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The Global Economy

The energy shock stemming from the conflict in the Middle East is exerting
upward pressure on inflation across countries, delaying its return to lower
levels until 2027 despite a projected gradual correction in energy prices.

The preliminary agreement between the United States and Iran paves the way
for the gradual reopening of the Strait of Hormuz, although significant risks
remain that could undermine its implementation and medium-term stability.

The OECD considers the conflict in the Middle East to be the primary factor
shaping the global economic outlook and estimates that its effects will be
more pronounced on inflation than on economic activity.

The Spanish economy

The consensus among the major institutions is that the economy will
experience a mild and orderly slowdown in 2026, with the distortions arising
from the supply shock exerting greater pressure on prices than on economic
activity.

GDP growth in 2026 is being driven by strong consumption and exports of
services.

Growth in Social Security registrations strengthened slightly in May, pointing to
improved employment performance in Q2. The total number of contributors
exceeded 22.3 million, reaching a new all-time high.

Labour costs per worker per month rose significantly in Ql, driven by robust
increases in both wage and non-wage costs, according to the Quarterly
Labour Cost Survey.

Inflation remained at 3.2%, benefiting from measures aimed at reducing taxes
on energy products.

Up to April, the central government deficit widened as public expenditure
continued to grow at a faster pace than GDP.

Business activity

Business activity lost momentum in Q1 2026, and uncertainty continues to
weigh on companies.

Interest rates rose in April and lending to businesses lost momentum.

Confidence returned to positive territory in May, although its underlying trend
remained downward.
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The International Scendario

The Strait of Hormuz will require a gradual reopening
process before returning to normal operating conditions

The United States and Iran have reached a preliminary agreement, which is
expected to be formally signed on 19 June, followed by a negotiation period of up to
60 days. However, even in the most favourable scenario, the reopening of the Strait
of Hormuz will be a gradual process, requiring mine-clearance operations, the
reinstatement of insurance coverage and the restoration of shipowners’
confidence. Shipping volumes are expected to recover only progressively, with
around four months needed to reach 80% of pre-conflict levels and full
normalisation unlikely before 2027. Consequently, global inventories are expected
to remain under pressure in the near term.

Another source of risk lies in the treatment of Iran’s frozen assets: Iran claims it will
receive $24 billion, including a $12 billion advance payment before nuclear
negotiations begin, a claim denied by the Trump administration, creating an initial
deadlock that could jeopardize the process. Additional uncertainty stems from
Israel’s position. Netanyahu has expressed scepticism about the agreement and is
not bound by its terms. As a result, Israel is likely to maintain its military presence in
southern Lebanon and continue operations against Hezbollah.

Against this backdrop of high uncertainty, the OECD has published its latest
Economic Outlook, in which the conflict in the Middle East is identified as the main
factor shaping the global outlook. The institution estimates that its impact will be
more pronounced on prices than on economic activity, although it warns that the
longer the tensions persist, the greater the economic and social costs will be. Its
baseline scenario assumes a temporary disruption, with energy production and
trade in the region gradually returning to pre-conflict levels from the second half of
2026 onwards. Under this scenario, global growth is projected to slow from 3.4% in
2025 to 2.8% in 2026, before recovering modestly to 31% in 2027. Inflationary
pressures, meanwhile, are expected to intensify in the short term: average inflation
across OECD countries is projected to rise to 4.3% in 2026 before easing to 3.0% in
2027 as energy markets stabilise and prices gradually normalise.
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GDP Inflation
(y-o-y rate) 2025 2026 2027 2025 2026 2027
World 34 28 31
OECD 1.8 15 17 4.0 43 3.0
United States 21 2.0 18 2.7 35 2.3
Eurozone 14 0.8 12 21 2.8 24
Germany 0.3 0.7 11 23 27 28
France 0.9 0.7 0.8 0.9 21 1.8
Spain 2.8 22 17 27 33 29
Italy 0.5 0.5 0.6 1.6 3.0 2.2
Japan 11 0.6 0.8 3.2 18 22
United Kingdom 14 09 1 34 37 24
China 5.0 45 43 -01 15 19
India 7.6 6.3 6.4 21 4.8 4.0
Brazil 2.3 1.6 21 5.0 44 3.6
Mexico 0.8 0.8 1.8 3.8 3.9 32
World trade 5.0 31 29

