, motor fuels
and heating fuels rose by 12.3%, compared with 8.6% in March, and without the
measures would have increased by 28.9%. Meanwhile, both electricity (-4.3%) and
natural gas (-9.6%) recorded decreases, as their market prices did not rise as
significantly as in the case of motor fuels, and they also benefited from the tax
reduction measures. In light of these results, the Government has already
announced that from June 1, VAT on electricity and gas will return to 21% (as their
prices did not rise by more than 15% in April, a condition stipulated in the Royal
Decree), while the reductions on motor fuels (petrol and diesel) will remain in place
until June 30.

April CPl versus April CPl at constant taxes (yec:r—on— year rote)

u CPI M CPl at constant taxes

, mNl mm

Overallindex Core inflation Energy products Fuels Electricity Gas
Source: National Statistics Institute

In April, Brent crude averaged $117.29 per barrel, 15.0% higher than in March. Year-on-
year, it was 72.2% higher than a year ago, measured in dollars, and 65.0% higher in
euros. In the first few days of May, the price of Brent crude oil has shown high
volatility, as the situation remains tense and no agreement has yet been reached,
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although at certain times there were reports of progress in the negotiations. The
average price so far in May is $110 per barrel, which, if maintained, would ultimately

represent an increase of 70.7% in US dollars and 64.5% in euros, increases similar to
those recorded in April.

Oil price ($ per barrel) monthly average
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Prices for unprocessed foods recorded a slight decline in their year-on-year rate of
two tenths of a percentage point, to 4.6%.

Within core inflation, the slowdown in prices for the Services component stands out,
with the year-on-year rate falling by three tenths of a percentage point to 3.4%,
although it continues to show the highest increase within the core price index.
Meanwhile, Industrial goods excluding energy products and Processed food,
beverages and tobacco maintained their year-on-year rates at 1.6% and 2.3%,
respectively.

In the Monetary Union, the harmonised CPI for April stood at 3.0% year-on-year, four
tenths higher than the previous month, whilst in Spain it rose by one tenth of a
percentage point to 3.5%, narrowing the gap to half a percentage point.

CEOE's current forecast points to average annual CPI inflation of 31% in 2026,
assuming a relatively swift resolution of the conflict, with temporary price rises
above that rate while this situation persists. It should be borne in mind that, should
the situation drag on, the rise in energy and raw material prices could be passed on
to other items in the shopping basket.
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The Public Sector

The Government submitted the 2026 Annual Progress
Report to the European Commission and AIReF assessed it

The Government submitted the 2026 Annual Progress Report to the European
Commission, which details compliance with the fiscal and economic policy
commitments set out in the Medium-Term Fiscal and Structural Plan. It highlights
that Spain complied with the expenditure rule in 2025, recording a 4.5% increase in
eligible expenditure (excluding defence spending), a rate that falls within the
margins set out in the Medium-Term Fiscal and Structural Plan. If defence were to
be included, the growth in eligible expenditure would rise to 4.7% in 2025.

It also highlights that the Spanish economy recorded its first primary surplus in 18
years. It forecasts that the deficit will continue to fall this year to -2.1% of GDP and,
excluding the impact of natural disasters, this could reach -1.6% of GDP (-2.0% in
2025).

Fiscal Plan Spanish Government:

Annual Progress Report 2026
May 2026

2025 2026
Public deficit of the General Government (%GDP) -24  -2]
Expenditure rule (year-on-year rate in %) 48 47

Public debt (%GDP) 1007 993

Source: Ministry of Economy, Trade and Business

The Spanish Independent Authority for Fiscal Responsibility (AIReF) considers that
the report formally complies with European requirements but falls short as a
medium-term fiscal planning tool. Accordingly, it recommends the development of
a realistic and credible medium-term fiscal strategy to ensure coordinated
compliance with both national and European fiscal rules across all levels of
government. It also calls for the Report to be expanded to include fiscal projections
covering the entire planning horizon and a more detailed breakdown by subsector.
In addition, it recommends that the macroeconomic framework be formally
endorsed by the authority or, alternatively, that a prior technical dialogue be
established to facilitate its assessment.

