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The coronavirus (COVID-19) pandemic and the effects of the measures required to
prevent it from spreading are having a profound impact on our societies and
economies. The domestic and international economic policy response is aimed
mainly at ensuring that the effects of the shock are temporary. To achieve this, the
banking system’s contribution will be key to ensuring that firms, the self-employed
and families are able to adjust to the temporary loss of income and to resume their
prior levels of activity, consumption and investment as swiftly as possible.
In Europe, this crisis has shown us – once again – that, through coordinated responses
and joint action, we are in a stronger position to tackle the difficulties and take
advantage of the opportunities we encounter. On this occasion, in the design of the
economic policy response, the euro area has been able to count on the important
enhancements that have been made to its governance and institutional framework
since the previous financial crisis. Indeed, November 2019 marked the fifth anniversary
of the launch of the Single Supervisory Mechanism (SSM), the first milestone in the
creation of the Banking Union. The experience of those five years means we can make
an initial assessment of the new prudential supervision model adopted in Europe.
As expected, the implementation of single supervisory arrangements in Europe
– bringing together the various euro area countries’ systems, and adopting and

combining each system’s strengths – has been a complex process that necessitated
the adaptation of supervisory models to the new reality. Today, it is safe to say that the
goal of achieving a consistent supervisory framework, with a level playing field for
institutions, has largely been fulfilled. Furthermore, it has proven to be flexible enough
to adapt to the extraordinary circumstances that the impact of COVID-19 has entailed.
At the same time, the single supervisor’s action over these years, together with the
adaptation to the new regulatory framework, has contributed to reinforcing the
banking system. In particular, the new prudential regulatory framework includes a
set of microprudential and macroprudential buffers specifically designed to be used
in situations such as those banking systems are currently facing.
Spanish banks are better capitalised and, importantly, they have cleaned up their
balance sheets. This stands them in good stead to help instigate a swift recovery in
the Spanish economy once the health emergency has ended. Nevertheless, there is
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still room for improvement to increase their strength and ability to compete and
provide services to customers in an evolving and very competitive environment.
Furthermore, there are numerous pre-existing and new challenges to be tackled.
In particular, the economic environment that will confront them in the coming months
will pose a challenge for institutions which, for some years, have been having to
change their traditional business model and face new competitors and challenges.
We, the supervisors, must be mindful of the importance of such challenges, be ready
to anticipate the attendant risks and provide answers that enable banks’ soundness
and financial stability to be preserved. Furthermore, we must not forget the highly
interconnected and globalised nature of the banking industry. And nor, as the
previous crisis revealed, can national supervisors act alone, either in normal times
or, needless to say, in times of crisis. The Banco de España is aware of this and
regards participation in international banking supervision and regulation fora a
strategic priority. Holding the chair of the Basel Committee on Banking Supervision
(BCBS) and of the European Systemic Risk Board (ESRB) Advisory Technical
Committee confirms the Bank’s growing influence in such fora, which have played
a significant role in designing and implementing the economic policy response to the
coronavirus crisis at the global and European levels.
Lastly, there can be no doubt that over the last five years huge strides have been
made in the creation of the Banking Union through harmonised supervision and
through the creation of the Single Resolution Mechanism (SRM). However, we must
not forget that the third pillar of the Banking Union (a fully pooled European Deposit
Insurance Scheme) is incomplete, that the Capital Markets Union is yet to be
developed and that progress needs to be made in the creation of a safe asset in
the euro area. Achieving these goals would represent an important step in the
institutional strengthening of the EU and in the unity of action and the effectiveness
of the response to the coronavirus crisis.