Source: OECD

Economic activity data for April and May offer a seemingly encouraging picture: the
global composite PMI rebounded to 51.8 points in both months, regaining some of
the ground lost following the March decline to 51.0. However, this improvement
requires careful interpretation, as it largely reflects a statistical distortion stemming
from the front-loading of orders and precautionary purchasing by firms seeking to
shield themselves from the risk of further logistical disruptions. In other words, the
rebound in the indicator does not signal a genuine strengthening of underlying
demand, but rather inventory accumulation driven by heightened uncertainty. The
conflict in the Middle East has not only exerted upward pressure on energy prices; it
has also altered business behaviour and disrupted the normal functioning of global
supply chains, thereby adding a further layer of complexity to the interpretation of
economic indicators.
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In 2026, the US economy has demonstrated remarkable resilience despite the
deterioration in the geopolitical environment, although the composition of growth
masks mounting underlying tensions. The 0.5% quarter-on-quarter increase in GDP
in Ql, driven by investment in artificial intelligence and robust private consumption,
underscores the strength of the technology sector as the main growth engine.
However, beneath these headline figures, the economy is showing growing internal
divergence that is approaching a ‘K-shaped pattern: while households with greater
purchasing power and large technology firms continue to perform strongly, lower-
income segments are feeling the impact of rising energy and financial costs more
acutely, with savings rates at low levels and an increasingly narrow margin for
adjustment.

The labour market has shown remarkable resilience in recent months. Following
weaker figures in February, job creation recovered from March onwards, with the
April figure revised upwards to 179,000 jobs, and May generating 172,000. The
unemployment rate remained stable at 4.3%, suggesting that the labour market,
while losing some momentum, continues to exhibit underlying strength.

Inflation, which closed 2025 at 2.7%, accelerated sharply as rising energy prices
linked to the conflict fed through to consumer prices. By May, headline inflation had
reached 4.2%, while core inflation rose to 2.9%, its highest level since September 2025.
In response to this upturn, the Federal Reserve kept interest rates in the 3.560%—3.75%
range and adopted an increasingly cautious stance. Financial markets have
consequently pushed expectations for the first rate cut back to December 2026 and
have largely ruled out the possibility of a second cut this year. Adding to the
uncertainty is the forthcoming leadership transition at the Federal Reserve, from
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Jerome Powell to Kevin Warsh, at a time when the institution's credibility and
independence are particularly important.

In this context, the OECD has revised its projections for the US economy slightly
downwards: it forecasts that GDP growth will moderate from 2.1% in 2025 to 2.0% in
2026, with a further slowdown to 1.8% in 2027. In the short term, higher energy prices
and weak employment growth will erode real disposable income and put pressure
on private consumption, while investment will remain more buoyant, driven by
spending on artificial intelligence and a more favourable tax regime. Inflation,
meanwhile, has been revised upwards to 3.5% in 2026 and 2.3% in 2027.

In the Eurozone, the start of 2026 was characterised by a decline in economic
activity, following the weak growth recorded in the previous months. In Ql, GDP fell
by -0.2% quarter-on-quarter, largely influenced by the sharp contraction in Ireland
(-121%). In year-on-year terms, the slowdown was notable, with growth of 0.3%, nine
tenths of a percentage point lower than in the previous quarter. Furthermore, there
was a considerable disparity in quarterly growth rates amongst the area’s major
economies: France showed a slight decline, while Germany and Italy recorded
moderate growth and Spain stood out for its dynamism.

In Q2, confidence indicators point to an unfavourable trend in the European
economy. The Eurozone Economic Sentiment Indicator recovered slightly in May
after three consecutive monthly declines but remained below its average level in
Ql. The composite PMI deteriorated further in May, falling to 48.5, its lowest reading
in 18 months, and remains in contractionary territory (below 50). The manufacturing
PMI fell in May to 51.6, while the services PMI rebounded slightly to 47.7, following the
decline seen in recent months.

Against this backdrop of weakness in the European economy, the OECD has revised
its growth forecasts for the Eurozone downwards. Specifically, it estimates that GDP
growth will slow from 1.4% in 2025 to 0.8% in 2026, before rebounding to 1.2% in 2027,
as both domestic demand and trade strengthen. According to the OECD, private
consumption will be underpinned by the strength of the labour market and a slight
decline in the savings rate. Meanwhile, private investment will be constrained by the
uncertain environment, while public investment will continue to be supported in
2026 by European funds.