The fiscal authority forecasts that net primary expenditure, excluding revenue
measures, will grow by 5% annually between 2025 and 2028, compared to the 3.4%
committed to in the Fiscal Plan. It also estimates that, even applying the defence
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spending escape clause, additional measures amounting to 0.6% of GDP in 2027 and
0.3% in 2028 would be necessary to keep the control account within limits and meet
commitments.

AIReF forecasts a public deficit of -2.6% of GDP in 2026, which will moderate in 2027
but will resume an upward trend in 2028 due to population ageing and interest
expenditure. Thus, a public deficit of -2.4% of GDP would be reached in 2030. Public
debt would continue to fall, reaching around 95% of GDP in 2030, although it would
resume an upward trend from the middle of the next decade due to population
ageing.

Fiscal Plan Spanish Government:

AIReF Estimations

May 2026
2025 2026 2027 2030
Public deficit of the General Government (%GDP)
-24 -26 -22 -24
Expenditure rule (year-on-year rate in %) 48 58 52 -
Public debt (%4GDP) 1007 999 982 951

Source: AIReF

In terms of budget implementation, the government ended Q1 with a larger deficit
than the cumulative figure up to March 2025. In terms of GDP, the balance stands at
-0.22%, compared to the same period in 2025 (-0.18%). Excluding interest payments,
this results in a primary surplus of 0.23% of GDP, lower than the 0.27% of GDP recorded
in 2025.

Revenue growth has moderated in the first three months of the year compared to
2025, with a year-on-year increase of 4.4%, due in part to the reduction in energy tax
rates. Of total revenue, almost 87% comes from taxes, representing a 5.4% increase
compared to the same period in 2025. Among the main tax categories, VAT revenue
has increased by 4.9%; personal income tax by 4.3%; and non-resident income tax
by 8.2%.

Expenditure has risen more sharply than revenue, by 5.4% up to March. The four
largest expenditure items have increased at a notable rate: transfers between
public administrations by 3.3%, interest by 4.6%, social benefits other than social
transfers in kind by 5.7% and compensation of employees by 6.8%. Among the
expenditure items that have fallen, subsidies fell by 21.9%, due to the decline in
electricity system costs covered by the State.

DANA storm-related expenditure has fallen substantially in these first few months

of 2026, to €24 million, compared with €1.838 billion up to March 2025.
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Business activity

e Turnover reversed the slowdown seen at the start of the year and recorded a
notable upturn in March, driven by trade and industry.

e Business financing has kept its financial costs stable, while larger loans are
growing strongly.

e The Bank of Spain’s composite aggregate financial vulnerability indicator
remains stable and at historically low levels, pointing to a situation of relative
strength across the business sector.

o The collapse of the services sector drags the April composite PMI into
contraction territory for the first time in two and a half years, while industry
holds up due to precautionary stockpiling.

o The business sector is outperforming 2019 figures, but the loss of micro-
enterprises and the decline in construction are casting a shadow over the
recovery.

e The slowdown in employment intensified in April, leaving small businesses
with their lowest growth figures of the year.

