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It is a pleasure for me to welcome you to the Banco de España on the occasion of this high-level 

seminar, in which we shall address some of the key questions for improving supervisory 

frameworks at the international level.    

 

The protracted financial crisis has highlighted the need for a supervision that promotes a more 

prudent management of risks; that achieves synergies and minimises potential conflict among 

supervisory and resolution authorities; that goes beyond sectoral supervision in an attempt to 

understand and better address the risks affecting the financial system as a whole; and that creates 

flexible cooperation mechanisms between different jurisdictions, enabling effective supervision in a 

global financial system.   

 

All these issues will be discussed at today's meeting and, given the quality of the speakers we 

have assembled, I trust the discussion will be a fruitful one. But I will not go into these topics in my 

speech. Instead, I would like to focus my address today on a more specific aspect which, given 

developments in recent weeks, will I believe be of interest to you: the ongoing reform of the 

Spanish banking system.    

 

1. Starting point: imbalances and strengths of the Spanish banking sector at the start of 
the crisis 

 
Let me begin with a reference to the roots of the current crisis. From 1996 to the onset of the 

financial crisis, the Spanish economy built up sizeable macroeconomic and financial 

imbalances, such as the widening of the external deficit, rapidly mounting private debt and the 

formation of a real estate bubble. In parallel with these imbalances, the banking sector increased in 

size, as reflected in rapid credit growth and in the rise in the number of offices and staff of Spanish 

financial institutions. 

 

Shortly before the crisis, back in 2006, there were signs that this debt cycle was coming to an end. 

Consequently, the initial phase of the financial crisis impacted the Spanish economy at a time at 

which certain signs of domestic-based weakness were clearly perceptible.  

 

The first wave of the international financial crisis did not have significant direct effects on 

our system, since Spanish banks' exposure to US subprime mortgage-related assets was 

negligible, thanks largely to the business model prevailing in Spain and to the regulation and 

supervision of the Banco de España. In some respects, such as the scope of consolidation of bank 

risks, the Spanish regulator had been more demanding than other jurisdictions. However, the crisis 

had major effects on Spanish banks' access to funding (something particularly important in light of 
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our economy’s external deficit) and, moreover, the decline in world growth exacerbated the 

deceleration in the Spanish economy.  

 

At that time the Spanish banking sector had several strengths, but also significant 

weaknesses. Notable among its strengths, in addition to the absence of complex products 

associated with US subprime mortgages, was the fact that the biggest banks were sound and 

well-diversified, a factor which has been pivotal for the stability of our system in recent years.  

 

But the financial crisis led a series of weaknesses to emerge, concentrated chiefly in a well-

defined group of small and medium-sized savings banks:  

• It became apparent that this sector was excessively fragmented, with a large number of 

institutions too small to obtain funding on the markets and to tackle the regulatory changes 

prepared in response to the crisis;   

• it was likewise evident that there was excessive aggregate capacity, which had to be 

reduced to accommodate the sharp fall in levels of banking sector activity;  

• the expansion in bank balance sheets had, moreover, been accompanied by an excessive 

concentration of risks in the real estate sector;   

• further, the crisis revealed the risks of an excessive dependence on funding by 

international financial markets, although in the case of Spanish banks this was 

concentrated in longer-dated maturities;   

• the crisis also evidenced the specific structural weaknesses of the savings banks sector, 

derived from their particular ownership, control and corporate governance structure, which 

prevented these institutions from raising top-quality capital on the markets, hampered their 

governance and the professionalization of their governing bodies, and made it impossible to 

subject them to market discipline;  

• finally, there were various weaknesses in the regulatory and institutional framework in place in 

Spain which hindered the management of the crisis. Mention may be made here of bank 

resolution regulations, which were not adapted to the demands of Monetary Union (in which 

monetary financing is prohibited) and were not designed to resolve the potential problems at 

savings banks.  

 

2. The response by the authorities 
 
While affected by all these structural weaknesses, the Spanish banking sector had first to face the 

international financial crisis, and then the development and deepening of the specifically Spanish 

crisis, which entailed additional imbalances such as the surge in the unemployment rate and the 

widening of the budget deficit; and finally, the euro area sovereign debt crisis, fuelled both by the 

domestic imbalances of certain economies in the area and by the shortcomings in the institutional 

framework of the Monetary Union.  
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The succession of overlapping and interrelated crises has required major efforts of both banks and 

authorities. Their response has broadly been based on relatively stable guiding principles although, 

at the same time, the persistence of the crisis and the changing nature of events – for instance the 

start of the sovereign debt crisis in the spring of 2010, or the recent across-the-board downturn in 

growth prospects – has made it necessary to apply such principles flexibly.  