The Eurozone labour market saw a slight slowdown in job creation in Ql, with a
quarterly increase of 0.1%, while the year-on-year rate fell by two tenths of a
percentage point to 0.5%. Meanwhile, the unemployment rate has remained stable
at 6.3% since the start of 2025, aside from minor month-to-month fluctuations, and
continues to hover close to the record low of 6.2% reached in the final months of
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2024. The OECD expects the unemployment rate to remain broadly unchanged at
around current levels throughout 2026 and 2027.

Inflation in the Eurozone increased by 0.2 percentage points in May to 3.2%, up from
1.9% in February. The acceleration in recent months has been driven primarily by
higher energy prices, with annual energy inflation exceeding 10% in both April and
May. In May, however, a stronger increase in services prices also contributed to the
rise in headline inflation. Furthermore, core inflation rose to 2.5%, following two
months of deceleration. As a result, the OECD has raised its inflation forecasts for
the Eurozone to 2.8% in 2026 and 2.4% in 2027.

At its meeting on June 11, the European Central Bank (ECB) decided to raise all three
key interest rates by 25 basis points: the deposit facility rate to 2.25%, the main
refinancing operations rate to 2.40% and the marginal lending facility rate to 2.65%.
The institution warned of a still uncertain environment, with upside risks to inflation
and downside risks to GDP growth. Furthermore, it considers that the impact of the
war in Iran on inflation and GDP will depend on the evolution of energy prices and
their indirect and second-round effects. The Governing Council will continue to
monitor developments closely and maintain its data-dependent approach,
assessing the inflation outlook, incoming economic data, underlying inflation
dynamics and the transmission of monetary policy at each meeting, without pre-
committing to a particular interest rate path. Following this rise, one or two further
increases are anticipated in the second half of the year, subject to the evolution of
inflationary pressures.

The Chinese economy delivered a weaker-than-expected performance in May,
with signs of slowing activity emerging across several areas. Retail sales declined
by 0.6% year-on-year, marking their first contraction since 2022 and confirming the
loss of momentum in private consumption already evident in April's data. By
contrast, industrial production remained relatively resilient, increasing by 4.5% year-
on-year and slightly surpassing market expectations. This suggests that the
industrial sector continues to benefit from external demand and the expansion of
technology-related manufacturing. The greatest deterioration was concentrated
in investment. Fixed-asset investment fell by 41% year-on-year, while the
contraction in property investment deepened to 16.2%.

On the price front, inflation remained subdued in May, with both headline and core
inflation holding steady at 1.2%. This continues to provide the People’s Bank of China
with greater policy flexibility than that enjoyed by most other major central banks.
The monetary authority is maintaining a wait-and-see approach for the time being,
with no further cuts to interest rates or the reserve requirement ratio. Amid this
context, the OECD forecasts a slowdown in growth from 5.0% in 2025 to 4.5% in 2026
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and 4.3% in 2027, with private consumption held back by high precautionary savings
and property investment acting as the main structural drag.

In May, oil prices declined significantly, averaging around $107 per barrel, while
recent announcements regarding a possible agreement have fuelled expectations
of further declines in the near term. However, current market pricing appears to
reflect a degree of optimism that may be premature. Although markets are
increasingly discounting a favourable outcome, the agreement has yet to be
finalised and uncertainties persist, particularly regarding the pace at which
production capacity can be restored. For the second half of 2026, oil prices are
expected to ease moderately, although they are likely to remain high, averaging
between $85 and $90 per barrel.

Economic and Business Outlook 7
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The Spanish economy

Rising costs as a key factor shaping business activity in
2026

Now that the Spanish economy has weathered the supply shock, and with
measures in place to alleviate pressures across energy markets, the consensus
among leading institutions is that 2026 will see a mild and orderly slowdown. The
distortions generated by the shock are expected to exert greater pressure on prices
than on economic activity.

The Spanish economy has three significant buffers: solid domestic demand
underpinned by private consumption; a labour market that remains dynamic,
thanks in part to the boost from immigration; and financial and credit conditions
that remain favourable, driving demand for credit. The less favourable aspect in the
short term is the rise in inflation, the increase in business costs and high levels of
uncertainty, stemming not only from external factors but also from the domestic
political situation. All these are the main factors influencing business activity.

Turning to business costs, and labour costs in particular, one notable development
has been the sharp increase in employers’ compulsory social security contributions
in recent years. According to the Quarterly Labour Cost Survey, these contributions
were 25.4% higher in 2025 than in 2019. In this regard, Spain remains among the
countries with the highest employer social security contributions relative to the size
of its economy. In 2024, such contributions amounted to 9.5% of GDP, well above the
EU average of 7.1%, and have followed a clear upward trend in recent years.