Turnover and sales

The General Business Turnover Index (BTI) showed a positive change in March,
breaking the trend of two consecutive months of declines and reversing the
slowdown observed since the summer. Specifically, the seasonally and calendar-
adjusted Business Turnover Index recorded a year-on-year change of 6.2% compared
with the same month of the previous year. The indices showed positive year-on-year
rates in three of the four sectors analysed. The strongest growth was in the retail sector,
which led the way with a 9.7% year-on-year increase, consolidating its position as the
main driver of this recovery. In contrast, the electricity, water supply, sanitation and
waste management sector was the only one to show a negative trend, with a decline of
-6.5%. The improvement is also evident in the monthly trend of the indicator. Between
February and March 2026, the Business Turnover Index recorded a positive change of
4.6%, after adjusting for seasonal and calendar effects, representing a notable
improvement compared with the previous month.
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According to data published by the Bank of Spain, recent trends in the corporate
financial situation reflect a generally positive dynamic, albeit with significant
differences across sectors. Thus, Gross Economic Profit (GEP) recorded year-on-year
growth of 3.8% in the second half of 2025, highlighting an improvement in the aggregate
profitability of the business sector. However, this progress was uneven across economic
activities: while construction and real estate led the growth (19.8%), trade and
hospitality barely increased (0.3%). The level of debt continued to fall, with the debt-
to-gross operating surplus ratio standing at 311%, a level comparable to that of the
Eurozone and well below the historical Spanish average of 428%. This is particularly
significant from a financial stability perspective, as it is precisely those firms with the
lowest capacity to generate profits that have reduced their debt most sharply, thereby
strengthening their financial position and reducing their exposure to risk. Although the
interest burden rose slightly to 11.4% of GOS, it remains below the historical average and
the European level. The Bank of Spain’s composite indicator of aggregate financial
vulnerability remains stable and at historically low levels, pointing to a situation of
relative strength across the whole of the business sector.

Total sales by large companies, deflated and adjusted for seasonal and calendar
effects, grew by 2.3% in March compared with the same month of the previous year.
This increase is more than one percentage point higher than that recorded in February
and brings the quarter to a close with a cumulative increase of 1.8%, although this
figure is two percentage points below the growth observed in the final quarter of last
year. The improvement in March is attributable both to the rise in exports and to stronger
domestic sales. On a quarterly basis, however, domestic sales show less momentum,
alongside a contraction in exports. In March, domestic sales rose by 2.5% (1.8% in
February). For the quarter, with a year-on-year increase of 25%, the pace has
moderated by two percentage points compared to the previous financial year.
Meanwhile, exports recovered by 0.5% in March, following declines in the previous two
months. Nevertheless, for the quarter, the decline stands at 0.8%, the worst figure since
Ql 2024.

Labour costs

As of 30 April 2026, there are 2,357 collective agreements with known financial
implications registered for 2026, covering 762,181 companies and 7,674,340 people. The
wage increase agreed upon in collective agreements with economic effects for 2026,
registered up to 30 April, stood at 2.94%, down from the 3.35% recorded in the same
period of the previous year. By drea of negotiation, national sectoral agreements show
an average increase of 3.01%, regional agreements of 2.91% and provincial agreements of
2.98%. By sector of activity and taking into account the provisional nature of the data and
possible statistical effects, construction recorded the highest wage increase (3.00%),
followed by services (2.97%), industry (2.81%) and the agricultural sector (2.68%).
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Financing conditions and costs

Average interest rates for new business loans remained unchanged in March, both for
amounts up to €250,000 (3.3%) and for those over €1 million (3.2%). Meanwhile, the
average interest rate for loans between €250,000 and €1 million rose by one-tenth of a
percentage point to 3.2%. New loans for amounts up to €250,000 recorded year-on-year
growth of just 2.0% (previously 21%), while those between €250,000 and €1 million rose to
15.4%, up from 0.6% previously. Loans of over €1 million continued to rise sharply, with a
year-on-year increase of 37.0% (23.9% in February).

Business confidence

The Composite PMIIndex entered contractionary territory in April, falling to 48.7 points
from 52.4 in March, and fell below the 50-point mark for the first time in two and a half
years. This negative performance was driven by developments in the services sector
(47.9 compared to 53.3 previously), as manufacturing output performed more
favourably (51.7 compared to 48.7 previously). The unexpectedly positive result in the
manufacturing sector was partly explained by the increase in stocks accumulated by
customers. Many firms stepped up their purchasing to ensure product supplies, given
the risk of shortages and potential disruptions to supply chains arising from the conflict
in the Middle East. The decline in confidence in the services sector was less surprising,
as many firms reported a weakening of demand. Widespread uncertainty has led to
greater caution among both businesses and consumers when making spending
decisions.

The Economic Sentiment Index stood at 102.6 points in April, continuing its downward
trend for the third consecutive month. Despite this fall, it remains at a level of
confidence above its historical average.