Pablo Hernández de Cos
Governor of the Banco de España
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Interview with the Deputy Governor Margarita Delgado Tejero
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November 2019 marked the fifth anniversary of the SSM’s launch. Since then,
this project has significantly changed the supervisory methodology and
approach. Which, in your opinion, are the most important changes?
Supervisory arrangements have changed significantly as a result of the SSM’s
launch. Evidently, the new framework in which both the European Central Bank
(ECB) and the National Competent Authorities (NCAs) participate has necessitated
significant adaptation efforts. We must bear in mind that continuous monitoring
of significant institutions falls to joint supervisory teams comprising personnel from
the ECB and the respective national competent authority. The efforts to harmonise
supervisory practices are also worthy of mention.
A single supervisory system naturally requires a consensus regarding common
practices and methodologies. Therefore, we actively participate in international
working groups where these work methodologies are agreed upon. A case in point
is the Supervisory Review and Evaluation Process (SREP) which, as set out in this
report, is the continuous monitoring teams’ central and most demanding task. The
SREP is based on a common methodology that continues to evolve, owing to new
legislative developments and the issuance of new guidelines by the European
Banking Authority (EBA) and the ECB.
Stress testing is also to the fore, having become a core tool for supervision. The
ECB runs EU-wide biennial stress tests, which alternate with thematic reviews.
The outcome of the exercises is fed into the SREP. Again, it is key that all
NCAs participate in the development of stress-test methodologies, which are
constantly evolving.
In short, clear progress has been made, although the process of switching from an
exclusively national supervisory model to one based on a common culture,
methodologies and practices requires even greater coordination. That remains a
challenge for everyone.
Last year you told us that, while the launch of the SSM had contributed to the
integration of the European banking market, some matters were still
outstanding. One year on, how complete is the Banking Union?
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The SSM’s and the SRM’s respective launches were very important milestones for
the integration of the European banking system. Clearly, they have significantly
increased its soundness. Nevertheless, a year later, the Banking Union is still lacking
one of its three basic pillars, the European Deposit Insurance Scheme. This pillar
would help increase financial stability in the region, particularly at times of stress,
which is really when the resilience of structures is put to the test. Discussion about
ending the deadlock concerning the third basic pillar of the Union recently resumed;
for example, the German Finance Minister’s opinion article for the Financial Times,
in which he intimated, albeit very warily, that he would consider this possibility.
Nevertheless, we must underscore that, in addition to finishing the Banking Union,
other elements are required to move towards a more complete union. First, euro area
regulation requires greater harmonisation; for example, matters that in the Capital
Requirements Directive (CRD) remain under national discretionality, or the legal
framework governing winding-up proceedings. And further, resolute impetus needs to
be given to the “Capital Markets Union”, which would supplement the Banking Union.
Do you think that today’s credit institutions are more solvent and profitable as
a result of banking supervision being consolidated at the European level?
In recent years, the supervisory focus has been on banks’ recovery and the cleaningup of their balance sheets, and emphasis has been placed on the need to strengthen
their solvency and profitability ratios. An example of this would be the SSM’s
Guidance to banks on non-performing loans published in March 2017, and its
Addendum the following year. In all fairness, banks have risen to the challenge and
made significant strengthening and cleaning-up efforts.
The outcome of this difficult process is that European banks are in a much sounder
position than in prior years. If we focus on Spanish banks, the resident private
sector’s non-performing loans have fallen 69% from their end-2013 peak, when they
amounted to almost €190 billion. In September 2019 they totalled €58.5 billion.
Spanish banks have also endeavoured to improve their solvency. Even so, it is
common knowledge that our solvency ratios are currently one of the lowest in
Europe. Since the SSM’s launch, banks in other jurisdictions have improved their
capital ratios more than Spanish banks. In this period, European banks have
increased their fully-loaded ratio by 290 basis points (bp) on average, compared with
Spanish banks’ 200 bp increase.
The gradual entry into force of certain aspects of Basel III over the past five years
has afflicted the capital ratios of Spanish banks more than those of its European
peers. For example, the deductions of goodwill from capital directly impacted the
most global Spanish banks. Goodwill is of course the result of a business model
based on international expansion through subsidiaries, which offers advantages
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over expansion through branches. It has, however, had an impact on capital, although
this has now ended.
I would like to send two positive messages. First, we must not forget that our starting
position in terms of leveraging is better than the European average; reduced use of
internal models is, to a certain extent, behind this. Second, I would point out that the
yet-to-be-implemented aspects of the Basel III framework (specifically, the output
floor) will have a reduced impact on Spanish banks, owing precisely to their lesser
use of internal models. Therefore, the gradual entry into force of those aspects of
Basel III still outstanding is an opportunity for Spanish banks to improve their
solvency position in absolute and relative terms.
In any event, banks must plan appropriately for their future capital needs, taking into
consideration business projections and the future legislative changes I have
mentioned, so they may to continue to operate with sufficient headroom. Such
planning must include the new recovery and resolution framework, which will require
new issues of eligible liabilities.
What avenues can banks pursue in the search for yield?
First and foremost, banks must perform an individualised analysis of their respective
business models to assess how they should respond to the environment’s new
requirements. That will give an objective diagnosis of their strengths and weaknesses,
and they can also assess their performance in technological-innovation and
customer-relations terms.
There is no standard approach. Analysing the business models, we can see that the
banks with the best profit ratios have different strategies. However, they share a set
of levers, in particular improvements in management (e.g. adjusting the profitability
required on the basis of the risk assumed at transaction level), the search for new
business areas and, of course, cost streamlining. A common denominator in these
initiatives is digitalisation, from the standpoint of improving management and
business, and the potential cost savings.
To cut costs and improve efficiency, banks have actively outsourced information
technologies and used cloud services in recent years. Banks therefore require a
detailed analysis of the outsourced function and appropriate governance so as to
maintain effective control over all those functions. The analyses and controls must
be proportionate to the risks associated with the outsourcing; therefore, all due
rigour will be necessary where the activities are deemed to be core business.
Also, mentioning mergers is practically unavoidable when talking about maintaining
profitability levels and becoming more efficient in the current climate. We, the
supervisor, are usually asked about the mergers that are under consideration or
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which mergers are a priority. As I have repeatedly stated, our role is not to go into
that type of generic assessment. Instead we should stick to the objective assessment
of any merger proposal from the industry and evaluate whether it enables the
resulting bank’s solvency and profitability to be improved and whether the business
plan generates value added overall.
Unquestionably, there has been a radical consolidation of the Spanish banking
system since 2009. However, given the extremely competitive environment at
present, more mergers may still be forthcoming in Spain, especially when reducing
structural costs is one of the few “levers” available to improve the bottom line.
You propose technological innovation as one of the solutions for the search
for yield and progress in the business model, but how do banks go about that
adaptation, and what new obstacles or challenges does it entail for supervision?
Technological change is, in effect, one of the main transformations banks must undergo.
It’s a complex subject, but there may be a significant correlation between gains in
efficiency and technological change. The percentage of online users grows each year;
therefore, and despite this meaning that larger initial investments are required in a
context of needing to cut costs, the potential future saving may be quite significant.
Nor can we forget that intensive use of technology increases banks’ exposure to
significant risks that should be taken into consideration. The materialisation of this
type of risk, such as that associated with cybersecurity, has an almost immediate
impact that goes beyond direct economic losses and may affect banks’ reputations
and customer confidence. We must also bear in mind the numerous connections
between the various players in the financial system, which mean that a single incident
could spread very rapidly and reach systemic levels. As supervisors, we should be
prepared to understand those risks, identify them, work to prevent them and act
swiftly where necessary.
Banks are making significant progress to adapt to these new requirements, evidenced
by the bolstering of digital channels. They are also making in-house investments to
redesign their IT systems, refine their knowledge of modern technologies and
implement structural changes for a more cross-departmental and customer-centric
organisation. That banks should be able to extract, use and analyse their customers’
data is essential. This information should obviously be used when making decisions
on underwriting and pricing. There is a lot of room for improvement in this area and
Spanish banks are in no worse a position than their European rivals.
In addition to the challenges inherent to this new environment, in 2019, as a result of
the implementation of the Second Payment Services Directive (PSD-2), new financial
actors emerged. Together with the fintech companies, these players represent
greater competition for traditional financial institutions.
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PSD-2, whose aim is to improve retail payment security and encourage innovation,
has resulted in the need to supervise new intermediaries and to step up the
supervision of existing providers.
Another major challenge posed by digitalisation is the key role of Big Tech. Big Tech
companies, whose business focuses on, among other areas, being cloud service
providers, are starting to create a complex ecosystem of interdependencies with the
financial world. This points to the ability to access all kinds of customer information
— not just financial information — that will play a key role in the coming years.
These activities are often very opaque for the authorities and may potentially have
repercussions for financial stability, competition or consumer protection. Their
impact is currently hard to gauge.
Consequently, to address these challenges the Banco de España is closely
collaborating with authorities at international organisations such as the Financial
Stability Board (FSB) and the Bank for International Settlements (BIS). Our main
concern should be to focus on the transformation in the provision of financial services,
maintaining appropriate levels of stability, security and customer protection while
simultaneously enabling the incorporation of the efficiency gains that new technologies
afford. To do so, it is important to have a set of rules ensuring a level playing field, so
that similar risks arising from similar activities are subject to the same rules, regardless
of the provider. Ideally, all players should have access to the same information sources.
Governance is one of the areas that has come under special monitoring from
the supervisor. How can improvements in corporate governance help banks
achieve their objectives?
Governance has always been a focal point for supervisors. This is by no means a
new development; that said, it has acquired greater relevance, if that were possible,
in the wake of the financial crisis. At times like this, faced with major challenges that
need addressing (low interest rates, technological change, changes in the business
model, etc.), we can fall into the trap of believing that improving governance is
something secondary; that it’s desirable, perhaps, but not a priority.
Admittedly, improvements to governance are clearly not enough to ensure a bank’s
viability in the medium and long term. But I strongly believe that they are necessary.
Proper governance can prove conducive to seeing all levels of an entity’s management
forgo strategies that seek a short-term benefit based on assuming excessive risks,
which could jeopardise business sustainability. Governance also has an important
role to play in preventing events that can affect a bank’s reputation in the future.
Along these same lines, do you think that the customer relations model could
also contribute towards the long-term sustainability of the business model?
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The banking sector faces the challenge of rebuilding its image in the public mind and
its reputation with customers. Indeed, when the SSM was launched five years ago,
supervision of conduct became functionally independent from prudential supervision,
which remained a wholly national competence. Since then, supervisory activities
have endeavoured to strengthen banks’ compliance policies and encourage them to
adopt better standards in the area of customer relations.
Customer protection regulations have seen significant development in recent years,
in tandem with the changes seen in society. Both represent a clear step-up in the
requirements regarding the transparency, diligence, rigour and integrity expected of
banks. A good example of this new way of operating is the recent Real Estate Credit
Law, which regulates the legal regime, and establishes new obligations, for real
estate credit intermediaries and real estate lenders. Banks must provide their
customers with financial products that are appropriate to their needs and capabilities.
In addition to the greater protection afforded to consumers of banking services,
another highly positive aspect of this approach is the improvement to legal certainty,
enabling the sector to strengthen its reputation going forward. Clearly, litigation and
the associated uncertainty seriously harm banks, because of both the related
cost and the impact on reputation. That said, we should also remind ourselves
that, ultimately, it can also be negative for the end-customer. Uncertainty means that
sometimes it is impossible for the costs and risks of a transaction to be known, which
may have the effect of freezing up the market or raising the cost of bank loans.
As we have seen on other occasions, expanding and improving banks’ compliance
policies will be key elements in the medium and long term. If implementation is to be
successful, a cultural change must permeate the organisation, with the unwavering
support of senior management and the management teams.
One of the areas that can most affect a bank’s reputation is money laundering.
What role does the prudential supervisor play in this area?
Recent cases at the European level have shown that a critical element of an
institution’s viability is the quality of its anti-money laundering systems. A lack of
control is closely linked to weak governance and deficient risk controls.
As supervisors, we are increasingly aware of the importance of the prevention of
money laundering to banks’ business models, the sector’s reputation and, as a
result, financial stability.
During 2019, the authorities have acted on this growing interest to achieve a series
of milestones. The ECB, the EBA and the Banco de España have released statements
highlighting the importance of this area for prudential supervision. Anti-money
laundering and countering the financing of terrorism (AML/CFT) competent authorities
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(in Spain, the Commission for the Prevention of Money Laundering and Monetary
Offences (CPBCIM, by its Spanish abbreviation)) have signed a multilateral agreement
for the exchange of information with the ECB, as prudential supervisor. The EBA’s role
in this area has also been reinforced, and the Capital Requirements Directive (CRDIV) has been amended to incorporate the risk of money laundering in the SREP.
Another clear development we have seen in society has been the so-called
“Environment Challenge”. We are aware of the Banco de España’s clear
commitment to this issue, but what steps are being taken to move forward here?
We are working on several fronts. First, we are attempting to raise awareness within the
sector to foster the development of methodologies and controls that will enable banks
to assess and quantify the risks associated with environmental transition. Included
here are physical risks directly caused by climate change and transition risks related to
the effect of the regulatory measures aimed at achieving a sustainable economy.
Further, as supervisors we must also be capable of assessing the impact of these
risks on the banking sector. Among other courses of action, we are working to
include these risks in the stress tests so as to observe banks’ responsiveness
to adverse events. To this end, within the SSM we are actively participating in the
design of internal governance structures and methodologies, which will bring about
a cultural change in the supervisory model.
We have also launched several initiatives to help raise awareness of the importance
of this issue. For instance, there have been workshops and meetings with the
industry to learn more about how the sector is coping with climate change and to
promote its transformation.
There is certainly much to be done. I would however like to highlight the striking pace
at which initiatives are moving and changes are being introduced. In this regard, the
history of the Network for Greening the Financial System (NGFS) is illustrative.
The NGFS, a network of supervisors and central banks in which the Banco de
España actively participates, was created barely two years ago. But in this very
short period of time it has published two comprehensive reports and guidance for
central banks’ investments. And not least, its membership has surged from 8 to 59
members and 12 observers.
In the Banco de España we have set up the Environmental Management Coordination
function to foster sustainability internally and minimise our environmental impact.
Also noteworthy is the announcement by the Banco de España in September that it
would participate in a green bond fund launched by the BIS.
Moreover, the Eurosystem has included environmental sustainability objectives in
the monetary policy strategy review recently launched by the ECB.
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Lastly, I would also like to point out the high level of participation by the banking
sector in this issue. A good example here was the sectoral agreement to combat
climate change, signed during COP25 by more than 20 institutions representing over
95% of the Spanish financial system.
How do you think Brexit will affect Spanish banks? What measures have been
taken by the supervisor to mitigate the possible effects?
Let’s be honest and admit that we are all uncertain, to some degree, when it comes to
Brexit. We must bear in mind that the withdrawal agreement signed on 31 January 2020
is not an end point; it merely marks the beginning of the 11-month transition period for
negotiations between the European and UK authorities on our future relationship. This
will be a complex task, no less so given the very short period of time for completing it.
As supervisors, we have considered for some time that this matter is a priority, both
in banks’ analyses and in terms of supervision. In this regard, we have encouraged
Spanish banks to draw up action plans that will ensure the continuity of their crossborder business. Furthermore, both the Banco de España and the ECB have
strengthened their cooperation with the authorities responsible for prudential
supervision and financial conduct in the UK.
In any event, we should not forget that the financial autonomy model adopted by
Spanish banks ensures that the potential risks are almost solely macroeconomic in
nature and are tied to the trend in activity in the United Kingdom and the sterling
exchange rate.
Banks are also subject to other external threats. What measures are being
taken as regards the coronavirus crisis? How does this crisis affect the
economy and the banking sector?
The coronavirus crisis is a reminder that we must be ready for the unexpected,
especially in a world as globalised as ours. What began as a health crisis primarily
affecting certain provinces in China has, in a few short weeks, become a global
crisis impacting our lives that will inevitably have an effect on economic growth to a
greater or lesser extent.
We are all taking action to tackle this unexpected crisis. Central banks have reacted
swiftly and forcefully. The ECB has adopted extremely far-reaching measures and
announced that it is willing to extend their scope if necessary. Governments in
different countries, among them Spain, are considering robust measures to sustain
the economy and employment in this difficult situation. The onus is undoubtedly
on the financial system to provide most of the response, which must contribute
decisively to avoiding the inevitable halt in economic activity from dragging down
companies and small businesses.
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As supervisors, we are taking easing measures in order to deploy the resources
needed in this situation, such as the possibility of banks mobilising capital and
liquidity buffers (designed specifically for this type of scenario), or postponing stress
test exercises and any other non-essential supervisory action, so as to fully release
banks’ resources to enable them to focus on supporting the economy.
From a macroeconomic perspective, events have moved at such a pace that at present
it is almost impossible to assess the potential effect on the economy. Obviously, the
final impact will depend on how this situation evolves and how long it lasts.
One initiative approved in 2019 for preventing possible financial crises was the
establishment of AMCESFI. What is your assessment of its first year of
operation? What role do you believe should be played by the new
macroprudential tools?
AMCESFI is a collegiate body that, as of March 2019, regularly brings together
high-ranking officials from the Banco de España, the Ministry of Economic Affairs
and Digital Transformation, the Directorate General of Insurance and Pension Funds
(DGSFP) and the National Securities Market Commission (CNMV), which exercise
the prudential regulation and oversight powers applicable to the individual
sectors that make up the Spanish financial system. AMCESFI plays a highly
important role in pooling and coordinating systemic risk analysis and assessing
measures and activities related to macroprudential policy. As the vice-chair of its
Council and chair of its Financial Stability Technical Committee, the Banco de
España plays a prominent role within the structure of AMCESFI.
During its first year of activity, work has focused on laying the foundations of its
internal functioning and its organisation. In keeping with its mission, AMCESFI has
served as a forum for discussing and sharing information on macrofinancial risks in
Spain, presenting proposals of macroprudential measures and assessing recent
developments in international committees. AMCESFI is expected to publish its first
annual report in 2020.
Given its role in fostering financial stability, I believe that macroprudential policy is
key to preventing financial crises. This is an extremely new field. Indeed, the
methodologies for detecting overvaluations and imbalances, and the criteria
to be followed when adopting and discontinuing macroprudential measures, are still
being developed.
However, that is no excuse not to act. We have been provided with tools that would
have been very useful in addressing or alleviating the last crisis. As such, we must
continue to act responsibly, but also prudently and on a timely basis, should any
structural imbalances be detected.