As for costs relating to energy raw materials, oil prices rebounded sharply from
February, exceeding $100 per barrel and reaching high peaks. Although they began
to fall in May due to expectations of a ceasefire, uncertainty persists, and prices are
expected to remain high in the second half of the year. Gas prices also rose, trading
in the region of €45-50/MWh in the spring and reaching levels close to €49/MWh in
June.

As for financial costs, the latest data from the Bank of Spain indicate that the ratio
of interest payments to EBITDA, although still at relatively low levels, edged up in the
final quarter of 2025 and could continue to increase moderately over the coming
years as a result of higher financing costs. The ratio stood at 11.4%, 0.4 percentage
points above the previous quarter, but remained well below the peak of 15.5%
recorded over the past decade.
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Demand and Economic Activity

The Spanish economy remains buoyant, driven by strong
consumption and expanding services exports

The conflict in Iran and the closure of the Strait of Hormuz, with the resulting
increases in the prices of oil, gas, and other key production inputs, together with
disruptions to supply chains and the delays they generate, are having a greater
impact on the Spanish economy than initially anticipated. The effects are being felt
both through a deterioration in economic expectations and through rising
inflationary pressures.

Economic activity maintained a strong pace in Ql, with GDP expanding by 0.6%
quarter-on-quarter and 2.7% year-on-year. Growth was driven primarily by robust
domestic demand, although early signs of moderation were already emerging. The
increase in uncertainty is expected to weigh most heavily on equipment
investment, as has traditionally been the case during periods of heightened risk. By
contrast, investment in construction is likely to remain more resilient, supported by
demand-side factors, including continued growth in the number of households.
Private consumption should continue to benefit from favourable labour market
conditions and ongoing job creation. However, rising inflation and higher interest
rates are eroding consumer confidence and may encourage households to
maintain a relatively high savings rate, rather than drawing on accumulated
savings to cushion the loss of purchasing power caused by rising prices and tighter
monetary conditions. However, both household debt levels and the limited
proportion of households with variable-rate borrowing will mean that the impact of
higher interest rates is likely to remain contained.

With regard to financing conditions, according to the latest Survey on Access to
Finance for Firms in the Euro Area (SAFE), the fieldwork for which was carried out
largely after the start of the war in Iran on February 28, banks’ greater willingness to
grant loans led to an improvement in access to bank finance. However, interest
rates on bank loans rose for the first time after a year and a half of declines.

After four consecutive months below the 50-point threshold, the manufacturing PMI
rebounded in April and May, reaching 517 and 512 respectively, its strongest
readings since October 2025, compared with 48.7 in March. However, this trend was
driven by companies building up stocks to cope with shortages and supply chain
disruptions resulting from the war in the Middle East, which are lengthening delivery
times. Overall, expectations have worsened and remain at historically low levels.
Companies are concerned about rising input prices, particularly for energy and
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transport, which are increasing at rates not seen since 2022. Against this backdrop,
companies are opting to reduce their workforce.

The services PMI fell into contractionary territory in April (48.7) for the first time in two
and a half years, although it returned to expansionary territory in May (50.1),
suggesting a stabilisation of activity following the previous month’s decline. The
companies surveyed report that the war in the Middle East is having a negative
impact on consumer confidence and demand. With growth in new orders,
particularly exports, losing momentum, firms are becoming more cautious in their
hiring decisions. This comes at a time when labour costs continue to rise strongly,
and energy prices remain the main source of pressure on operating costs.

From the perspective of the external sector, customs data for the January—March
period indicate that the slowdown in trade flows observed throughout 2024 and
2025 has continued into 2026. However, the contraction in imports (-2.5% year-on-
year) has been more pronounced than the modest growth recorded in exports
(0.7%). The lower growth expected for the Eurozone economies, the main destination
for our products, may hamper export growth against an environment that is
already, from the outset, one of virtual stagnation.

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
(29% of GDP, compared with 31% of GDP in the same period of the previous year).
This lower surplus stems from a wider deficit in the balance of goods and non-
tourism services and a slightly smaller surplus in the balance of tourism services.

