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Outlook and profitability of
the real estate sector




Key messages. Forecasts

Housing demand
fundamentals will
remain strong over the
current two-year period

Interest rates will remain at
relatively low levels. Wage
income will continue to rise
through both channels,
employment growth and
wage increases. In addition,
net migration (550,000
annually) will keep
household formation at
around 200,000 units per
year. In turn, foreign demand
is expected to remain strong,
partly supported by
geopolitical tensions.

®

At present, the
incentive to buy is
stronger than to rent

The share of wage
income needed to access
rental housing is much
higher than that required
to buy (once the down
payment needed to obtain
a mortgage loan has been
deducted). In fact, since
early 2025 the intention to
buy a home has
strengthened across all
income quartiles, whereas
in previous years only the
higher-income quartile
stood out for its greater
intention to buy.

Rising prices will
continue to reflect the
imbalance between
supply and demand

Although various factors will
continue to support demand
growth, the lack of supply at
affordable prices may limit
sales growth (-1.6% in 2026
and 1.1% in 2027). New
housing construction will
grow (12.5% over the two-
year period), but not
sufficiently to prevent house
prices from rising sharply
both in 2026 (10.2%) and in
2027 (6.8%). The moderation
in the following year would be
consistent with the
moderation in sales.

®

Geopolitical tensions
could raise production
costs and affect demand

X

As occurred with Russia’s
invasion of Ukraine in 2022,
the conflict in the Middle
East could push up the price
of construction-related
commodities, which could
affect the sector’s already
low profitability and,
therefore, the development
of new projects. Higher
inflation would pose a risk to
the recovery of purchasing
power and households’
ability to buy.
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Key messages. Profitability

This report includes an ROE in thg residential Incre_asing_ supply The lack of consensus
update of a previous = construction sector Q requires h|gher and coordination ﬁ
analysis on the : improved in 2024, but profitability, across . .
profitability of the remains relatively low espemglly among administrations is
residential construction ROE in 2024 showed little small firms hindering key rgforms
sector (here), change from that of 2023 and Speeding up land to expand housing
incorporating 2024 data remained clearly below what development timelines supply

is observed in other should be a priority. In iti
In general, the main messages European countries. Margins addition, regﬁ|ator§l, ;Sreeg?:::éeisoin?kl:a;ﬂ
remain g_nchanged._The_ _ remain broadly in line with improvements are difficult to meet the
profitability of Spanish firms is what has been seen in recent needed, focus on Sector's abjestives. In a
below the European average years, although they showed reducing firms’ operating context of housing.
in the main sectors of the a slight improvement in 2024. costs, and boost shortages, it is a priority to
economy, although the gaps Low profitability continues to productivity. In this focUS offorts on measures
are particularly acute in be explained mainly by low regard, the launch of the thet boost housing cum
construction. A greater weight asset turnover and the high sovereign fund “Spain beth for purChast and et
of SMEs than in peer reliance of equity in financing. Grows” could support the rent.

economies is still evident, and
these firms are less profitable
than large ones.

sector’s profitability if it
enables the release of
firms’ own resources.
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1. The residential construction sector in Spain

Forecasts
2026-2027



Forecasts
Demand fundamentals remain strong

12-MONTH EURIBOR* LFS EMPLOYMENT REAL COMPENSATION PER
(%) (%, YIY) EMPLOYEE (%, Y/Y)
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*End of period
Source: BBVA Research based on BDE, MTES, EPA and INE

Although the rate-cutting cycle is expected to have come to an end, interest rates will remain at
relatively low levels, which could continue to support new lending. The economy will keep creating

jobs and wages will grow above inflation in 2026 and 2027




Forecasts
Demand fundamentals remain strong

HOUSEHOLD FORMATION NET MIGRATION FINAL CONSUMPTION BY NON-
(THOUSANDS OF HOUSEHOLDS) (THOUSANDS OF PERSONS) RESIDENTS IN SPAIN (%, Y/Y)
19.1
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I 25
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(e) (f) (f) (e) ) )