BANCO DE ESPAÑA

25

Report on Banking Supervision in Spain, 2019  

New technologies, green finance, Brexit, new capital requirements, pressure
on the income statement, a culture of compliance, strengthened AML
systems... the list goes on. Are we looking at a new way of banking?
Both banks and the supervisor are undoubtedly operating in a highly dynamic
environment, where we must react quickly so as not to lose our way. On the one
hand, banks must capitalise on the opportunities emerging in this economic
environment, in order to strengthen their competitive position and make efficiency
gains. On the other, as supervisors we must anticipate the challenges and
vulnerabilities brought about by this new paradigm before they become a problem
to the financial system.
We must strive to prevent financial crises by using the tools that mitigate risk
accumulation and by strengthening banks’ management skills. However, at the same
time, we must be mindful that economic cycles will continue to exist, and we therefore
need to have the tools necessary to enable us to manage them appropriately and
anticipate the adverse stages of the cycles.

Margarita Delgado Tejero
Deputy Governor of the Banco de España
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CHAPTER 1.

SUPERVISION AND OVERSIGHT AT THE BANCO DE ESPAÑA	

Supervisory
functions of the
Banco de España
and their internal
distribution

• The microprudential supervision of credit institutions — under the SSM — and of other financial institutions focuses on the
risk profile and solvency of each individually considered bank. The Directorate General Banking Supervision (DGBS), both
through its departments entrusted with the direct supervision of banks and through its horizontal departments and groups,
performs this function. The proper functioning of supervision calls for significant coordination across all these departments.
• Macroprudential policy is geared to safeguarding the stability of the financial system as a whole and is under the control of
the Directorate General Financial Stability, Regulation and Resolution (DGFSRR).
• The supervision of market conduct and transparency, aimed at protecting bank customers, is entrusted to the General
Secretariat.
• The supervision of the provision of payment services and of institutions specialising in their provision is aimed at promoting
an integrated, safe and efficient payments market. The Directorate General Operations, Markets and Payment Systems
(DGOMPS) is tasked with these functions and with the oversight of payment systems and of financial market infrastructures.
• In the anti-money-laundering and counter-terrorist financing area, the Banco de España co-operates with the Commission
for the Prevention of Money Laundering and Monetary Offences and the Executive Service of this Commission (CPBCIM
and SEPBLAC, respectively, by their Spanish names).

CHAPTER 2.

MICROPRUDENTIAL SUPERVISION

Areas of attention
and supervisory
priorities

• For SSM significant institutions (SIs), credit risk (with particular attention to the monitoring of plans to reduce nonperforming exposures and their provisioning, and to the review of lending standards) and risk management (focusing on
the revision of models for calculating own fund requirements, on the management, control and mitigation of technological
risk, and on the review of the ICAAP and of the ILAAP) were at the centre of supervisory concerns in 2019. The supervisory
priorities for 2020 are grouped under the following objectives: to continue the balance sheet repair, to strengthen future
resilience and to pursue Brexit-related work.
• The focus for less significant institutions (LSIs) in 2019 was the business model and profitability; monitoring credit risk; risk
governance; and capital adequacy. The supervisory priorities for 2020 are the assessment of banks’ business models
and their sustainability over time; the follow-up of strategies for reducing non-performing loans (NPLs) and foreclosures;
the analysis of lending standards; the assessment of internal and external governance, and of risk management and
control; and the surveillance of operational risk in its technological and legal facets.
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Supervision of
credit institutions

• Ongoing supervision of SIs is performed by the Joint Supervisory Teams (JSTs), which comprise staff from the European
Central Bank (ECB) and the Banco de España. For the LSIs there is ordinary or simplified monitoring, depending on risk
profile, size, volume of deposits raised on the retail market and business model.
• The task requiring most effort in ongoing monitoring is the SREP, whose conclusions are used to adopt Pillar 2 decisions
(capital and liquidity decisions). This task requires a common methodology be set in place. In this connection, the Banco de
España participates actively in the ECB working groups in order to define common supervisory methodologies and policies.
• Rounding off ongoing supervision are on-site actions, inspections and model investigations. This year Bank staff have
participated in 34 on-site actions at SIs and 11 inspections at LSIs. With regard to such actions, supervisory planning for
2020 envisages cross-border “campaigns” (as they are known, these being actions of similar scope at different banks)
and cross-border actions (inspections in which the officer in charge and, at least one other member of the team, are from
an NCA other than that from the country in which the bank being inspected is located).
• Both the ECB and the Banco de España have recommended banks adopt a conservative and prudent dividend
distribution and variable remuneration policy, with the aim that they retain at all times an appropriate level of capitalisation.
• The Banco de España participates in what are known as “common” procedures (authorisation to engage in banking
activity, withdrawal of such authorisation, and procedures in respect of acquisitions of qualifying holdings), formulating a
proposed decision on the basis of which the ECB adopts a firm decision. The Banco de España (in the case of LSIs) and
the ECB, in close collaboration with the Bank (in the case of SIs), supervise compliance with the suitability regime for
senior officers of credit institutions. In 2019, the Banco de España participated in 179 senior officer suitability procedures.
• The cycle of 2018 recovery plan assessments has concluded, and the Bank participated in the resolution plan consultation
process.
• In recent years interest has increased concerning banks’ externalisation of services. In 2019, the European Banking
Authority (EBA) published guidelines on the externalisation of services. The Banco de España has set up a permanent
team and committee dedicated to this area. They provide an across-the-board view for the whole of DGBS and contribute
to setting criteria for assessing these projects.
• As a consequence of its supervisory activity, the ECB Supervisory Board — in which the Banco de España participates —
took 243 decisions specifically affecting Spanish SIs, and there were a further 225 decisions of a more general nature also
affecting them. The Banco de España sent 110 letters to banks with 383 requirements and recommendations.
• The year 2019 saw the strengthening of the internal function for the supervision and inspection of money-laundering and
terrorism-financing risk. Numerous international initiatives aimed at improving the global framework in this area were
developed and completed.
• In 2019, the DGBS developed a quality improvement methodology to contribute to the ongoing enhancement of its
supervisory work.

Supervision of
other institutions,
compliance with
vetted access
to activity and
supervision of
the provision
of payment services
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• The Banco de España has microprudential supervisory competences in respect of specialised lending institutions, mutual
guarantee and reguarantee companies, appraisal companies, payment institutions, electronic money institutions,
currency-exchange bureaux, account information service providers, banking foundations and Sareb. There were 310
remote monitoring actions under various forms and 3 inspections in 2019.
• The Banco de España oversees compliance with vetted access to banking activity, acting in respect of those that seek to
operate in the financial markets without fulfilling the access conditions.
• The Second Payment Services Directive (PSD-2) has necessitated a step-up in the assessment of operational and
security risks associated with payment services. Among other measures, the Directive requires strong customer
authentication to ensure the security of payment services and safeguards for users. It will further require credit institutions
to have interfaces to enable safe and effective access by payment services providers to their payment accounts.
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CHAPTER 3.

MACROPRUDENTIAL POLICY

The Banco
de España’s
macroprudential
policy instruments

• The Banco de España identifies and monitors the risks and vulnerabilities of the financial system as a whole. To mitigate these
risks, it has the tools envisaged under the attendant prudential regulations (CRR/CRD), which were revised in 2019 to provide
supervisors with greater flexibility.
• The Bank is preparing a new Circular which will enable it to use the new macroprudential tools made available to it through
national legislation.
• In 2019 the Banco de España set the countercyclical capital buffer at 0%. It further identified five systemically important
institutions (one of which systemically important at the global level) and set their associated buffers.

National
macroprudential
policy

• Creation of the new macroprudential authority, AMCESFI, attached to the Ministry of Economic Affairs and Digital
Transformation. It comprises Spanish regulatory authorities and prudential supervisors, namely the Banco de España, the
National Securities Market Commission (CNMV) and the Directorate General for Insurance and Pension Funds (DGSFP).
It monitors and analyses systemic risk factors and is empowered to issue warnings, opinions and recommendations to its
members.

CHAPTER 4.

SUPERVISION OF INSTITUTIONS’ CONDUCT

Ongoing oversight
and supervisory
actions

• The supervision of conduct is outside the SSM sphere and affects all institutions registered at the Banco de España
and some that operate in Spain without an establishment. The aim is to identify and correct inappropriate conduct and
promote a culture of conduct and appropriate governance.
• Supervisory activity in 2019 focused increasingly on consumer credit, with particular attention to revolving credit cards.
Other key areas of activity were mortgage lending (including floor clauses), payment services, advertising and the
impact of digitalisation on the marketing of bank products through new channels.
• To take supervisory action to the point of sale and thus promote a compliance culture at banks, there were visits to 189
offices of 12 credit institutions to verify banking transparency obligations at the point of direct contact with the customer.

CHAPTER 5.	OVERSIGHT AND SUPERVISION OF MARKET INFRASTRUCTURES
Oversight and
supervision of
payment systems
and instruments

• Oversight and supervision are different and complementary functions. While the aim of supervision is to verify
compliance with the regulations, oversight focuses on assessing those aspects that affect efficiency and safety as a
result of the potential resulting impact on both the infrastructure itself and on the financial system as a whole.
• As the main overseer of the SNCE, the Banco de España has monitored the implementation of the cyber resilience
strategy and of the security measures for reducing fraud.
• Within the Eurosystem, the Banco de España participates in overseeing TARGET-2, EURO1 and STEP2, along with the
other central banks that use these payment systems, whose main overseer is the ECB. The new requirements under
the SIPS Regulation were assessed in 2019.

Supervision
of Iberpay
(SNCE manager)

• The Banco de España authorises Iberpay’s articles of association and amendments thereto, and its basic operating
rules. It also assesses the technical instructions regulating the operations of the SNCE. In 2019, 14 operating instructions
were analysed by the Bank, none of whose adoption was opposed.

Securities
infrastructures

• The Banco de España oversees the sound functioning of securities clearing, settlement and registration systems,
a responsibility it shares, by law, with the CNMV.
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CHAPTER 6. 	EXERCISE OF SANCTIONING POWERS
Sanctions

• Most sanctioning activity concerned compliance with transparency and customer protection regulations. In the prudential
area, sanctions were imposed on an LSI and a mutual guarantee company, and on their managers and directors,
respectively, in the area of corporate governance, remuneration (the LSI) and internal control (both). The ECB also
instructed the Bank to initiate proceedings against an SI.

CHAPTER 7. 	THE BANCO DE ESPAÑA’S PARTICIPATION IN INTERNATIONAL BANKING REGULATION
AND SUPERVISION BODIES
International
activity

• Participation in international banking supervision and regulation fora is part of the Bank’s strategic priorities. The work of
the Financial Stability Board (FSB) in 2019 focused on setting post-crisis reforms in place, on assessing their effects and
on identifying emerging risks. As to the Basel Committee on Banking Supervision (BCBS), the Governor of the Banco de
España was appointed as its new chairman in March 2019. This appointment comes at a most significant time for the
Committee; after concluding the Basel III post-crisis reforms, it will focus on assessing the effect of these reforms and their
effective implementation, on tackling the emerging vulnerabilities in the global banking system and on promoting rigorous
supervision.
• Turning to the EBA, its work in 2019 included most notably: the response to the Commission’s request for advice on the
implementation of the Basel III reforms in the EU; continuation of the work arising from the Commission’s action plan on
NPLs; and the work on sustainable finance, consumer protection, and financial innovation and payment services.