In the first four months of 2026, the number of visitors stood at around 26.6 million
tourists, 3.4% more than in the same period of 2025. Furthermore, in contrast to the
slowdown observed in the second half of 2025, growth has shown signs of
acceleration, increasing from 1.2% in January to 5.2% in April. This may partly reflect
a reallocation of tourism flows, with some international tourists opting for Spain
instead of the Middle East owing to the conflict in the region. It remains to be seen
whether this trend will continue over the coming months, particularly if the
geopolitical context improves. During the first four months of 2026, total expenditure
by international tourists rose by 6.7% to 36.703 billion euros.
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The Labour Market

Slight upturn in Social Security registrations in May, while
stronger job creation is anticipated in Q2

Social Security registrations accelerated slightly in May, with the number of
contributors surpassing 22.3 million and reaching a new all-time high, despite the
heightened uncertainty generated by the conflict in Iran. Moreover, CEOE estimates
point to a further strengthening in job creation during Q2. However, these figures
wdrrant a cautious interpretation, as recent registration data may have been
affected by the extraordinary regularisation process for immigrants.

Social Security registrations rose by 231,975 people in May, representing a month-
on-month change of 1.0%, a figure similar to the average for the same month over
the 2023-2025 period. As a result, Social Security records now stand at a total of
22,337,806 contributors. In seasonally adjusted terms, the trend has been very
favourable. According to the Ministry of Inclusion, Social Security and Migration,
there was an increase of 63,737 people in seasonally adjusted registrations, the
second-best result in the last three years (the best was in March 2026).

Pending the release of the June Social Security figures, all the signs suggest that job
creation will gain momentum in Q2. According to CEOE estimates, seasonally
adjusted actual registrations (excluding furloughs) will rise by around 0.8% quarter-
on-quarter in Q2, three tenths of a percentage point more than in Ql. This upturn in
employment momentum contrasts with the uncertainty associated with the
conflict in Iran, which has led to lower levels of business confidence than those
recorded at the start of 2026. However, as discussed later in this section, several
temporary factors may be affecting the recent trend in Social Security registrations.

A closer look at the unadjusted data shows that the increase in Social Security
registrations in May was driven primarily by the private sector, which generated
21212 additional contributors. The hospitality sector was particularly dynamic,
accounting for 67,257 of these new registrations. By contrast, the public sector took
on 19,862 new workers, which means that over 90% of new registrants found
employment in the private sector.

Year-on-year, the rate of change in Social Security registrations improved by 0.1
percentage points in May, rising to 2.5%, following a slight slowdown in April. In the
private sector, the rate also increased by 0.1 percentage points, to 2.4%. Meanwhile,
the public sector recorded a more pronounced acceleration, with the growth rate
rising by 0.3 percentage points to 3.1%. Taken together, these developments suggest
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that the year-on-year pace of employment growth in Q2 is likely to be slightly higher
thanin Ql.

The recent upturn in the number of people paying Social Security contributions
could be linked, in part, to the special regularisation process for the migrant
population, which is open from April 16 to June 30. As illustrated in the chart below,
the number of Spanish nationals registered with the Social Security increased
steadily in the second half of 2025, with a modest acceleration in year-on-year
growth towards the end of the year. This was followed by a gradual deceleration,
bringing the rate down to 1.4% in May, compared with 1.7% in November 2025. By
contrast, foreign nationals, which had been expanding at a robust pace of around
7.0% year-on-yeadr, recorded a notable re-acceleration from March onwards,
reaching 9.4% in May.

Workers registered with the Social Security by
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Source: prepared in-house based on data from the Ministry of Inclusion, Social Security and
Migrations

By economic sector, the trend in registrations continues to show mixed
performance on a year-on-year basis. Construction has consolidated its position
as the most dynamic sector, accelerating its growth to reach a rate of 5.0% in May,
the highest since April 2023. In the services sector, the rate of growth improved
slightly to 2.6%, while manufacturing maintained its year-on-year rate at 1.9%. Finally,
agriculture showed no change in May, following the 0.3% fall recorded in April.

In May, registered unemployment fell by 36,323 people, although this decline was
less favourable than usual, as it was lower than the falls observed in the same
month in previous years. Consequently, the total number of unemployed stood at
2,320,721, the lowest level for a month of May since 2007. The less positive trend in
unemployment is also evident in the seasonally adjusted figures, where seasonally
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adjusted unemployment rose by 9,755 people, the first increase since 2022.
Meanwhile, the number of jobseekers who were in employment or had an
employment relationship (including those under permanent contracts for
intermittent work who are currently inactive) fell by 14,055 in May, although the rate
of decline was lower than that recorded in 2025.