Source: BBVA Research based on INE

Immigration will continue to support household formation and, therefore, housing demand. In addition,

home purchases by foreigners may increase as a result of geopolitical tensions




Demand
The incentive to buy versus rent is high

HOUSING AFFORDABILITY EFFORT IN 2025 INTENTION TO BUY A HOME BY INCOME
(% OF HOUSEHOLD WAGE INCOME ALLOCATED TO QUARTILES (SA DATA RELATIVE TO THE
HOUSING PAYMENTS) HISTORICAL AVERAGE)
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Note. Rental affordability effort: % of wage income allocated to paying the rent for a 90 m2 dwelling.
Purchase affordability effort: % of wage income allocated to paying the first mortgage installment on

an average loan used to purchase an average 94 m2 dwelling. Note. The indicator refers to the intention to buy over the next 12 months.

Wage income in Q4 25 has been estimated equal to that of Q3 25, taking the average of the four Source: BBVA Research based on European Commission
quarters for the year 2025. '

Source: BBVA Research based on Idealista, INE, MIVAU and BdE
The share of wage income needed to buy a home is lower than that required to rent, which puts greater

pressure on the housing purchase market. According to the European Commission, the intention to

buy has increased in recent quarters across the entire population




Forecasts
New home sales limited by lack of building permits

New home sales are closely linked to housing starts
(building permits for new residential construction).

The highest correlation between the two occurs
with a 25-month lag in permits (the time between

the start of construction and the registration of
the sale).

In recent years, the series for new home sales has
persistently remained above the appropriately lagged
permit series, partly reflecting the very definition of
new housing and the absorption of unsold new
housing that may remain in some areas.

But supply shortages will cause this volume of unsold
homes to be depleted and sales of new product to
converge with the homes started two years earlier.

NEW HOME SALES AND PERMITS
(SALES IN MONTH T, PERMITS IN T-25, HOMES, SA)

W o0 g OO O «— NN OO < <= w0 W o O
TR g aglal gl gl gl gl ol gl 6l
Cc O c O cCc O cCc O cCc O c O Cc O Cc O cCc O
S S 0 SO0 oS OO WIS OW IO SO0 SO
SoS505050a0505050505n0
—Sales Permits

Source: BBVA Research based on CIEN and MITMA
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Demand
Sales have stagnated in recent months

SPAIN: NEW HOME SALES

SPAIN: EXISTING HOME SALES
(SA DATA) (SA DATA)

Average

[A8]

019 Average 2019

Source: BBVA Research based on CIEN

Source: BBVA Research based on CIEN

In recent months, new home sales have remained virtually stagnant, as has the existing home market.

In 2025, just under 22% of transactions were new homes, in line with the share in 2024 (21%)



Forecasts

New home sales limited by lack of building permits

NEW HOME SALES
(YEAR-ON-YEAR CHANGE, %)

246

9.2

I 43
I I
2.7 3.0

-7.0

Average 2023 2024 2025 2026(f) 2027 (f)
2015-19

Source: BBVA Research based on CIEN and MITMA

New home sales gained momentum in 2024
as aresult of lower interest rates. Some of
the homes that stopped being marketed amid
the adverse high-interest-rate environment
of 2023 may have been sold that year.

Insofar as this effect fades and unsold new
housing that may exist in some areas is
absorbed, new home sales will have to
converge with the homes started two years
earlier.

In 2026, homes will gradually converge with the
homes permitted in 2024, which would imply a
decline of around 3.0% on annual average,
and from 2027 onward the increase in new
construction will begin to be felt.
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Forecasts
Sales are moderating, but remain high

_ - HOME SALES
Housing demand fundamentals are positive: a (YEAR-ON-YEAR CHANGE, %)

strong labor market, positive migration flows and

relatively low interest rates 122

However, there are factors pointing to a 9.4

moderation in sales in the coming quarters: prices 6.3

have reached relatively high levels in the main

demand areas and housing supply is scarce in some I

areas of interest; all this in a context of moderating L L L
economic growth.