Business dynamism

In April, the number of companies registered with Social Security was 10,044 higher
than in the same month of 2019. However, smaller companies, those with between 1and
2 employees, which account for 51.3% of all registered companies, have not yet
recovered pre-pandemic levels. Furthermore, the situation continues to deteriorate for
small businesses: compared with April 2019, there are 28,567 fewer micro-enterprises.
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When analysed by sector, both agriculture and industry still have fewer companies
than before the pandemic. Meanwhile, construction continues its downward trend,
recording four consecutive months of year-on-year declines. In April, construction firms
registered with the Social Security recorded a year-on-year decrease of 5.8%.

Employment in companies registered with the Social Security grew by 2.9% year-on-
year in April, representing a slowdown of four tenths of a percentage point compared
to the previous month. Job creation continues to be concentrated, above all, in larger
companies (those with more than 250 employees), where employment rose by 4.5%
compared with a year ago, slightly below the 4.7% recorded in March. In contrast, smaller
companies (those with between 1and 9 employees), recorded a mere 0.6% increase, the
smallest year-on-year rise so far this year.

Employment by enterprise size
Year-on-yearratein %

= TOTAL =—From1to 9 persons employed

-2 e From 10 to 249 persons employed 250 persons employed or more
O o o o o ® o o o ¢ & ¢ g O 0 10 n © ©
A R A T R A A S,
3 8 ¢ 5 5 8 ¢ £ 5 8 £ £ & &£ £ £ 5 & & %
= 3] o 3 3] o 32 o 3 o (o
© 8« >0 3838 >0 88 >0 8 <> o0 8 <

Source:prepared in-house based on data from the Ministry of Labour and Social Economy
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Main Business Indicators

(last update: May 2026)

. Penultimate Lastgiven
Indicator 2021 2022 2023 2024 2025 Lastdata X
data period
Turnover and sales
Annual rate Year-on-year rate
Business turnover index corrected for
211 23.4 -2.2 0.3 3.8 0.1 6.2 Mar-26
seasonal and calendar effects
Sales indicator for large companies 6.1 5.8 1.5 1.9 3.8 1.1 2.3 Mar-26
Labour costs
Annual rate Year-on-year rate
Labour cost per worker 5.9 4.2 5.5 4.0 3.4 3.0 3.8 Q425
Business dynamism
Annual average level Monthly level

Companies registered with the Social
s . 1,301,461 1,321,657 1,327,404 1,333,914 1,336,306 1,341,963 1,348,392 Apr-26
ecurity

Financing conditions and costs

Annual average level Monthly level
Interest rates applied to new credit
1.9 2.3 4.8 4.9 3.5 3.3 3.3 Mar-26
transactions up to 250 thousand Euros
Interest rates applied to new credit
transactions from 250 thousand to 1 1.5 2.0 4.6 4.6 3.2 3.2 3.3 Mar-26
million Euros
Interest rates applied to new credit
1.3 1.7 4.5 4.6 3.4 3.2 3.2 Mar-26
transactions over 1 million Euros
Annual rate Year-on-year rate
New corporate loans up to 250 thousand
-5.9 15.7 12.8 16.4 3.3 2.1 2.0 Mar-26
Euros
New corporate loans from 250 thousand
-28.9 8.9 9.0 13.7 7.3 0.6 15.4 Mar-26
to 1 million Euros
New corporate loans over 1 million Euros -19.6 25.7 -17.6 16.0 15.7 23.9 37.0 Mar-26

Business confidence

Annual average level Monthly or quarterly level
Economic sentiment indicator 105.2 1011 100.4 103.1 103.1 103.5 102.6 Apr-26
Business confidence indicator 120.8 126.8 132.7 136.1 137.4 137.0 133.9 Q226
Composite PMI Index 55.3 51.8 52.5 54.8 54.0 52.4 48.7 Apr-26
Manufacturing PMI Index 57.0 51.0 48.0 52.2 50.9 48.7 51.7 Apr-26
Services PMI Index 55.0 52.5 53.6 55.3 54.5 53.3 47.9 Apr-26