According to the Quarterly Labour Cost Survey (ETCL).in Q1, the year-on-year rate of
growth in labour costs per worker per month accelerated significantly, reaching
4.9%. Within labour costs, wage costs also rose significantly, reaching 4.9%. This
higher growth in wage costs was due to a marked increase in back pay and bonus
payments, as well as a larger rise in ordinary wage costs, which stood at 3.6%.
Meanwhile, other costs rose by 4.8%, four tenths of a percentage point more thanin
the final quarter of 2025. Social security contributions, the most significant
component within other costs, remained at a high rate of 4.5%.

Labour costs (year-on-year rate in %)
mmm Total Labour Cost —\Nage Cost == QOther Costs

O o N W Sk o o 4 0 ©
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Source: Prepared in-house based on information from the National Statistics Institute
(Quarterly Labour Cost Survey)
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Inflation

Inflation remained at 3.2% in May, contained by tax-cutting
measures

Headline inflation remained at 3.2% in May. The measures approved by the
Government to mitigate the effects of the war in the Middle East, which involve a
reduction in tax rates on electricity, gas, and motor fuels, have kept the rise in energy
prices in check. Without these measures, headline inflation would have stood at
4.4%.

Meanwhile, core inflation showed a slight acceleration, rising by two tenths of a
percentage point to 3.0%. Within core inflation, services recorded the strongest
increase, with their year-on-year rate rising by 0.7 percentage points to 4.1%, driven
primarily by higher prices for package holidays and passenger air transport.
Meanwhile, price pressures remained more subdued in the other core components.
Industrial goods (excluding energy) increased by 0.7 percentage points to 0.9%,
while processed food, beverages and tobacco rose by 0.3 percentage points to 2.0%

Energy prices showed some signs of slowing in May (5.9%, compared with 6.6% in
April), a rate that would have risen to 19.7% had it not been for the reductions in tax
rates on electricity, gas, motor fuels and heating fuels. Specifically, prices for motor
fuels and heating fuels increased by 12.3%, unchanged from April. In the absence of
tax-cut measures, however, they would have risen by 29.0%. Meanwhile, both
electricity (-5.5%) and natural gas (-9.7%) recorded falls, reflecting more contained
movements in market prices compared with motor fuels, as well as the continued
impact of tax reductions, as in the previous month. From June 1, VAT on electricity
and gas will return to the standard rate of 21%, as their prices did not exceed the 15%
threshold in April established under the Royal Decree. Meanwhile, the tax reductions
on motor fuels (petrol and diesel) will remain in place until June 30.

In the Eurozone, the harmonised CPI for May stood at 3.2% year-on-year, two tenths
higher than the previous month, while in Spain it rose by one tenth to 3.6%, narrowing
the gap to four tenths.

The CEOF's current CPI forecast is 3.1% on an annual average, assuming a relatively
swift resolution to the conflict and a fall in oil prices in the second half of the year.
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The Public Sector

Up to April, the central government deficit has risen due to
increased expenditure, which has outpaced GDP growth

Based on data up to April, the central government deficit in terms of National
Accounts rose to -0.15% of GDP, compared with the near-balance achieved in the
same period of 2025. It is worth noting the growth in expenditure, which rose by 10.0%,
outpacing revenue growth of 7.8%. In both cases, growth exceeded that of nominal
GDP, implying a continued increase in their respective shares of GDP. The primary
surplus also fell by 14% year-on-year in the first four months of the year, standing at
0.5% of GDP, compared with 0.6% the previous year.

Within central government revenue, tax performance stands out, increasing by 8.3%
compared with April 2025. In particular, personal income tax revenue rose by 1.6%,
while corporate tax revenue increased by 10.3%. Meanwhile, VAT revenue showed a
more moderate pace of growth, at 5.8%. Revenue performance was also affected
by timing effects, notably the different scheduling of instalment payments of the
tax on the margin on interest and commissions levied on certain financial
institutions, which were made in February this year, compared with June in 2025.

Expenditure growth is concentrated in a limited number of items, particularly those
with the largest weight in the budget. Chief among these are transfers between
public administrations, which account for around 59.0% of total expenditure and
increased by 9.8%. Interest payments ranked second, rising by 6.5%, followed by
social benefits other than social transfers in kind, which grew by 5.2%. Within this
category, civil service pensions recorded an increase of 6.1%.