.
N

-1.6
Following the increase in 2024 (12.2%), growth in

home sales moderated substantially in 2025,
rising by 4.4%. In 2026, supply constraints,
particularly in new housing, together with higher
prices, will lead to a slight contraction (-1.6%), Average 2022 2023 2024 2025 2026
followed by a period of stagnation in 2027 (1.1%). 2015-19 ()

-10.9

(f): Forecast.
Source: BBVA Research based on CIEN and MIVAU

1.1

2027
®)
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Forecasts
Permits are on the rise, but volume will still be insufficient

Several factors will drive an increase in housing
construction in the coming quarters: demand
pressure amid the limited supply of new-build
homes and the interest of public
administrations in increasing the supply of
affordable housing.

However, despite the expected growth, the level
of production will be relatively low due to the
shortage of ready-to-develop land, the limited
supply of labor, regulatory uncertainty and
the sector’s low profitability.

Thus, building permits are expected to grow by
around 12.5% on annual average over the
current two-year period. This would imply
permits for around 160,000 homes per year.

PERMITS FOR NEW RESIDENTIAL CONSTRUCTION

(YEAR-ON-YEAR CHANGE, %)

255
0.6 0.5
| —
Average 2022 2023
2015-19

(f): Forecast.
Source: BBVA Research based on MITMA
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Forecasts
The housing shortage will continue to widen

Despite the increase in permits in recent years
and a positive growth forecast, the volume of

completed homes will remain insufficient to
meet household formation.

In a conservative scenario (household formation
in 2026 and 2027 would be similar to that
estimated for 2025, around 200,000 units),
compared with INE forecasts (average growth of
around 350,000 households in 2026 and 2027),
the housing deficit is expected to continue
widening over the next two years, albeit at a
slower pace.

The cumulative housing deficit since 2021 is
expected to approach 800,000 units in 2027.
That is, the pace of construction will have met
only 48% of newly created households.

HOUSING DEFICIT IN SPAIN
(THOUSANDS OF HOMES )

794
747

669

562
475
371
176 I

2021 2022 2023 2024 2025 (e)2026 (f) 2027 (f)

(f): Forecast.
Household formation rates are expected to be similar to those of 2025 in 2026 and 2027.
Source: BBVA Research based on MITMA
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Forecasts
Housing shortages are a source of tension for the economy

HOUSING DEFICIT IN SPAIN HOUSING INVESTMENT
(THOUSANDS OF HOMES) (% REAL GDP)
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Alternative scenario: required to halve the housing deficit by 2030. Alternative scenario: required to halve the housing deficit by 2030.
Source: BBVA Research based on INE and MITMA

Source: BBVA Research based on INE and MITMA

Bringing forward the turning point in reducing the housing deficit and halving it by 2030 would

require much higher investment growth rates (an average of 15% between 2027 and 2030). In terms of
GDP, this means reaching 10% of GDP in 2030, close to the 2007 peak (11.7%)
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Forecasts

The shortage of supply will continue to push prices up

HOUSE PRICES IN NOMINAL TERMS
(YIY GROWTH, %)

2022 2023 2024 2025 2026 (f)2027 (f)

(f): Forecast.
Source: BBVA Research based on MIVAU

HOUSE PRICES IN REAL TERMS
(Y/Y GROWTH, %)

8.3
71

4.7
29

-3.1

2022 2023 2024 2025 2026 (f)2027 (f)

(f): Forecast.
Source: BBVA Research based on MIVAU

The slowdown in demand will not prevent prices from continuing to grow at relatively high rates in the

coming quarters due to the shortage of housing supply

p. 15



Forecasts
Geopolitical tensions could increase production costs

COST INDEX FOR THE CONSTRUCTION

CONSTRUCTION MATERIALS PRICE INDEX
SECTOR (JAN-19 = 100)

(JAN-19 = 100)
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Source: BBVA Research based on MITMA Source: BBVA Research based on MITMA

As at the beginning of the Russia-Ukraine conflict (2022), construction material costs could rise again.

This increase would renew pressure on sector costs and pose a new obstacle to profitability, which is
already relatively low
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2. Update. March 2026

The profitability of
construction®

*Update of the analysis of construction profitability presented in Spain | Real Estate Observatory. November 2025.