Stock markets

Annual average level Monthly level

IBEX 35 Index 86452 82525 94415 11272 14,5611 17,049.6 17,7810 Apr-26

Source: INE, Bank of Spain, Eurostat, Ministry of Labour and Social Economy, Tax Agency, Ministry of Economy, Trade and Business, Madrid Stock Market.
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Forecasts

Economic forecasts for Spain

(last update: May 2026)

Annual rates of change, unless otherwise indicated

2020 2021 2022 2023 2024 2025 2026 2027
GDP -10.9 6.7 6.4 25 3.5 2.8 23 1.9
Private consumption expenditure -12.2 7.2 4.9 17 3.0 3.3 2.6 17
Government consumption expenditure 35 3.6 0.8 4.5 2.9 24 1.6 A
Gross fixed capital formation -8.9 2.6 4.2 5.9 3.6 5.8 4.4 2.5
-Tangible fixed assets -10.2 14 31 4.4 3.3 6.0 4.1 2.1
Construction -8.4 0.5 4.0 5.5 4.0 5.2 4.8 2.6
Equipment and cultivated assets -13.0 2.9 1.6 2.4 2.1 7.4 2.8 12
-Intangible fixed assets -27 8.4 9.4 12.3 4.6 5.3 5.8 4.1
Domestic demand (*) -8.8 7.0 4.1 1.6 3.4 3.7 2.8 17
Exports -20.1 13.4 14.2 2.2 3.2 3.6 2.0 2.8
Imports -15.1 15.0 7.7 0.0 2.9 6.2 3.3 25
External demand (*) -2.2 -0.4 2.2 0.9 0.1 -0.9 -0.5 0.1
GDP current prices -9.9 9.4 n4 8.9 6.5 5.2 5.0 3.7
GDP deflator 11 2.6 4.7 6.2 3.0 24 2.7 1.8
CPI (average annual rate) -0.3 3.1 8.4 3.5 2.8 2.7 3.1 1.9
cPI (Dec/Dec) -0.5 6.5 5.7 31 2.8 2.9 3.0 17
Core CPI (average annual rate) 0.7 0.8 5.2 6.0 2.9 2.3 2.7 2.6
Employment (Quclrterly National
Accounts) (**) -7 7.3 4.4 3.6 2.8 31 2.3 17
Employment (LFS) -2.9 3.3 3.6 3.1 2.2 2.6 2.1 17
Unemployment rate (LFS) (% active
population) 15.5 14.9 13.0 12.2 n3 10.5 9.9 9.4
Productivity per occupied person (***) -4.2 -0.5 19 -1 0.6 -0.3 0.0 0.2
Productivity per hour worked 0.3 -0.8 1.2 -0.2 12 0.7 0.3 0.2
Compensation per employee 3.2 0.7 3.7 4.6 4.0 3.8 3.2 2.8
Unit labour cost (ULC) 7.7 12 1.8 5.8 3.3 4.1 3.2 2.5
Current Account Balance (% of GDP) 0.8 0.8 0.4 2.7 3.2 2.9 2.0 1.8
General government net lending (#)/ net
borrowing (<) (% of GDP) (1) -9.9 -6.7 -4.6 -35 -3.2 -2.4 -2.4 -2.2
Interest rates USA (Dec) 0.25 0.25 4.50 5.50 4.50 3.75 3.50 3.25
Interest rates Eurozone (Dec) (****) -0.50 -0.50 2.00 4.00 3.00 2.00 2.50 2.50
Brent Oil ($) 418 70.7 100.8 82.5 80.5 69.1 98.4 81.0

Source: CEOE, INE (National Statistics Institute), Banco de Esparia, Eurostat

(*) contribution to GDP growth

(**) Full-time equivalent jobs

(***) It refers to productivity per full-time equivalent job

(****) This interest rate refers to the interest rate on the deposit facility, which is the new reference adopted by the ECB as
P Y. P y

a guide for the orientation of monetary policy.

(1) Public deficit in 2024 and 2025 taking into account the expenses linked to the DANA storm.
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