Care

GLOBAL RATINGS
A subsidiary of CARE Ratings Limited

CareEdge Global assigns 'Stable’ outlook to the
rating of the Kingdom of Spain

Reaffirms Long-Term Foreign Currency Rating of ‘CareEdge A’ (Unsolicited)

Issuer rating CareEdge A/Stable (Unsolicited)

CareEdge Global has assigned a 'Stable' outlook to the rating of the Kingdom of Spain (Spain)
while reaffirming the Long-Term Foreign Currency rating of 'CareEdge A’ (Unsolicited).

Spain’s credit profile is underpinned by the relatively large size of its economy, high-income
status, comfortable external position, and a strong institutional framework. The country’s
economic position has benefited from high growth performance, outperforming EU regional
peers, and improvements in labor market conditions, though adverse demographic trends
present structural challenges to long-term economic growth. A sustained current account
surplus, driven by thriving service exports, supports its external position, and helps balance
its net negative international investment position.

Spain’s fiscal vulnerabilities persist, with elevated general government debt weighing on its
credit profile. Nonetheless, the government remains committed to fiscal consolidation
roadmap under the Medium-Term Fiscal and Structural Plan (MTFP 2025-2028), aiming to
reduce debt below 100% of GDP by 2027 and keep borrowings within the Excessive Deficit
Procedure (EDP) target of 3%.

Going forward, Spain’s fiscal trajectory remains a key credit monitorable, particularly amid
evolving geopolitical risks. The presence of a minority government limits space for fiscal and
policy maneuverability, as the FY 2025 budget remains an impasse.

Outlook: Stable

The stable outlook reflects our expectation that Spain should stay on the path of fiscal
consolidation by maintaining its debt reduction trajectory (approximately less than 100% in
the next five years). Further, its better growth prospects compared to the EU region could
help it mitigate the external sector vulnerabilities including reciprocal tariffs announced by the
United States.

Upside Scenario
Spain’s commitment to reduce debt levels at higher-than-expected pace, supported by
sustained economic momentum and structural reforms can be credit positives.

Downside Scenario
Any significant fiscal slippage, driven by higher-than-expected expenditure commitments,
could derail compliance with EDP fiscal consolidation targets, and further constrain fiscal




Care

GLOBAL RATINGS
A subsidiary of CARE Ratings Limited

flexibility. A prolonged budget impasse arising from a minority government could heighten
policy uncertainty. Moreover, Spain’s external sector remains exposed to trade tensions, with
potential disruptions to the trade balance on account of reciprocal tariffs, posing additional
credit risks.

Key Rating Drivers

Economic Structure & Resilience

Spain's strong profile reflects its status as one of the fastest-growing economies in the EU and
its significant economic scale (with a nominal GDP of USD 1.6 trillion in 2023). As the fourth-
largest economy in the EU, Spain benefits from resilient domestic demand, stable government
spending, and a diversified trade base. Its service-oriented economy, supported by a strong
tourism sector contributing ~10% of GDP, remains a key pillar of growth.

Spain is expected to sustain an average annual growth rate of 2.1% from 2024 to 2028,
despite broader economic challenges within the EU region. This is supported by labor market
strength, relatively lower cost of living compared to EU peers, and sustained private
consumption. However, while GDP per capita stands at a high USD 47,671 in 2023, it remains
12% below the EU average. Spain has been able to reduce the unemployment rate from a
high of 26.1% in 2013 to 11.3% in 2024, driven by structural labor market reforms and a
steady influx of migrants, supporting the working age population.

Downside risks stem from weak private investment and subdued labor productivity that
constrains Spain’s long-term growth potential and fiscal flexibility. These structural challenges
weigh on the country’s economic competitiveness over the medium term.

Fiscal Strength

Spain's challenging fiscal profile reflects its high debt levels, which averaged 109.3% of GDP
over the past five years (2019-2023), significantly above the EU average of 84.5%.
Additionally, Spain's high social spending commitments pose a significant fiscal burden, with
subsidies and social transfers accounting for approximately 80% of total expenditure, one of
the highest among European Union countries.

Despite its elevated debt levels, the government remains committed to deleveraging, with
debt estimated to be 102.3% of GDP in 2024 and expected to be below 100% by 2027,
according to the Medium-Term Fiscal and Structural Plan (MTFP 2025-2028). Furthermore,
the country benefits from better debt affordability, reflected by low borrowing costs and
interest payments to revenue ratio of 5.7% in 2023, lower than 9.2% in 2013. However,
elevated interest rates in the prevailing monetary scenario pose a downside risk to future debt
sustainability.

Spain has made steady progress in reducing its fiscal deficit, with the gap expected to narrow
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to 3% of the GDP in 2024 and further to 2.5% in 2025. Additionally, the improving
macroeconomic backdrop, Additionally, the increasing macroeconomic backdrop,
characterized by high growth and stable inflation, has contributed to revenue generation,
while expenditure is gradually declining through the phasing out of tax deductions and energy
subsidies.