CHAPTER 8. 	NEW REGULATORY DEVELOPMENTS IN SUPERVISORY MATTERS
New regulatory
developments

• In 2019 the key legislative change for prudential supervision was the amendment of the Capital Requirements Regulation
and Directive (CRR and CRD-IV).
• The Banco de España published 4 circulars in 2019: i) on determining the bases of calculation of contributions to the
Deposit Guarantee Scheme for Credit Institutions (DGSCI); ii) on transparency; iii) on the materiality threshold for credit
obligations past due; and iv) the accounting circular for specialised lending institutions. In addition, it published supervisory
guidelines for the use of automated valuation models. In January 2020, it published the Circular on the Central Credit
Register.
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SUPERVISION AND OVERSIGHT AT THE BANCO DE ESPAÑA

1.1

Supervisory and oversight functions of the Banco de España
The Banco de España is the NCA responsible for banking supervision.
Consequently, it has broad supervisory powers over credit institutions and other
financial – or financial system-related – institutions operating in Spain.
Prudential banking supervision has two distinct levels: microprudential
supervision and macroprudential policy. The former focuses on the risk profile,
solvency and smooth functioning of the institutions or groups considered individually.
The latter is aimed at safeguarding the overall stability of the financial system.
Chapters 2 and 3, respectively, describe the supervisory activity in those areas.
The Bank is also responsible for supervising the market conduct and
transparency of the institutions in its Official Registers. The aim of this activity is
to protect bank customers. Chapter 4 sets out the conduct-related supervisory
activity and the adoption of supervisory measures in this area.
The Banco de España is entrusted with supervising the provision of payment
services. Following entry into force of PSD-2,1 the new regulatory framework has
resulted in the emergence of new payment services and new specialist payment
service providers. Consequently, the focus on operational and security risks has
increased, giving rise to a new supervisory function, seeking greater specialisation
to allow for existing resources to be optimised, as mentioned in Section 2.5.
The Banco de España oversees financial market infrastructures. Specifically,
it oversees payment systems and instruments, and shares with the CNMV the
oversight of the financial market’s securities infrastructures. For the first time, this
year’s report (see Chapter 5) includes information on the Banco de España’s
oversight activity that until now had been published in the Annual Report on the
Oversight of Financial Market Infrastructures. As a result, the latter report will no
longer be published.
Lastly, in the anti-money laundering and counter-terrorist financing
(AML/CTF) area, the Banco de España collaborates with the Executive Service of
the Commission for the Prevention of Money Laundering and Monetary Offences

1 Directive (EU) 2015/2366 of the European Parliament and of the Council of 25 November 2015 on payment

services in the internal market.
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Figure 1.1
THE BANCO DE ESPAÑA'S SUPERVISORY AND OVERSIGHT FUNCTIONS

Supervision of credit
institutions
Microprudential
supervision

Preserve the solvency and sound
functioning of institutions, with the
ultimate objective of safeguarding
the stability of the ﬁnancial system

Within the SSM framework

Supervision of other
non-credit institutions

Macroprudential
policy

Preserve the stability of the ﬁnancial system through the use
of macroprudential tools

Supervision
of market
conduct and
transparency

Ensure that all supervised institutions have a culture of regulatory
compliance and governance oriented towards consumer
protection and banking transparency, thereby contributing
to safeguarding users' conﬁdence in the ﬁnancial system

Supervision
of the provision of
payment services

Ensure payment services legislation is properly applied in order
to safeguard security in the provision of payment services,
with the ultimate aim of promoting an integrated, secure
and efﬁcient payments market

Oversight of
market
infrastructures

Safeguard the smooth functioning of payment systems and foster
their efﬁciency and security. This function also applies to
payment instruments, an essential part of these systems.
Ensure (together with the CNMV) that the functioning of the
national securities clearing, settlement and recording systems
preserves the stability of the ﬁnancial system as a whole

Supervision
of prevention of
money laundering

Cooperation with SEPBLAC in anti-money laundering and
counter terrorist ﬁnancing and with other supervisors

At the national level, together
with the other national
supervisors (CNMV and
DGSFP) in the framework
of AMCESFI collaboration
At the European level,
within the cooperation and
coordination arrangements
established by the ECB
and the ESRB

SOURCE: Banco de España.

(SEPBLAC) to supervise compliance with the obligations in this field by the
institutions subject to supervision or registration by the Banco de España.
Figure 1.1 summarises the Banco de España’s supervisory and oversight functions.
Since the launch of the SSM in 2014, there has been a new integrated
European system for microprudential supervision of credit institutions. It is
led by the ECB with the participation of the euro area countries’ NCAs, among
which the Banco de España. Non-euro area Member States can participate in the
SSM by requesting the establishment of close cooperation between the ECB and
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their NCA.2 The SSM’s main goals are to monitor the safety and soundness of the
European banking system, increase integration and financial stability in Europe,
and ensure supervision is consistent across the participating countries.
The day-to-day activities are shared between the ECB and the NCAs. For
instance, based on the size or relative importance of the institutions in each country,
a distinction is made between significant institutions (SIs) and less significant
institutions (LSIs). At end-2019, the ECB directly supervised 117 significant groups in
the euro area – 12 of which were Spanish – whose continuous supervision was
conducted through Joint Supervisory Teams (JSTs), comprising ECB and NCA staff.
The NCAs directly supervise the LSIs (59 Spanish institutions or groups at end-2019),
while the ECB indirectly supervises this set of institutions.
Aside from the SSM, the Banco de España is the microprudential
supervisory authority for other financial or financial system-related
institutions operating in Spain: the branches of non-EU credit institutions, the
Official Credit Institute (ICO),3 payment institutions, account information service
providers, specialised lending institutions (SLIs), electronic money institutions,
mutual guarantee companies, reguarantee companies, currency-exchange
bureaux, appraisal companies, banking foundations 4 and Sareb (the asset
management company for assets arising from bank restructuring).5
Pursuant to European capital requirements legislation and its transposition into Spanish
law, the Banco de España is the macroprudential policymaker in its areas of
competence. These powers chiefly comprise: identifying systemically important institutions
and determining the associated capital surcharges; setting the quarterly countercyclical
capital buffer (CCyB); and assessing the need to activate other macroprudential tools,
both those envisaged in the European regulatory framework and those specific to Spanish
legislation (e.g. the establishment of certain underwriting conditions).
Furthermore, the Banco de España is a member, together with the Ministry of
Economic Affairs and Digital Transformation, the CNMV and the DGSFP, of the new
macroprudential authority (AMCESFI), the aim of which is to contribute to preserving
the stability of the Spanish financial system as a whole.

2 Council Regulation (EU) No 1024/2013 of 15 October 2013 conferring specific tasks on the European Central

Bank concerning policies relating to the prudential supervision of credit institutions. Bulgaria and Croatia have
submitted requests for the establishment of close cooperation.
3 The ICO has the legal form of a credit institution, pursuant to Article 1 of Law 10/2014 of 26 June 2014 on the

regulation, supervision and solvency of credit institutions. However, it is supervised by the Banco de España, since it
is excluded from the scope of the SSM under Article 1 of Council Regulation (EU) No 1024/2013 of 15 October 2013.
4 As regards banking foundations, Law 26/2013 of 27 December 2013 on savings banks and banking foundations

confers on the Banco de España control of compliance with certain rules related to the influence of the banking
foundation over the management of the investee credit institution.
5 The Banco de España’s function as regards Sareb consists of supervising fulfilment of its sole corporate purpose,

in order to identify deviations therefrom jeopardising the attainment of Sareb’s overall statutory objectives.
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Outside the SSM’s purview, the Banco de España supervises the market
conduct, transparency and customer protection of the institutions in the
Bank’s Official Registers, such as credit institutions and other institutions
providing banking services. There is specific transparency and customer
protection legislation for such institutions, including those offering products under
the freedom to provide services.
Lastly, the Banco de España oversees financial market infrastructures and
payment instruments in Spain (Iberpay, Sistema de Tarjetas y Medios de Pago,
Iberclear, BME Clearing), and participates in agreements for collaborative oversight
of infrastructures, instruments and card schemes of global scope (TARGET2,
TARGET2-Securities, international card payment schemes, etc).

1.2 Organisation of banking supervision and oversight at the Banco
de España

The supervisory and oversight functions are performed by Banco de España’s
different directorates general and departments.
— The Directorate General Banking Supervision (DGBS), as the area tasked
with microprudential supervision, is responsible for the ongoing supervision
of institutions, on-site inspections and risk model investigations. It further
provides support to the Banco de España’s representative on the
Supervisory Board (SB) of the ECB, among other functions. The different
departments of the DGBS work in coordination with each other. As detailed
in Box 1.1, horizontal groups play a crucial role in their coordination.
— The Directorate General Financial Stability, Regulation and Resolution
(DGFSRR) is responsible for the macroprudential overview and performs
the analytical work required for decision-making in this area. It also
assesses and participates in the development of the regulatory
framework applicable to supervised institutions and is tasked with
receiving and monitoring institutions’ supervisory reporting.
— The General Secretariat, as regards the supervisory function, is tasked
with supervising market conduct and participating in the processes of
assessing the suitability of senior officers, the process of granting and
withdrawal of the authorisation of institutions and the handling of
sanctioning proceedings.
— 
The Directorate General Operations, Markets and Payment Systems
(DGOMPS) is responsible for overseeing financial market infrastructures
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Box 1.1
THE COORDINATION OF THE SUPERVISORY FUNCTION IN THE DGBS: THE ROLE OF HORIZONTAL GROUPS

In addition to the ongoing supervision and on-site
supervision (on-site inspections and model investigations)
of institutions, the DGBS performs certain horizontal
functions that affect all credit institutions. As such, there
are groups engaged in the following tasks:
i)	Development of supervisory policies, monitoring of
national and international implementing regulations, and preparation of accounting standards.
ii)	
Development and update of supervisory
methodologies and review of their implementation.
iii)	Centralisation and coordination within the DGBS
of the different stress test exercises conducted in
the Spanish banking system.
iv)	
Aggregate analysis of the different risks from a
microprudential perspective.
v)	Monitoring of market risk and structural liquidity
and interest rate risks.
vi)	Monitoring of technology risk and the measures
adopted by institutions to ensure an appropriate
level of security.
There are also other groups that handle organisational or
personnel matters of the DGBS, review the quality of
supervisory actions, coordinate the Banco de España’s
participation in the Supervisory Board and in the different
activities of the SSM, and plan supervisory tasks.
The group members who perform these horizontal
functions receive information from the rest of the DGBS,
giving them an overview of the system in their respective

areas, which enables them to contribute effectively to
national and international working groups.
In turn, the knowledge acquired by these groups is
conveyed to the rest of the DGBS staff, thereby supporting
them in the performance of their work. These horizontal
groups also act as a point of contact with the other areas
of the Bank, with which they work closely when required.
The members of these groups also maintain contact and
collaborate with other national bodies, such as the CNMV,
the DGSFP, the Instituto de Contabilidad y Auditoría de
Cuentas (ICAC) and the General Secretariat of the Treasury
and International Financing. In the international arena, they
actively participate in the international working groups of
the FSB, the BCBS, the EBA, the ECB and the Association
of Supervisors of Banks of the Americas.
To ensure correct supervision, significant coordination work is
required between these horizontal functions and the units
tasked with the ongoing supervision of institutions and on-site
supervision. To this end, the DGBS has a steering committee
which advises the Director General on technical and
organisational matters, supervisory policy and supervision.
Furthermore, for the necessary exchange of information
between the different areas within the DGBS, a coordination
committee with representatives from every area holds regular
meetings to share the work carried out in each area, thus
improving cross-departmental communications. Lastly, regular
meetings are held where participants in the SSM expert
networks or working groups report to senior DGBS
management on the most significant work in progress. These
meetings also act as a forum for discussing supervisory topics.

and payment instruments. Moreover, following the structural changes to
the Banco de España’s supervisory function as a result of the Second
Payment Services Directive (PSD-2), it has assumed ongoing supervision
of payment service providers other than credit institutions (except for
matters relating to solvency, market conduct and transparency) and of the
payment services offered by all such providers.
Figure 1.2 provides greater details of the organisation of the supervisory and
oversight functions performed by the Banco de España.