Among the expenditure items that fell up to April, it is worth noting subsidies, down
by 8.7%, due to the decline in the costs of the electricity system covered by the State,
and gross fixed capital formation, down by 2.2%.

In the area of subsidies, the allocation for ‘Other production subsidies’” has risen to
395 million in 2026, mainly due to transfers to the CNMC amounting to 332 million.
This sum is intended to offset the reduction in revenue resulting from the measures
adopted to mitigate price rises following the Middle East crisis (RDL 7/2026), such as
the reduction in consumer tariffs and the temporary relaxation of energy supply
contracts.
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Business activity

e According to the Bank of Spain’s Survey on Business Activity (EBAE), businesses
are reporting a slight fall in turnover and a slowdown in investment at the start
of 2026.

e Salesby large firms show a generalised boost in domestic and external demand
at the start of Q2.

e InApril, there was a slight rise in the cost of business financing, which was most
noticeable at the extremes of the scale.

e After entering contractionary territory in April, the composite PMI returned to
expansionary territory in May, rising to 50.2 points.

e There are more companies today than before the pandemic, but with no
recovery in agriculture, industry, and micro-enterprises.

Turnover and sales

According to the Bank of Spain’s Survey on Business Activity (EBAE), companies
reported a slight decline in turnover in Q1 of 2026 on a seasonally adjusted basis,
following several consecutive quarters of growth, with widespread impact across almost
all sectors. Investment decelerated after seven consecutive quarters of growth, with
manufacturing emerging as the most affected sector. On the price side, intermediate
input costs rose moderately compared with the previous quarter, with the most notable
increases recorded in the hospitality and construction sectors. As for the factors holding
back activity, uncertainty over economic policy continues to top business concerns,
with a greater impact on manufacturing, transport, and trade.

Total sales by large companies, deflated and adjusted for seasonal and calendar
variations, rose by 3.4% in April compared with the same month of the previous year.
This growth, more than one percentage point higher than in March, consolidates the
improvement that began the previous month. The April upturn is attributable both to the
acceleration in domestic sales and to stronger export growth. Specifically, domestic
sales rose by 3.1% in April, compared with 2.5% the previous month. By component, a
generally positive trend can be observed, albeit with varying degrees of intensity: sales
for consumption rose by four tenths of a percentage point to 2.7%, while those linked to
investment saw a more pronounced recovery, with growth rising to 3.9%, up from 2.4% in
March. Meanwhile, exports showed remarkable momentum, with a 4.3% increase in
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April, significantly higher than the 0.5% recorded in March. This growth was mainly
driven by the recovery in sales to third countries, which grew by 5% following a fall of 1.9%
the previous months. Exports to the European Union maintained a steady pace, rising
by 3.4%, very similar to the rate observed previously.

Labour costs

As of 31 May 2026, there are 2,475 collective agreements with known economic effects
registered for 2026, affecting 798,322 companies and 7,952,102 workers. The wage
increase agreed upon in negotiations that will take effect in 2026 stands at 3.0% (3.35% in
the same month of 2025). Of the workers with an agreed wage increase for 2026, 42.24%
have wage increases of between 2.51% and 3.0%, and 28.95% have an increase of more
than 3.0%. By sector of activity and taking into account the provisional nature of the data
and possible statistical effects, the services sector recorded the highest wage change
(3.06%), followed by construction (3.00%), manufacturing (2.82%) and the agricultural
sector (2.74%).

Financing conditions and costs

Average interest rates on new business loans showed mixed trends in April, depending
on loan size. For loans of up to €250,000, the weighted average rate rose by one tenth
of a percentage point to 3.4%, while it remained stable at 3.3% for loans between
€250,000 and €1 million. In contrast, borrowing costs for loans above €1 million rose by
0.2 percentage points to 3.4%.

In terms of the volume of new loans, there was a clear slowdown compared with the
previous month, particularly in larger loans. New business loans of up to €250,000
recorded year-on-year growth of 2.5%, slightly higher than the previous figure of 2.0%,
suggesting that growth remains modest for smaller amounts. By contrast, loans between
€250,000 and €1 million slowed sharply, falling from 15.2% to 3.6%. The decline was even
more pronounced for loans exceeding €1 million, which shifted from a strong year-on-
year increase of 26.0% to a fall of 14.6% in April.
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Business confidence

After slipping into contractionary territory in April (487 points), the composite PMI
returned to expansionary territory in May, rebounding to 50.2 points. The improvement
reflected differing trends across sectors. Manufacturing remained above the 50-point
threshold for a second consecutive month, at 51.7 in April and 51.2 in May, compared with
48.7 in March. Services, by contrast, which had fallen into contractionary territory in April
(48.7) for the first time in two and a half years, recovered modestly to 50.1in May. Within
manufacturing, the recent strength appears to have been partly driven by precautionary
inventory accumulation in response to concerns over potential supply chain disruptions
stemming from the conflict in the Middle East.