Spain’s fiscal profile is also being supported by the EU’s decision to extend its fiscal adjustment
period for reducing the deficit below 3% of GDP from four years to seven years. This extension
reflects the EU’s assurance of the country’s commitment to structural reforms and investment
initiatives aimed at ensuring long-term fiscal sustainability.

Going forward, the fiscal consolidation path requires close monitoring, especially given the
rising geopolitical uncertainties. Spain’s political fragmentation also poses a policy risk due to
the government’s inability to pass the 2025 budget, which has a potential to undermine fiscal
consolidation efforts.

External Position & Linkages

Spain’s external profile is anchored by a sustained current account surplus, which has
improved incrementally to 3% of GDP in 2024, driven by robust service-led exports and a
strong recovery in tourism. Additionally, moderating energy prices have enabled the energy
trade balance, further enhancing external stability. However, global trade uncertainties are
expected to impact certain export-driven sectors, though the overall implications for the credit
profile are expected to be contained.

Spain’s Net International Investment Position (NIIP), however, remains negative, standing at
approximately -52.8 % of GDP in2023. This reflects a high liability position, largely weighted
by strong inflows of direct and portfolio investments. An improvement in NIIP is expected,
supported by capital transfers under the NRRP and sustained trade momentum.

Further, external debt remains high, at 167.1% of GDP in 2023, although a significant portion
of this debt is long-term, which mitigates immediate repayment risks.

Monetary & Financial Stability

Spain is a member of the European Economic and Monetary Union, and it uses the Euro as its
official currency. It follows a free-floating exchange rate regime. Inflation, as measured by
the Harmonized Index of Consumer Prices, moderated to 2.8% in 2024 against the backdrop
of easing energy prices and lower core inflation. Going ahead, inflation is expected to
moderate further to ease below the Central Bank’s 2% target in the medium term.

The Spanish banking system has remained resilient in the face of tightening monetary and
financial conditions without the emergence of significant systemic risks. Furthermore, the
asset quality remains comfortable, with the ratio of non-performing loans to total loans seen
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at 3% as of March 2024.

Institutions & Quality of Governance

Spain’s strong rankings in terms of voice and accountability, regulatory quality, rule of law
and control of corruption in the Worldwide Governance Index have supported the assessment
of this parameter.

Following the 2023 general elections, Pedro Sanchez of the Spanish Socialist Workers' Party
(PSOE) won another term as President. However, the present government represents a fragile
coalition formed with support from regional parties. Particularly, the presence of two Catalan
pro-independence parties in the coalition poses a risk for the tensions surrounding Catalonia.
The minority position of the government is expected to have implications for government
effectiveness, as reflected by fragmented parliament and prolonged delay in passing budget
for FY 2025.
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Spain - Select Indicators

Economic Indicators

Nominal GDP BLiJIﬁoDn 1432 1404 1289 1462 1448 1621 1731 1828
GDP Per CaPp};La) (Constant- usb 46182 | 46711 41381 44170 | 46621 47671 48479 48971
Real GDP Growth % 2.4 2.0 -10.9 6.7 6.2 2.7 3.2 2.3
GFCF/GDP % 19.7 20.3 20.6 20.2 20.4 19.7 - -
Gross Domestic o
Savings/GDP % 23.4 23.9 22.1 22.9 23.5 24.9 - -
Exports (G&S)/GDP % 34.9 34.7 30.5 33.8 39.8 38.1 - -
Working-Age (15-64)
Population (% Share in % 65.8 65.9 65.9 66 65.9 65.8 65.6 65.4
Total)
Old-Age (65+) Population % 19.3 19.5 19.7 19.9 20.3 20.7 21.2 21.8

(% Share in Total)
Fiscal Indicators — General Government

Fiscal Balance/GDP % -2.6 -3.0 -10.0 -6.7 -4.6 -3.5 -3.0 -2.8
Revenue/GDP % 38.9 39.0 41.4 42.8 41.8 41.8 41.9 41.9
Expenditure/GDP % 41.5 42.0 51.4 49.5 46.4 45.3 44.8 44.7
GG Gross Debt/GDP % 99.7 97.6 119.2 115.6 109.4 105.0 102.3 100.7
GG External Debt (by o
Creditor)/GG Gross Debt %o 45.9 50.2 47.3 44.8 36.8 38.3 - -
Interest/Revenue % 6.2 5.8 5.4 4.9 5.5 5.7 - -
External Indicators
Current Account o
Balance/GDP %o 1.9 2.1 0.8 0.8 0.4 2.7 3.4 3.2
FDI, Net Inflows/GDP % 4.5 2.2 2.9 4.4 4.5 2.7 - -
Outstanding FII o
Liabilities/GDP %o 86.3 97.3 113.6 96.0 80.5 84.3 - -
NIIP/GDP % -75.6 -72.2 -90.0 -66.4 -58.4 -52.8 - -
Foreign Exchange usD 70.6 74.7 81.3 92.2 930 | 1031 | 1078 -
Reserves Billions
Import Cover Months 1.8 2.0 2.6 2.3 2.0 2.2 - -
External Debt/GDP % 161.7 169.1 213.9 182.6 173.5 167.1 - -
Monetary and Financial Indicators
CPI Inflation % 1.7 0.8 -0.3 3.0 8.3 3.4 2.8 1.9
Exchange Rate (Average) Lﬁspsr 0.87 0.89 0.81 0.88 0.94 0.90 0.96 ;
Non-Performing o
Loans/Total Gross Loans % 37 3.2 29 29 3.1 ) ) )
Private debt, loans and % 154.0 150.0 170.4 162.9 146.2 - - -

debt securities/GDP

Sources: International Monetary Fund, World Bank, Bank for International Settlements, National Sources, CareEdge Global