BANCO DE ESPAÑA

39

Report on Banking Supervision in Spain, 2019

Figure 1.2
ORGANISATION OF SUPERVISION AND OVERSIGHT AT THE BANCO DE ESPAÑA
DIRECTORATE
GENERAL
BANKING
SUPERVISION

DIRECTORATE
GENERAL
FINANCIAL
STABILITY,
REGULATION
AND
RESOLUTION

GENERAL
SECRETARIAT

DIRECTORATE
GENERAL
OPERATIONS,
MARKETS
AND PAYMENT
SYSTEMS

Supervision
Department I

— Ongoing off-site supervision of the four largest Spanish signiﬁcant institutions and of the
branches and subsidiaries in Spain of European signiﬁcant institutions, through the JSTs

Supervision
Department II

— Ongoing off-site supervision of the other Spanish signiﬁcant institutions through the JSTs

Supervision
Department III

— Ongoing off-site supervision and on-site inspections of:
• Spanish less signiﬁcant institutions within the SSM
• Other institutions outside the scope of the SSM
• Other branches and subsidiaries in Spain of foreign institutions

Supervision
Department IV

— Monitoring of market risk and structural liquidity and interest rate risks
— On-site inspections and internal model investigations of signiﬁcant institutions within the SSM

Supervision
Department V

—
—
—
—
—
—

Organisation
and Quality

— Quality control in the supervisory process
— Training of Directorate General Banking Supervision staff

SSM Coordination

— Preparation and monitoring of annual supervision planning
— Support to the Banco de España representative on the Supervisory Board
— Management of information received within the scope of the SSM

Financial Stability
and Macroprudential
Policy Department

— Analysis of ﬁnancial system risks and vulnerabilities
— Formulation of macroprudential policy proposals

Financial Reporting
and CCR Department

— Receipt, quality control and forwarding of supervisory information that credit
institutions are required to submit to the ECB, within the SSM, and to the Banco
de España, in the exercise of their microprudential supervision powers and of information from
other supervised institutions
— Management of the Central Credit Registry

Regulation
Department

— Analysis, deﬁnition and monitoring of regulatory policies at the global and European levels
— Coordination with the EBA and other international fora and bodies
— Development and interpretation of prudential regulations

Market Conduct
and Claims
Department

— Supervision of market conduct and compliance with legislation on transparency
of information and customer protection in the marketing of banking services and products
— Deﬁnition of regulatory and supervisory policies concerning market conduct

Deputy General
Secretariat

—
—
—
—
—

Legal Department

— Handling of sanctioning proceedings

Payment Systems
Department

— Ongoing supervision of compliance with legislation speciﬁc to payment institutions, account
information service providers and electronic money institutions, except in relation to solvency,
market conduct and transparency
— Supervision of the provision of payment services by payment service providers
— Deﬁnition of supervisory policy regarding the provision of such services
— Supervision of Iberpay, as the management company of the National Electronic Clearing
System
— Oversight of ﬁnancial market infrastructures and of payment instruments

Stress tests
Identiﬁcation and assessment of risks from a microprudential standpoint
Supervisory methodology
Deﬁnition of supervisory policies and bank accounting regulation
Analysis and assessment of technology risk
Supervision of anti-money laundering procedures

Participation in the assessment of compliance with the suitability requirements of senior ofﬁcers
Maintenance of the Senior Ofﬁcer Register
Participation in the granting and withdrawal of institutions' authorisation
Maintenance of the Register of Institutions, Agents and Articles of Association
Management of the single European passport

SOURCE: Banco de España.
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1.3

Supervisory and oversight staff
At 31 December 2019, the Banco de España had 818 employees performing
supervisory and oversight functions (compared with 803 employees in 2018). Of
these, 529 belong to the DGBS, 183 to the DGFSRR, 48 to the Market Conduct and
Claims Department, 45 to the Deputy General Secretariat and 13 to the DGOMPS.
25 new bank examiners for credit institutions joined the Bank following a selection
process in 2019. In 2020 a further 11 bank examiners are expected to join under the
selection process currently under way, as well as 12 IT auditors, 6 credit risk model
specialists and 6 specialists in banking regulation.
Following the creation of AMCESFI and the implementation of new macroprudential
tools under the aegis of the Banco de España, 11 employees have joined the Financial
Stability and Macroprudential Policy Department, including senior economists,
specialists in risks and regulation, and clerical and support staff.
An initial team has also been assigned to the Payment Systems Department,
primarily to handle organising the new tasks to supervise payment service providers.
The initial team consists of three IT experts, two supervision specialists and one
junior analyst, who joined the Bank through the relevant selection processes.
Moreover, until the team for the supervisory structure is fully operational, the
Payment Systems Department has received the provisional support of eight IT
experts from other departments at the Banco de España.
Chart 1.1 shows the distribution of employees at the Bank who perform supervisory
and oversight functions, based on the following groups: i) individuals in management

Chart 1.1
SUPERVISORY AND OVERSIGHT STAFF (%)
At 31 December 2019

10%

10%
DIRECTORS AND OTHER HEADS

19%

BANK EXAMINERS/INSPECTION AUDITORS
SENIOR ANALYSTS/LAWYERS/EXPERTS
39%

7%

IT AUDITORS
JUNIOR ANALYSTS
ADMINISTRATIVE AND OTHER STAFF

16%

SOURCE: Banco de España.
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Chart 1.2
SUPERVISORY AND OVERSIGHT STAFF BY GENDER
At 31 December 2019
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and other staff
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SOURCE: Banco de España.

positions or with responsibility for teams; ii) bank examiners and inspection auditors;
iii) senior analysts, lawyers and experts; iv) IT auditors; v) junior analysts; and
vi) administrative staff.
52% of supervisory and oversight staff are men and 48% are women. Chart 1.2
shows the distribution of men and women in each of the professional groups within
this area.
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2
MICROPRUDENTIAL SUPERVISION
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MICROPRUDENTIAL SUPERVISION

2.1

Supervisory priorities
The ECB identifies the banking sector’s sources of risk in cooperation with
the NCAs, based on the information provided by the JSTs, the ECB’s micro- and
macroprudential analyses and the reports of international organisations. Using this
risk map as a starting point, a set of supervisory priorities are defined annually for
SIs, taking into account the viewpoint of the NCAs and JSTs, and the results of onsite actions (on-site inspections and model investigations). The Banco de España
likewise sets each year’s supervisory priorities for LSIs.

2.1.1

Supervisory focal points in 2019

In 2019 the supervisory focus for SIs remained on aspects relating to risks that had
already been present in previous years. Specifically, the work focused on:
— 
Credit risk: the assessment of compliance with institutions’ plans to
reduce the volume of non-performing exposures (NPEs), and their
adequate provisioning, continued. Also, special attention was paid to
reviewing banks’ loan origination criteria, policies and procedures, and
assessing the quality of new loans.
— Risk management: the targeted review of internal models for calculating
own fund requirements (TRIM)1 continued. Work has continued in
enhancing the internal procedures and mechanisms in place at
institutions to manage, control and mitigate technology risk. In this
respect, inspections were conducted on aspects related to technology
risk. Attention was also paid to reviewing the internal capital and
liquidity assessment processes (respectively, ICAAP2 and ILAAP3) at
institutions and their alignment with the ECB guidelines published in
November 2018.

1 The TRIM project aims to reduce inconsistencies and unwarranted variability in risk-weighted assets (RWAs)

calculated using internal models.
2 The ICAAP encompasses institutions’ internal strategies and processes to assess and maintain on an ongoing

basis the amounts, types and distribution of internal capital that they consider adequate to cover the risks to
which they are exposed.
3 The ILAAP encompasses institutions’ internal strategies and processes for the identification, measurement,

management and monitoring of liquidity risk to ensure that they have adequate liquidity buffers.
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  Additionally, special attention was given to liquidity risk through the
performance of specific stress tests by the ECB (Sensitivity Analysis of
Liquidity Risk – Stress Test 2019). Following these tests, the ECB confirmed
that credit institutions in the Euro area have overall comfortable liquidity
positions despite some vulnerabilities that require further attention
(specifically, those relating to foreign currency financing, data quality and
collateral management).
— Other aspects: follow-up of the implementation of plans drawn up by
institutions to ensure their preparedness for Brexit, and analysis of market
and trading risks.
In turn, the supervisory effort on LSIs focused on the supervisory priorities
set for 2019, namely: analysis of the business model and profitability, follow-up of
credit risk, assessment of governance and risk management, and capital
adequacy. Technology risk is considered particularly important, and a
communication protocol for cybersecurity incidents has been set up for the
23 most significant LSIs.