Profitability
Spanish firms, less profitable than European firms

The update of companies’
balance sheets allows the analysis
to be extended through 2024.

In the main sectors of the economy,
Spanish firms show lower
profitability rates than European
firms.

Economic literature identifies
several factors behind the low
profitability of Spanish firms,
such as the predominance of SMEs,
a greater weight of less productive
sectors, lower training and
qualification levels among workers
and entrepreneurs, and lower
investment in innovation.

PROFITABILITY BY PRODUCTIVE SECTOR IN THE EU IN 2024
(ROE IN PERCENTAGE TERMS)

U (D

D a

Administrative Information and Other
Hospitality activities ~ communication Transport Manufacturing services  Construction
@ Spain Average of Germany, France and Italy

Note: the median ROE (return on equity) of each sector in each country is analyzed.
Source: BBVA Research based on BACH
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Profitability
The profitability of SMEs is lower than that of large firms

i S, e el o PROFITABILITY BY PRODUCTIVE SECTOR IN THE EU AND

SMEs in most sectors of activity.

— The profitability of European
firms is higher than that of
Spanish firms regardless of

company size.
— However, the profitability of
large firms in Spain is closer to
that of their European peers. In - L L | | - | | | | | ||

the case of SMEs, the negative Spain Europe® Spain Europe® Spain Europe” Spain Europe” Spain Europe® Spain Europe”

gap is larger. ] (. % I';b m A

Administrative Information and
Hospitality activities communication  Transport Manufacturing Construction

mSMEs Large

Note: the median ROE (return on equity) of each sector in each of the countries in the sample is analyzed. Size is determined by turnover:
less than EUR 50 million is considered an SME; above that threshold, a large firm.

* Europe: average of Germany, France and ltaly. p. 19
Source: BBVA Research based on BACH :



Profitability
Large firms have a smaller share than in Europe

The Spanish business fabric is
characterized by a greater weight
of small and medium-sized
enterprises.

In all major branches of activity,
the proportion of SMEs in Spain
is higher than the European
average.

Notable differences stand out in
manufacturing, where large firms in
Europe reach 9% while in Spain
they barely reach 1%. In building
construction the gap is significant
(3% in Europe versus 0.2% in
Spain).

WEIGHT OF LARGE FIRMS IN EACH ECONOMIC SECTOR
(% OF THE TOTAL NUMBER OF FIRMS IN EACH SECTOR, AVERAGE 2000-2024)
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Administrative Information and

Hospitality activities ~ communication

B SMEs

Transport ~ Manufacturing Construction

Large

Size is determined by turnover: less than EUR 50 million is considered an SME; above that threshold, a large firm.
* Europe: average of Germany, France and Italy.

Source: BBVA Research based on BACH p. 20



Profitability
Analysis through the Du Pont Identity

ROE Profit margin Asset Financial
turnover leverage

Net profit over
Return on sales Sales over Total assets over
equity X total assets X equity

p. 21



Profitability
Profitability in construction improves little in 2024

— During 2024, profitability in the construction PROFITABILITY OF THE CONSTRUCTION

sector improved marginally. ROE rose from SECTOR (ROE IN PERCENTAGE TERMS)
3.1% in 2023 to 4.1% in 2024

— This recovery is also visible in Germany, but not
in France. Even so, profitability in Spain
remains well below that of the other

countries. _,——-\
— Rising house prices may be supporting

profitability in Spain. However, higher
construction costs may be limiting that effect.

— By contrast, the lack of regulatory progress to
streamline construction processes and increase

h . | o (i h h of g 8 ¥ 98 o N ¥ O oo %

OUS.II’]g §ypp y may be limiting the growth o 83 88988 S sSss5S5S 5 89w

profitability. N N NN NN NN NN NN N
—Spain Germany France

Source: BBVA Research based on BACH

p. 22



Profitability
The profit margin is lower than at the beginning of the century

. . I L : PROFIT MARGIN IN BUILDING CONSTRUCTION
— The profit margin of building construction in Spain (NET PROFIT / SALES, %)

is 1.3 pp lower than in 2000 - 2003.