Note: F - Forecast; PPP — Purchasing Power Parity; GFCF — Gross Fixed Capital Formation; Exports (G&S) — Exports of Goods and
Services; GG — General Government; FDI — Foreign Direct Investment; FII — Foreign Institutional Investment; NIIP — Net
International Investment Position; Data refers to fiscal/calendar year and actual/estimate as reported by the source; Where
general government data is unavailable, central government data is used; Latest available data for 2023
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Solicitation Status
The rating is unsolicited

Rating History
Instrument Type Rating Date

Long-Term Foreign Currency CareEdge

(Unsolicited) A/Stable April 03, 2025

Issuer Rating

Long-Term Foreign Currency

(Unsolicited) CareEdge A October 03, 2024

Issuer Rating

Criteria Applied
CareEdge Sovereign Rating Methodology
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About Us

CareEdge Global IFSC Limited (CareEdge Global) is a full-service Credit Rating Agency (CRA) with a mission of Empowering
Global Capital Market Participants Through Unrivalled Insights and Expertise. As the first CRA registered and
authorized by the International Financial Services Centres Authority (India), CareEdge Global is uniquely positioned to provide
comprehensive ratings on a global scale. A part of the CareEdge Group, which is a knowledge-based analytical organisation
offering a wide range of services in Credit Ratings, Analytics, Consulting, and Sustainability. Established in 1993, our parent
company, CARE Ratings Limited (CareEdge Ratings), stands as India’s second-largest rating agency.

Disclaimer
This disclaimer applies to each credit rating report and/ or credit rating rationale (‘report’) that is provided by CareEdge Global
IFSC Limited ('CareEdge Global').

Ratings from CareEdge Global are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold or sell any securities/ instruments or to make any investment decisions. The report is not a
solicitation of any kind to enter into any deal or transaction with the entity to which the report pertains. Any opinions expressed
here are in good faith, are subject to change without notice, and are only current as of the stated date of their issue. CareEdge
Global assumes no obligation to update its opinions following publication in any form or format although CareEdge Global may
disseminate its opinions and analysis. The rating contained in the report is not a substitute for the skill, judgment and experience
of the investor, user, its management, employees, advisors and/ or clients when making investment or other business decisions.
The recipients of the report should rely on their own judgment and take their own professional advice before acting on the report
in any way. Therefore, the report is not intended to and does not constitute an investment advice. The report should not be the
sole or primary basis for any investment decision. CareEdge Global is not responsible for any errors and states that it has no
financial liability whatsoever to the users of the ratings of CareEdge Global. CareEdge Global does not act as a fiduciary by
providing the rating.

Any unsolicited ratings assigned by CareEdge Global are based on publicly available information as CareEdge Global may or may
not have access to documents / information or participation from management of such issuers. While CareEdge Global has
obtained information from sources it believes to be reliable, CareEdge Global does not perform an audit and undertakes no duty
of due diligence or independent verification of any information it receives and/ or relies on in its reports. CareEdge Global ratings
are subject to a periodic review, which may lead to revision in ratings. CareEdge Global has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process. CareEdge
Global has in place a ratings code of conduct and policies for managing conflict of interest.

Neither CareEdge Global nor its affiliates, third-party providers, as well as their directors, officers, shareholders, employees or
agents guarantee the accuracy, completeness or adequacy of the report, and shall not have any liability for any errors, omissions
or interruptions therein, regardless of the cause, or for the results obtained from the use of any part of the report. CareEdge
Global DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF
MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall any CareEdge Global
or its associated entities or persons be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits
and opportunity costs) in connection with any use of any part of the report even if advised of the possibility of such damages.

This report does not constitute an offer of services. This report is solely for use in the jurisdiction of IFSCA, GIFT City in
Gandhinagar. Without limiting the generality of the foregoing, nothing in the report is to be construed as CareEdge Global
providing or intending to provide any services in jurisdictions where CareEdge Global does not have the necessary licenses and/
or registration to carry out its business activities referred to above. Access or use of this report does not create a client relationship
between CareEdge Global and the user.

For latest rating information on any instrument of any company rated by CareEdge Global, you may visit our website
www.careedgeglobal.com.

This report should not be reproduced or redistributed to any other person or in any form without prior written consent from
CareEdge Global.

All rights reserved @CareEdge Global IFSC Limited.

CareEdge Global IFSC Limited

(A subsidiary of CARE Ratings Ltd.)

Unit No. 06, 11 T-2, Block-11, GIFT SEZ, Gift City, Gandhi Nagar, Gujarat — 382355
CIN-U66190GJ2024PLC151103
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