2.1.2

Supervisory priorities in 2020

The main risk factors for SIs identified for 2020 are: i) the economic and political
situation, and the sustainability of debt in the euro area; ii) the sustainability of
business models, and iii) cybercrime and technological challenges. Another series
of significant risk factors have been detected, including those relating to the
execution of strategies to reduce NPLs, easing of lending standards, repricing in
financial markets, misconduct in marketing of banking products, money laundering
and terrorist financing (ML/TF), geopolitical uncertainty, reactions to regulation and,
at medium and long term, climate change.
To ensure that institutions effectively address the challenges facing them,
supervisory priorities have been reviewed, grouping them into the following broad
targets (see Figure 2.1):
— 
Continuing balance sheet repair. The ECB will continue to work on
monitoring the reduction of NPLs. Work will also be carried out for
institutions to remedy the internal model shortcomings detected in the
TRIM. Actions relating to market risk will continue.
— Strengthening institutions’ future resilience. The next supervisory stress
tests for SIs will be conducted in 2020. The project relating to reviewing
the quality of new loan origination practices, which was initiated in
2019 with the collection of data, will also continue. Work will continue
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Figure 2.1
SSM SUPERVISORY PRIORITIES 2020

CONTINUING BALANCE
SHEET REPAIR

STRENGTHENING
FUTURE RESILIENCE

Follow-up on NPL guidance for credit
institutions

Credit underwriting criteria and exposure
quality (e.g. real estate, leveraged ﬁnance)

Follow-up on internal ratings-based
models

Capital and liquidity management, ICAAP
and ILAAP and further integration into SREP

Trading risk and asset valuations

Business model sustainability

OTHER
PRIORITIES
Follow-up on Brexit work

IT and cyber risk
EU-wide (biennial) and/or ECB stress test
exercises
Governance

SOURCE: ECB.

in improving ICAAP and ILAAP. Institutions’ business models and
profitability will also be assessed, with digitalisation being particularly
important. Technology and cyber risk will remain an area of particular
attention. IT outsourcing is especially significant in this connection
(see Box 2.1). Likewise, compliance with governance expectations will
be analysed.
— 
Other priorities. Brexit continues to be one of the ECB’s banking
supervision priorities and it will continue to monitor the application of
institutions’ plans in this connection.
The supervisory priorities for LSIs in 2020 are: assessment of institutions’
business models and their sustainability over time (with particular attention on
changes in margins, efficiency ratio and potential impact of customer complaints
regarding the mortgage loan reference index (IRPH by its Spanish abbreviation)
and mortgage costs), monitoring of the strategies to reduce NPLs and foreclosed
assets, as well as analysis of loan origination conditions (to detect the possible
easing of lending standards), assessment of internal and external governance
and of control and risk management, and monitoring of operational risk, in
technological and legal terms.
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Box 2.1
ASSESSMENT OF IT OUTSOURCING PROJECTS IN THE DGBS

In recent years financial institutions have shown growing
interest in outsourcing activities to reduce costs during
periods of low profitability, to increase flexibility and to
improve efficiency, among other advantages.
IT activities are one of the most commonly outsourced
services, since they allow institutions to obtain relatively
easy access to new technologies and to focus on those
activities that are essential for the business. In particular,
the outsourcing of functions to cloud service providers has
increased, becoming one of the levers for digitalising the
sector, since this model permits implementing new
solutions with minimal service provider interaction.
Despite its advantages, IT outsourcing poses security and
internal governance challenges for institutions. It also poses
other risks for them, such as those arising from the possible
loss of control and knowledge of the outsourced service, or
greater exposure to data loss or theft in certain environments,
particularly at a time when innovation and competition result
in data being one of the business’ most valuable assets.
In response to their concern about this trend, which can be
considered unstoppable, European supervisors have
made a significant effort to homogenise the requirements
applicable to these outsourcing processes. This work led
to the publication of the EBA guidelines on outsourcing
(EBA/GL/2019/02), in force from 30 September 2019.
To achieve a uniform assessment of the projects to be
valued by the supervisor, a permanent team has been set
up within the DGBS which: i) supports and advises JSTs in
analysing and assessing IT outsourcing at SIs, and ii)
conducts a full assessment of LSIs’ outsourcing projects
in cooperation with the ongoing supervisory teams.

2.2

In 2019 it participated in the analysis of 100 initiatives, 81
of which use cloud services.
The projects analysed are very mixed, although two trends
can be observed: i) those which focus on changing to new
platforms or systems, such as the migration of core
banking to a public cloud infrastructure, changing
the banking platform and adopting that of a new provider,
and using customer relationship management (CRM)
systems, corporate e-mail and collaboration tools deployed
on the cloud, and ii) more innovative projects which make
use of technologies such as machine learning to manage
documents, chatbots or financial data aggregators.
In addition, the team holds frequent meetings with
institutions and providers to keep abreast of trends and to
attempt to achieve, among other things, that contract
clauses meet supervisory expectations such as the need
to include access and audit permits without restrictions for
institutions and supervisors, the mandatory notification of
material changes in the service or the outsourcing chain,
or the existence of termination and exit clauses.
The work of the aforementioned permanent team is
supported by a cross-cutting outsourcing committee in
which, apart from the members of the team, other IT
auditors of the DGBS participate. Its mission is to share
information about these projects and draw up proposals to
establish the DGBS’ position on the different aspects to be
considered, such as defining the criteria for assessing the
projects and the requirements to be met by institutions.
Undoubtedly, the advent of new technologies will trigger
an increase in IT outsourcing, and the emergence of new
risks and supervisory challenges.

Supervision of credit institutions
Since the entry into force of the SSM in 2014, the ECB heads the supervisory
function of all the credit institutions in the participating States, with the
participation of the NCAs, and establishes the distribution of supervisory tasks
depending on whether the institutions are SIs or LSIs, as detailed in Figure 2.2.
The ECB is responsible for the direct supervision of SIs, while the Banco de España
directly supervises LSIs incorporated in Spain, following the guidelines established
by the ECB, which supervises them indirectly and has ultimate responsibility for the
functioning of the SSM.
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Figure 2.2
DISTRIBUTION OF SUPERVISORY POWERS OVER CREDIT INSTITUTIONS

Tasks assigned to the ECB within the SSM

Tasks assigned to the NCAs within the SSM

Supervision of SIs

Direct supervision of SIs

Assistance to the ECB for SI supervision:
participation in JSTs and in on-site inspections

Supervision of LSIs

Indirect supervision of LSIs

Direct supervision of LSIs

Common
procedures

The common procedures are the responsibility
of the ECB, both for SIs and LSIs, with proposal
by the NCAs: granting and withdrawal of
authorisations to CIs and of authorisations to
purchase/sell qualifying holdings in CIs

Preparation of proposals for SIs and LSIs

Sanctions

SIs: sanctioning powers in the event of noncompliance with directly applicable EU law, except
non-pecuniary penalties and penalties on natural
persons
LSIs: sanctioning power in the event of noncompliance with an ECB decision or regulation

SIs: sanctioning powers, upon prior examination
by the ECB, for non-compliance with national laws
transposed from Community directives;
for infringements by directors and managers;
and for non-pecuniary penalties
LSIs: powers to sanction LSIs for other instances of
non-compliance, in some cases after prior
examination by the ECB

Macroprudential
measures

Possibility of tightening certain macroprudential
policy measures set by the national authorities,
if deemed justiﬁed

Initiative to implement macroprudential policy
in close cooperation with the ECB (and any
other European bodies)

Tasks outside the SSM's scope: the Banco de España's powers
Market conduct
and transparency

Supervision and sanctioning in the areas of market conduct, transparency and consumer protection
of Spanish CIs and institutions other than CIs

Supervision
of other institutions

Supervisory and sanctioning functions regarding the Ofﬁcial Credit Institute and institutions other than CIs:
specialised lending institutions, payment institutions, account information service providers, electronic money
institutions, currency-exchange bureaux, mutual guarantee companies, reguarantee companies, appraisal
companies, banking foundations, Sareb and branches of third-country institutions

AML/CFT

Cooperation with SEPBLAC in the prevention of money laundering and terrorist ﬁnancing

Provision of
payment services

Supervision of the provision of payment services

SOURCE: Banco de España.

At end-2019 the SSM supervised, in consolidated terms, 117 significant groups in
the euro area and 2,369 LSIs. In Spain there are 12 groups of SIs 4 and 59
Spanish less significant groups or institutions, accounting for 91.3% and 4.6%,
respectively, of the total assets of the Spanish banking system. The rest is
accounted for by subsidiaries and branches of significant groups in the euro area

4 Santander, BBVA, Caixabank, Bankia, Sabadell, Unicaja, Bankinter, Kutxabank, Ibercaja, Abanca, Liberbank and

Banco de Crédito Social Cooperativo.
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Table 2.1
SPANISH CREDIT INSTITUTIONS
Data at 31 December

2018
Groups

2019
Assets (%)

Groups

Assets (%)

Signiﬁcant institutions
Spanish groups of credit institutions

12

91.3

12

91.3

EU subsidiaries and branches (a)

22

3.5

26

3.6

Spanish credit institutions (b)

58

4.5

59

4.6

Branches of institutions from non-SSM
EU countries

10

0.2

4

0.0

Branches of institutions from SSM EU countries (a)

33

0.4

33

0.3

3

0.1

3

0.1

Less signiﬁcant institutions

Non-EU branches
Total

138

137

SOURCES: ECB and Banco de España.
a Two or more branches/subsidiaries are deemed to belong to the same group when they are part of a higher consolidated group, even if the latter is
not Spanish.
b Including subsidiaries from EU and non-EU countries.

Table 2.2
REGISTER OF CREDIT INSTITUTIONS
Data at 31 December

2019
Credit institutions
Banks
Savings banks
Credit cooperatives
ICO
Branches of EU credit institutions
Branches of non-EU credit institutions
Controlling companies
Total

2015

2016

2017

2018

220

208

207

198

11

12

197

67

60

59

52

1

1

52

1

61

2

2

2

2

65

63

63

62

1

1

1

1

79

77

78

78

6

5

4

3

Registrations Deregistrations

Year-end

2

1
10

10

78
3

3

4

3

5

1

223

212

210

203

12

6
12

203

SOURCE: Banco de España.

(3.6%) and by branches of foreign LSIs, branches of credit institutions in EU
countries not participating in the SSM and branches in non-EU countries (adding
up to 0.4%) (see Table 2.1). Table 2.2 classifies credit institutions operating in Spain
by institution type.
The supervision of all credit institutions is carried out along two complementary
channels: off-site ongoing supervision and on-site supervision.
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— The purpose of off-site ongoing supervision actions is to have an updated
opinion on the situation and risk profile of institutions. The level of thoroughness
of the analysis is established on the basis of each institution’s supervisory
priority, which depends, inter alia, on the institution’s risk profile and size.
   The supervisor conducts the SREP5 annually, applying a methodology
which is organised around four basic elements: analysis of the business
model; evaluation of internal governance and risk management;
assessment of the risks affecting capital and the capital adequacy to
cover those risks; and assessment of the risks affecting liquidity and the
adequacy of the liquidity position to cover those risks. The SREP also
comprises the supervisory review of ICAAP and ILAAP.
— On-site supervision includes two types of actions. On-site inspection
visits are a basic supervisory action which permits verifying the
information provided by institutions to the supervisory authorities and
analysing in greater depth institutions’ business models, governance,
solvency, liquidity, profitability, risk profile, controls and compliance with
the specific regulations governing them. The investigation of internal
models refers to the review and, where appropriate, the authorisation of
the models for calculating the capital requirements necessary to cover
credit, counterparty, market and operational risks.
The Banco de España contributes significantly to the supervision of Spanish
SIs, both in off-site ongoing supervision work through the JSTs and in on-site
inspections and model investigations of such institutions. The Banco de España
contributes not only its experience, but also the bulk of bank examiners that form
part of the JSTs at Spanish SIs and of the teams participating in on-site actions.
The outcome of the above-mentioned supervisory actions is the supervisory
assessment of each institution, and the annual capital and liquidity decision
(“Pillar 2”). Institutions are notified each year of the decision they have to comply
with in the following year.
The formal structure of the 2019 capital decision has not changed with respect
to that of 2018 as far as its main features are concerned, which in principle affect
both SIs and LSIs, and are as follows:
—

It continues to establish the amount of Common Equity Tier 1 (CET-1)
capital required to comply with Pillar 2.