— Several factors may negatively affect this ratio.

High material costs, labor shortages, ™\
production inefficiencies stemming from ~ \
regulatory uncertainty, and the difficulty of —
passing cost increases on to final prices.
— Among the risks threatening this ratio are
material cost volatility and deviations in
construction execution timelines.
— Industrialization is one of the main strategies 8 838383 2¥ TR A I
S S R RJIJIIII’II A

for improving profit margins. Conducting an in-
depth analysis of land costs and development
charges in each project is also important. Average Spain 2000-03

Average Germany and France 2000-24

Source: BBVA Research based on BACH
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Profitability
Asset turnover, at relatively low levels

— At i it in buildi fruct ASSET TURNOVER IN BUILDING
present, asset turnover in building construction CONSTRUCTION

in Spain (which measures operating efficiency) is (SALES / TOTAL ASSETS, %)
far below the 2000-2003 average and the
historical average recorded in Germany and
France.

— This ratio is affected by construction execution
times, the level of fixed assets, especially land, ot
and the speed of commercialization.

— The main risks affecting the ratio are delays in
projects (lengthier licenses and urban planning
procedures), which reduce turnover and leads to
the accumulation of idle assets (land). Long
sales cycles are also a risk, but at present they
could be ruled out.

2000
2002
2004
2006
2008
2010
2012
2014
2016
2018
2020
2022
2024

Average Spain 2000-03
Average Germany and France 2000-24

Source: BBVA Research based on BACH

p. 24



Profitability

High levels of tied-up equity

Financial leverage has been trending
downward in recent years and in 2024 it was
far below the 2000-2003 average and the
historical average for Germany and France.

This is in line with the necessary
deleveraging process that the sector underwent
after the global financial crisis.

In recent years, regulatory uncertainty and the
slow pace of land development have been
negatively affecting project financing.

FINANCIAL LEVERAGE OF BUILDING

CONSTRUCTION
(TOTAL ASSETS/ EQUITY, %)

ad
e

2000
2002
2004
2006
2008
2010
2012
2014
2016
2018
2020
2022
2024

Average Spain 2000-03
Average Germany and France 2000-24

Source: BBVA Research based on BACH

p. 25



Profitability
Asset rotation and legal certainty are key to increasing
ROE and boosting the housing supply

In 2024, ROE in building construction was
4.1%, around 12.5 pp lower than the historical
average in France and Germany.

Profit margins are fairly similar across the two
geographies. Therefore, to reach the average
profitability of these countries between 2000 and
2024, building construction would need to
increase asset turnover significantly. But the
greatest effort should be made to increase
financial leverage and free up equity.

Greater certainty and shorter land
development timelines would reduce the risk of
financing the activity.

RETURN ON EQUITY IN BUILDING

CONSTRUCTION VS GERMANY AND FRANCE
(CONTRIBUTIONS IN PP AND %)

7.6
58 16.6
0.9
4.1
ROE Spain Profit Asset Financial ROE EU*
2024 margin tumover leverage 2000-2024

Source: BBVA Research based on BACH
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Profitability

Some instruments could favor the growth of profitability

Sovereign fund N
Spain Grows €N Estimated

impact

o Objective: to mobilize €23
billion for affordable housing
(public and private resources).

[~ Target: start 15,000 homes per
: year (public-private investment).

Limitations

Its success will depend on the extent to
which financing and capital constraints are
binding for residential construction, as well
as on the design of the instrument and its
ability to attract private capital.

The lack of shovel-ready land, long land
development timelines and labor
shortages may undermine the
effectiveness of the measure. In addition,
the construction cycle may last 7 years
and the need is urgent.

p. 27



Disclaimer BBVA

Research

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the European Parliament and of the Council of 16 April 2014
on market abuse (“MAR”). In particular, this document does not constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565
of 25 April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational requirements and operating conditions for investment firms
and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information contained in this document. Those persons or entities offering
investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses data or opinions regarding the date of issue of the report,
prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either
express or implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for
updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this
document nor its contents form the basis of any contract, commitment or decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or
use of any nature by any means or process is prohibited, except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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