Meanwhile, the Economic Sentiment Indicator stood at 102.5 points in May, marking
four consecutive months of decline. Despite this, the index remains above its historical
average, reflecting a level of confidence that remains sustained, albeit with a trend that
warrants monitoring.

Business dynamism

In May, the number of companies registered with Social Security was 17,396 higher than
in the same month of 2019. Smaller companies, those with between 1 and 2 employees,
which account for 51.1% of all registered firms, have yet to return to pre-pandemic levels.
Their performance remains very unfavourable, with a net loss of 24,868 companies in
May.

Looking at the sectoral breakdown, agriculture and industry have not yet recovered to
their pre-pandemic levels. The construction sector, meanwhile, continues to decline,
recording five consecutive months of year-on-year falls and a 5.2% drop in May.

Employment in companies registered with the Social Security rose by 2.9% year-on-
year in May, in line with the growth observed the previous month. Job creation
continued to be concentrated mainly in larger companies (those with more than 250
employees), where employment rose by 4.4% compared with the same period last year,
slightly below the 4.5% recorded in April. By contrast, smaller firms, with workforces of
between 1 and 9 employees, recorded a rise of 1.0%. Despite these differences in job
creation by firm size, the gap in employment growth has been narrowing in recent
months.
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Main Business Indicators

(Iqst update: June 2026)

. Penultimate Lastgiven
Indicator 2021 2022 2023 2024 2025 Lastdata )
data period
Turnover and sales
Annual rate Year-on-year rate
Business turnover index corrected for
211 23.4 -22 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 23 3.4 Apr-26
Labour costs
Annual rate Year-on-year rate
Labour cost per worker 5.9 4.2 5.5 4.0 3.4 3.8 4.9 Q126
Business dynamism
Annual average level Monthly level

Companies registered with the Social
1,301,461 1,321,657 1,327,404 1,333,914 1,336,306 1,348,392 1,361,479 May-26
Security

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 3.4 Apr-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 3.3 3.3 Apr-26
million Euros
Interest rates applied to new credit
1.3 17 4.5 4.6 3.4 3.2 3.4 Apr-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 2.0 2.5 Apr-26
Euros
New corporate loans from 250 thousand
-28.9 8.9 9.0 13.7 7.3 15.2 3.6 Apr-26
to 1 million Euros
New corporate loans over 1 million Euros -19.6 25.7 -17.6 16.0 15.7 26.0 -14.6 Apr-26
Business confidence
Annual average level Monthly or quarterly level
Economic sentiment indicator 105.2 101.1 100.4 103.1 103.1 102.6 102.5 May-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 48.7 50.2 May-26
Manufacturing PMI Index 57.0 51.0 48.0 52.2 50.9 51.7 51.2 May-26
Services PMI Index 55.0 52.5 53.6 55.3 54.5 47.9 50.1 May-26
Stock markets
Annual average level Monthly level
IBEX 35 Index 8,645.2 82525 94415 1127.2 14,5611 17,781.0 18,362.9 May-26

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

Economic forecasts for Spain

(last update: June 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 2.3 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 45 2.9 24 1.6 1
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 2.5
External demand (*) -22 -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 37
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 35 2.8 2.7 3.1 19
CPI (Dec/Dec) -0.5 6.5 5.7 3.1 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 (Quarterly National
Accounts) (**) -71 7.3 4.4 3.6 2.8 31 2.3 17
Employment (LFS) -2.9 33 3.6 31 22 2.6 21 17
Unemployment rate (LFS) (% active
population) 15.5 14.9 13.0 12.2 n3 10.5 2.9 9.4
Productivity per occupied person (***) -4.2 -0.5 19 -11 0.6 -0.3 0.0 0.2
Productivity per hour worked 0.3 -0.8 12 -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 18 5.8 33 4.1 3.2 25
Current Account Balance (% of GDP) 0.8 0.8 0.4 2.7 3.2 2.9 2.0 18
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 ($) a8 70.7 100.8 82.5 80.5 69.1 94.0 80.1

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