5 The SREP is performed by supervisors to assess the risks faced by credit institutions and verify that they are able

to properly manage them. This supervisory review and evaluation process allows for a consistent examination of
institutions’ risk profiles and adoption of the supervisory measures necessary.
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Box 2.2
THE BANCO DE ESPAÑA’S PARTICIPATION IN WORKING GROUPS AND EXPERT NETWORKS WITHIN THE SSM

The Bank participates actively in a broad set of working
groups and expert networks created within the SSM to
channel technical discussions. These groups play a key
role in defining the methodologies and setting the main
supervisory policy lines, and they are essential to ensure
that quality supervision is applied consistently in all the
countries participating in the SSM.
There are multiple types of groups, based on their nature
and their objectives. Some are high-level groups directly
reporting to the SB. These structures have been crucial to
making headway in core issues of the SSM’s supervisory
strategy, e.g. defining the guiding principles of the SREP
methodology, establishing general criteria relating to
sanctions or setting targets to foster the inspections
conducted by cross-border teams.
There is also is a series of permanent expert networks of toplevel importance, through which the relationship between the
ECB and NCAs is structured in the field of LSI supervision
and in the horizontal and specialised areas. These groups
discuss and contribute to the preparation of guidelines and
procedures before submitting them to the SB.
One of these networks channels the relationship between
the Directorate General responsible for supervising LSIs
in the ECB and the high-level representatives of NCAs,

with the ultimate goal of ensuring an adequate degree of
harmonisation in the supervision of these institutions. The
remaining permanent networks steer the interaction
between the ECB’s horizontal divisions and the NCA
experts. These groups are in charge of, among other
aspects, risk analyses, development of methodologies,
supervisory policy issues, supervisory planning, crisis
management procedures, preparation and quality control
of on-site inspections and internal model investigations,
coordination of supervisory quality control work and
definition of the criteria to be followed in areas such as
authorisations or sanctioning processes.
In addition to these stable top-level groups, there is a
substantial number of temporary sub-structures that are
dependent on them whose names differ on the basis of the
purpose of the job for which they were created (treatment
of a concrete area deemed significant, preparation of a
specific document, etc.).
The Bank currently participates in nearly 80 groups at all
levels, involving approximately 100 employees. The
considerable effort made in contributing to the work
carried out by these groups is essential to ensure fully
harmonised and quality supervision, based on the adoption
of best international practices, which capitalises on the
experience accumulated by the different NCAs.

— 
It refers to the combined buffer requirement. As the transitional
arrangements established in the related regulations have concluded,
100% of the buffer applicable in each case is required of institutions.
In the interest of homogenising supervisory procedures and practices in the different
Member States, the SSM makes significant efforts to prepare a clear and harmonised
framework in accordance with the principles and standards in the CRD IV6 and the
Capital Requirements Regulation (CRR),7 and with the guidelines issued by the EBA.
Against this background, working groups and expert networks play a key role,
by analysing and developing technical and supervisory policy proposals, with the
aim of improving the functioning of the SSM. The Banco de España actively
participates in most of these groups (see Box 2.2). The proposals made by these

6 Directive 2013/36/EU of the European Parliament and of the Council of 26 June 2013 on access to the activity of

credit institutions and the prudential supervision of credit institutions and investment firms.
7 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on prudential

requirements for credit institutions and investment firms.
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Chart 2.1
DISTRIBUTION OF ECB DECISIONS IN 2019

1 BY CATEGORY

2 BY TYPE OF INSTITUTION
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SOURCE: Banco de España.

groups are discussed in the SB and, where appropriate, approved by the
Governing Council of the ECB.
The Banco de España takes part in decision-making relating to credit
institutions through its representatives on the Governing Council of the ECB
and on the SB, where decisions are taken on a collegiate basis. The SB adopted in
2019 a total of 2,356 supervisory decisions, of which 473 affected Spanish
institutions. As shown in Chart 2.1, 247 decisions related specifically to Spanish institutions
(243 SIs and 4 LSIs). In addition to these decisions about specific institutions, a further
226 decisions of a more general nature or relating to organisational aspects and
policies of the SSM, which also affected Spanish institutions, were taken.
The Executive Commission of the Banco de España remains informed of
supervisory and other decisions about relevant SSM issues adopted by the
Governing Council of the ECB, supported by the SB. In particular, the Director
General Banking Supervision reports to the Executive Commission on:
— The supervisory decisions regarding Spanish SIs, including capital and
liquidity decisions.
— 
The supervisory priorities and the annual supervisory examination
programme (SEP) for the coming year.
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—

General SSM matters which may be of particular interest.

—

Relevant decisions relating to foreign SSM institutions.

—

Periodically, the situation of Spanish institutions.

2.2.1 Ongoing supervision of Spanish significant institutions
The staff of the Banco de España is an integral part of the JSTs responsible for the
ongoing supervision of SIs. The JSTs of Spanish SIs are comprised of ECB and Banco
de España staff and, where appropriate, staff from other NCAs of SSM countries where
the institutions operate. Each JST performs its tasks under the coordination of an ECB
representative who, in turn, is assisted by a coordinator from the Banco de España.
The Banco de España participates in the JSTs of the 12 groups of Spanish credit
institutions classified as significant in accordance with the SSM’s criteria and in
some of the JSTs of 26 significant banking groups from SSM countries that have a
presence in Spain (operating through five subsidiaries and 41 branches established
in Spain). At end-2019 the Banco de España contributed to the JSTs of Spanish
banks a total of 153 employees from the Inspection I and Inspection II departments.
Ongoing supervisory task planning is performed annually, following a two-fold
approach. On the one hand, the supervisory priorities for each institution are defined,
with a medium-term view, in the strategic supervisory plans for SIs. On the basis of
the risk profiles and characteristics of the institutions, specific supervisory priorities
are identified in these plans that, together with those already generally defined by the
SSM (as explained in Section 2.1), determine the supervisory strategy applicable to
each institution in the medium term. Strategic plans are live documents that are
revised and updated annually.
On the other hand, the strategic plans give rise to SEPs, documents that are more
operational and set out the different tasks of the JSTs, whose frequency and intensity
are determined by the supervisory importance assigned to the institutions. The
supervised institutions are informed of these plans so that they are aware of and can
handle the information requirements generated by these activities.
The JSTs focus on off-site ongoing supervision, aiming to maintain an updated
opinion on the situation and risk profile of the institutions by applying the SREP
methodology. Chart 2.2 shows the different ongoing supervisory tasks performed
on SIs by the JSTs in 2019, and the weight of each of them.
As can be observed, SREP tasks require the greatest effort, since they include,
among other many aspects, monitoring each of the different risks of the institutions,
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Chart 2.2
ONGOING OFF-SITE TASKS FOR SUPERVISION OF SIs (%)
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60%
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10%

SOURCE: Banco de España.

specific monitoring of the main subsidiaries abroad and the annual determination of
capital and liquidity requirements. They also include detailed one-off reviews
specific to each institution (deep dives) where the JSTs seek to obtain in-depth
knowledge of specific aspects or check the functioning or implementation of
policies and procedures in specific areas.
The cross-cutting reviews performed uniformly for SSM institutions also use
up a substantial part of resources. Noteworthy in 2019 were the following crosscutting reviews, some of which had been initiated in previous years:
— Intensive monitoring of institutions with high NPE rates, focused on the
institutions’ divestment strategies. Box 2.3 describes developments in the
reduction of NPEs.
— Review of internal models for calculating capital requirements. The first
part of the review, conducted in 2018, addressed the credit risk models
for retail and SME exposures, and the market risk models. In the second
part, implemented in 2019, the review of low default portfolios was
conducted, including exposures to other firms and specialised lending,
and to institutions.
— Analysis of the quality of credit underwriting criteria. This is one of the
SSM’s supervisory priorities for 2019-2021. It consists of assessing
the quality of the credit underwriting practices and standards of SIs. The
project is divided into three phases: the first consists of designing,
requesting and collecting data on new loans for the period 2016-2018;
the second is the review of the quality of the data collected
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Box 2.3
SUPERVISORY DEVELOPMENTS IN THE REDUCTION OF NON-PERFORMING EXPOSURES

The management and reduction of non-performing
exposures (NPEs)1 are supervisory priorities of the SSM
since its creation. The ECB has taken the initiative by
adopting the following supervisory measures for SIs, as
published in:

similar to the ECB Guidance, with some differences:
i) it introduces a definition of high-volume NPL
banks (those with an NPL ratio equal to or above
5%), and ii) it is applicable to all EU credit institutions
(whether significant or not).

— The Guidance to banks on non-performing loans,
published in March 2017, which describes best
practices in the management of NPLs and forborne
exposures, requires credit institutions with higher
NPLs to have a strategy to reduce them and
adequate governance.

— Regulation (EU) 2019/630 amending the CRR and
published on 25 April 2019, sets a prudential
backstop (a prudential minimum coverage) for
NPEs. It is devised as a Pillar 1 prudential measure
and is applicable to all NPEs originated as from
April 26 2019.

— The addendum to the ECB Guidance, published in
March 2018, which sets out supervisory expectations
for additional provisioning under Pillar 2 for NPEs of a
certain vintage classified as NPEs from 1 April 2018.

In view of the new regulation, the ECB decided to bring its
supervisory expectations into line with the CRR as regards
additional provisioning for NPLs, changing them with two
objectives in sight: avoiding overlaps of the NPL coverage
requirement under Pillar 1 and Pillar 2, and achieving
greater alignment of the calendar and coverage levels.

— 
A press release dated 11 July 2018, announcing
supervisory expectations under Pillar 2 for additional
provisioning for NPL stock (NPLs existing at 31
March 2018).
The two additional supervisory coverage expectations will
be incorporated in the supervisory dialogue of the 2021
SREP (and onwards).
Additionally, in July 2017 the European Council announced
its action plan to tackle NPLs, inviting several European
institutions to adopt specific measures. These included
most notably the following:
— The EBA published its Guidelines on management
of non-performing and forborne exposures in
October 2018 (EBA/GL/2018/06). Its content is very

The ECB communicated these changes on 22 August 2019
through the publication on its website of a press release
accompanied by a technical note entitled “Communication
on supervisory coverage expectations for NPEs”.
In short, these measures have contributed significantly to
reducing the NPL volume and ratio of SIs in recent years.
In particular, the volume of NPLs in the Euro area as a
whole stood at around €1 trillion as at June 2016 (6.61%
NPL ratio). By June 2019 this volume had been reduced to
€561 billion (3.56% NPL ratio). The NPL ratio of Spanish
SIs was slightly below the European average as at June
2019, standing at 3.47% (5.96% as at June 2016).2

1 Strictly speaking, NPLs refer to non-performing loans and advances, while NPEs refer to all non-performing exposures which, in addition to the former,

also include debt securities and off-balance-sheet exposures, such as any guarantees given. In this report, as in EBA and ECB guidelines, the two terms
are used interchangeably and NPLs are treated as NPEs. As a result, references to NPE or NPL management encompass all non-performing exposures.
However, references to the NPL ratio should be understood as only including loans and advances in the calculation, in line with the EBA definition.
2 Source: Supervisory banking statistics, ECB.

and of the quantitative analysis; and the third phase, to be developed in
2020, is the qualitative analysis of a sample of selected portfolios.
— Review of the preparedness of institutions for Brexit, with special focus on
contingency plans and the impact on customers.
—
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Another significant block of activity is the cooperation of JSTs in on-site
actions, as detailed in Section 2.2.3. The JSTs are involved in the preparation and
definition of the targets of each action, and in monitoring shortcomings identified
and implementing measures to remedy them. It is also common for some JST
members to join the inspection teams in order to share information and knowledge
about the institution.
Additionally, the supervisory effort focuses on other areas, such as:
—

Processing of authorisations (e.g. acquisition of qualifying holdings).