 

These broad principles are geared most notably to:  

• Firstly, correcting the excessive size and fragmentation of our system, with incentives for 

integration and restructuring processes;   

• Secondly, dealing with the impairment of the quality of real estate-related assets, by cleaning 

up bank balance sheets, with the conviction that recapitalising these institutions without first 

obliging them to restructure and remove problem assets from their balance sheets would have 

entailed perpetuating their structural problems and would have led to an inappropriate use of 

public funds;   

• Thirdly, restoring confidence in our banking system, with the emphasis placed on 

encouraging transparency – disclosing potentially problem exposures and including all 

relevant banks in the stress tests – and shoring up solvency, through an increase in top-

quality capital;  

• Another top priority has been resolving the structural weaknesses of savings banks, through 

adopting the regulatory changes needed to transform their governance and ownership 

structure, encouraging their conversion into commercial banks;   

• Lastly, among the principles guiding all Spanish governments since the onset of the crisis has 

been the aim of minimising the cost of bank restructuring for taxpayers, favouring 

wherever possible private-sector solutions.    

The application of these principles has shaped the economic policy response to the main 

challenges of the Spanish banking system. In this respect, it should be stressed that the option 

chosen by Spanish governments has not involved applying a generalised recapitalisation to 

all banks; rather, a strategy was pursued based on promoting the clean-up of balance sheets and 

on pushing through private solutions enabling the minimal use of public funds. The downside to 

this strategy is that it is much more complex and requires more time. Nevertheless, it has allowed 

for a far-reaching restructuring of the sector and, at the same time, governments have avoided 

having to inject public funds on a scale that might have jeopardised the sustainability of public 

finances, as has actually been the case in another euro area country.  

 

In any event, the application of these principles has, with a very limited use of public funds, 

provided for significant progress. Thus, from the start of the crisis to early 2012, provisions for 

more than 10% of GDP have been set aside; banks have reinforced their solvency by 

significantly increasing their capital, in relation both to assets and in absolute terms; a large majority 

of savings banks have converted into commercial banks; a large number of banks 

considered as the weakest ones have disappeared, with their management passing into the 
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hands of other sounder and more efficient institutions (in an ongoing process in which 2 banks and 

28 savings banks have already disappeared); and the average size of banks, measured by the 

volume of their assets, has increased twofold.   

  

To all this progress we may add the measures adopted most recently. Beyond those taken by the 

European Central Bank, in particular the LTROs, which have been key to significantly mitigating 

financing and liquidity risks in the short and medium term, mention should be made of the 

approval in February 2012 of a Royal Decree-Law 2/2012 – which marked a major step forward 

towards improving confidence in the Spanish financial sector and, in particular, to dispelling doubts 

over real estate-related assets, through a significant increase both in the provisions set aside 

since the start of the crisis (up to 14% of GDP) and the capital levels required of banks.  

 

However, action to date has not been enough to restore investors' confidence in the 

soundness of our banking system, especially in light of the persistence of doubts over the 

quality of construction and real estate development-related assets, in a setting marked, moreover, 

by a downturn in macroeconomic prospects, by the prolongation of the effects of the sovereign 

debt crisis and by the need to adopt far-reaching budgetary policy and structural measures to 

restore growth. 

 

3. Latest measures 
 

This is why two weeks ago a set of additional measures was approved to specifically address 

the main sources of uncertainty persisting in the case of the Spanish banking sector.   

 

It has been decided to step up and accelerate the clean-up of all banks' balance sheets 

and to reinforce their solvency, in order to dispel the persistent doubts over the real estate 

portfolio. The provisions for construction and real estate development-related assets classed as 

non-problematic have thus been raised substantially, to take into account the impact of potential 

additional impairments in this portfolio. Further, if, as a result of this clean-up, banks experience a 

capital shortfall, they must reinforce their capital either by tapping the market or applying for 

financial aid from the FROB, which will in any event be conditional upon restructuring plans.  

 

Lastly, to dispel the doubts over asset valuation, there has been a significant drive in terms of 

transparency. In this respect, the necessary changes have been approved to allow for the 

segregation of foreclosed problem assets from bank balance sheets in order to assign them 

to new Asset Management Companies. Externally, that will contribute to enhancing the clarity of 

the information available to stakeholders, and internally, it will allow bank managers to concentrate 

on other items on their balance sheet. In addition, also with regard to transparency, it has been 

decided to have independent experts help value the entire banking sector asset portfolio.   
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4. Conclusions 
 
In sum, measures have recently been adopted which build on certain principles that have to date 

governed the financial reform, namely restructuring, clean-up, reinforcement of solvency and 

enhanced transparency, and which should contribute to dispelling the persistent doubts 

surrounding the Spanish banking system. Firstly, because increased transparency should 

lead us to a common diagnosis, shared by all relevant agents, on the quality of the Spanish 

banking system's assets. And secondly, because the scale of the clean-up and the 

reinforcement of solvency arising from these measures should serve to ensure the system's 

soundness under any reasonable scenario of developments in the Spanish economy and in credit 

risk. 

 

The latest measures, along with the finalisation of the integration and restructuring processes 

under way, should contribute to completing this long and complex process of transformation of the 

Spanish banking sector. In the short run, this should allow us to overcome the wave of mistrust still 

affecting Spain and, ultimately, should provide us with a sound banking system, capable of 

contributing to the recovery of our economy. 

 

Thank you 

 