— Coordination with other supervisors, mainly through supervisory colleges.
In the case of Spanish SIs with a presence in countries outside the scope
of the SSM, the JSTs take part in the colleges of supervisors (presided
over by the ECB and with the Banco de España acting as observer),
collaborating and sharing information with other supervisory authorities.
Also, a fluid communication between the JST and the foregoing authorities
is maintained through periodic bilateral meetings.
— 
Stress tests. In 2019 the JSTs took part in the sensitivity analysis
of liquidity risk organised by the ECB in which the relative vulnerability of
institutions to the different liquidity shocks applied was assessed and
the improvements required to manage this risk were identified.
Finally, the time devoted to the continuous training of JST staff members to
remain up-to-date in a continuously evolving financial and regulatory environment is
noteworthy.
Information arising from the supervisory activities feeds the conclusions of
the SREP, which are used to adopt the capital and liquidity decisions. The
methodology developed within the SSM framework has been applied since 2015 to
determine the capital and liquidity decision, ensuring a uniform assessment in all
SIs. This common framework covers:
a)

a system to assess the risks faced by credit institutions;

b)

a review of the ICAAP and ILAAP applied by institutions; and

c) a methodology for calculating capital and liquidity needs on the basis of
the assessment of their risks.
The Pillar 2 guidance (P2G) is maintained in the 2019 capital decisions issued
by the ECB for SIs. This supervisory tool sets capital expectations above the
total capital requirements. This guidance is not legally binding and supplements
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Meeting between the Chair of the Supervisory Board of the ECB and the Banco de España’s Directorate General Banking
Supervision, as part of the “Banking Union – Five Years in the Making” event, 23 October 2019, Hemiciclo II Auditorium.

the Pillar 2 requirement (P2R). The P2G is set on the basis of the assessment of own
funds needs (quality and quantity) under stressed conditions and is expressed in terms
of CET-1. The ECB expects banks to comply with this guidance, the minimum regulatory
requirements (Pillar 1), the P2R and the combined capital buffer requirement.
If a bank fails to comply with this guidance, there will be no automatic supervisory
actions. Instead, supervisors will consider adopting supervisory measures on a case
by case basis, with the approval of the SB. These measures could include the
transformation of a P2G into a P2R.
The capital and liquidity decisions approved by the SSM’s decision-making
bodies were notified to banks prior to end-2019, once the hearing period had
expired. These new decisions will remain in force until the next capital and liquidity
decision, which will foreseeably be notified in December 2020.
The supervisor-supervised dialogue is a key part of the ongoing supervision
approach. This is essential to transmitting the weaknesses detected, the assessment
of the institution and the supervisory priorities and expectations, as well as for
fostering an exchange of opinions and discussion of the main areas of attention. The
JSTs maintain fluid contact with the institutions at various hierarchical levels,
including the board of directors and top management.

2.2.2 The ongoing supervision of less significant institutions, non-EU
branches and of the ICO
The Banco de España is responsible for the direct supervision of LSIs, which
account for approximately 4.6% of the Spanish banking system’s assets, while
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Chart 2.3
WEIGHT OF THE VARIOUS TYPES OF LSIs
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the ECB is responsible for their indirect supervision. Chart 2.3 shows the relative size
of each of the types of LSIs in terms of total assets.
The annual supervisory plan, which details the following year’s supervisory
activities, is prepared each year on the basis of the supervisory priorities. As
part of ongoing supervision, the performance of each bank is monitored
periodically (quarterly or half-yearly). Monitoring may be ordinary or simplified and
is conducted in accordance with the principle of proportionality, considering factors
such as each institution’s risk profile, size, volume of deposits raised on the retail
market and business model. Thus, lower risk institutions, or those that are smaller in
size or whose model so allows are subject to simplified monitoring. This is based on
quarterly alerts using the information included in supervisory reporting and the
Banco de España’s central credit register (CCR), in order to detect potential
future problems of liquidity, solvency or sustainability of the business model.
Ordinary periodic monitoring was carried out for 23 of the 59 groups of LSIs in 2019,
accounting for around three quarters of LSIs’ total assets, with simplified periodic
monitoring being performed for the remaining 36 groups.
The Banco de España also performs other detailed actions, including reviews
of external audit reports, reviews of internal capital and liquidity adequacy
assessment reports, review of the recovery plan (see Section 2.2.6), meetings with
the external auditor and periodic meetings with persons in positions of responsibility
at the institutions.
As for SIs, the SREP is one of the key tasks of off-site ongoing supervision.
The SREP methodology approved by the SB, which envisages a similar arrangement
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Chart 2.4
NUMBER OF ONGOING OFF-SITE SUPERVISORY ACTIONS AT LSIs
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a "Other entities" includes foreign branches and the ICO.

to that for SIs, was applied in 2019. However, the P2G will not be required until the
capital decision for 2021 is adopted, in 2020. The SREP conclusions take into account
the results of the stress test known as FLESB (Forward Looking Exercise on
Spanish Banks), which is conducted by the Financial Stability and Macroprudential
Policy Department of the Directorate General Financial Stability, Regulation and
Resolution, to assess the resilience of Spanish institutions. Once the related 2019
SREPs had concluded, and the institutions’ representations had been considered,
the Bank adopted the 2020 capital and liquidity decisions for LSIs.
The Bank has continued to cooperate with other NCAs in the context of the
supervisory colleges of other SSM-country LSIs with subsidiaries in Spain. It has
participated in a total of three colleges in 2019, which have contributed to joint
decision-making on capital and liquidity requirements.
In 2019 a total of 574 ongoing supervisory actions for Spanish LSIs were undertaken,
as detailed by type of institution and by matter in Chart 2.4.
In the case of branches in Spain of institutions with head offices in other EU Member
States (including those of countries not participating in the SSM and those of LSIs
of other SSM countries), as they are not subject to prudential or liquidity requirements
at the branch level, periodic monitoring of the performance of the branch is
conducted, meetings are held with the management and information is regularly
exchanged with the authorities of the home country of the branch, under the terms
established in Commission Implementing Regulation (EU) No 620/2014 laying down
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implementing technical standards with regard to information exchange between
competent authorities of home and host Member States.
Direct supervision of LSIs is backed up by indirect supervision by the ECB,
with the aim of:
—

ensuring the uniform application of high supervisory standards, and

— guaranteeing the consistency of supervisory outcomes in the Member
States participating in the SSM.
The ECB’s performance of those two functions benefited, as in previous years,
from the full cooperation provided by the Banco de España. The Bank is working
with the ECB and other NCAs on the definition of supervisory standards. Once
approved in the form of guidelines or recommendations, these must be taken into
consideration by all SSM countries in the supervision of their LSIs. Considerable
human resources are dedicated to that task. For instance, in 2019, the SREP
methodology for LSIs has been updated and internal guidelines have been drawn
up to apply to LSIs the same criteria established for SIs in connection with
the materiality threshold for credit obligations past due for the purposes of the
definition of default included in the CRR. This threshold is compatible with
Banco de España Circular 3/2019, of 22 October 2019, which is described in
greater depth in Chapter 8 of this report.
As regards the branches in Spain of institutions with head offices in non-EU countries,
the Bank’s supervision also includes half-yearly monitoring, external audit reviews
and regular meetings with branch management.
As regards branches of LSIs, non-EU branches and the ICO, a total of 124 supervisory
actions were carried out in 2019.

2.2.3 On-site supervision
On-site supervision complements the off-site ongoing supervision of
institutions. It is performed by teams separate from those responsible for
ongoing supervision, although the two teams are coordinated. Table 2.3 details
the on-site actions performed in 2019 in which The Banco de España played a
major role (i.e. all actions at Spanish institutions and actions led by Bank staff at
institutions of other SSM countries).
In 2019, 34 on-site actions were carried out at SIs, of which 31 were at Spanish
institutions and three were at financial groups from other SSM Member States.
Of the 31 on-site actions at Spanish SIs, 22 were led by Bank staff, four by ECB
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Table 2.3
ON-SITE SUPERVISION OF CREDIT INSTITUTIONS. NUMBER OF ACTIONS

2019
Signiﬁcant institutions
On-site inspections
at Spanish credit institutions
at credit institutions from other SSM countries
Internal model investigations
at Spanish credit institutions
at credit institutions from other SSM countries

Less signiﬁcant institutions

22

11

33

20 (a)

11

31

2

2

12

—

12

11 (b)

—

11

1
34

Total

Total

1
11

45

SOURCE: Banco de España.
a Of which, 15 were led by Banco de España staff and 5 were led by staff from other authorities.
b Of which, 7 were led by Banco de España staff and 4 were led by staff from other authorities.

staff and five by staff from other SSM Member State authorities. Moreover,
Bank staff participated in all the on-site actions at Spanish SIs.
Bank staff also participated in an additional four inspections of other SSM country
institutions, without leading them.
The Banco de España has also participated actively in the working groups set up
in the SSM to develop the most suitable techniques for on-site supervision of the
various risks (credit, technology, market, etc.) and to continue making progress on
the uniform and efficient application of on-site inspection in all SSM countries.
On-site inspection actions at SIs are planned as part of the SEP, taking into
account institutions’ risk profiles and the areas of attention defined by the JSTs. The
Banco de España participates actively in drawing up the SEP. In the SEP for 2019,
50% of on-site inspections at Spanish SIs were concentrated in credit risk, with the
rest being dedicated to governance, solvency and technology risk. Model investigations
related in full to credit risk.
The SEP for 2020 defines the on-site inspections that are to be carried out over the
course of the year. The challenges posed by the new on-site inspections are
campaigns, cross-border inspections and those whose scope is the review of
models to estimate accounting provisions under International Financial Reporting
Standard 9 (IFRS 9), as detailed in Box 2.4.
In the internal models field, after completion in 2019 of the on-site phase of the TRIM,
the intensity of the supervisory activities plan does not lessen: the priority for 2020 will
be the review of the adjustments to be made by institutions to their models, in order to
correct the deviations detected in the TRIM and to adapt to the new EBA guidelines.
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Box 2.4
CHALLENGES POSED BY THE NEW ON-SITE INSPECTIONS: CAMPAIGNS, CROSS-BORDER INSPECTIONS
AND PROVISIONING MODELS

In order to continue harmonising the methodology applied
to on-site inspections within the SSM, the SEP for 2020
addresses the so-called “campaigns” and cross-border
inspections.
Campaigns are groups of inspections which share a
common topic (risk type, area, portfolio or types of
operations analysed), can be performed simultaneously
at different institutions, have a similar scope and
use common techniques or tools. Their aim is to ensure
that the area reviewed is treated consistently and that
best practices are extracted to incorporate them
into the inspection methodology. Logically, they
require significant coordination work, which is performed
by a group of experts comprising, among others,
the persons responsible for the inspections, and is led
by a coordinator.
Six campaigns have been included in the SEP for 2020,
with the related inspections accounting for somewhat
more than one fourth of all those scheduled for the year.
The campaign topics were credit risk (retail mortgage
portfolio, commercial mortgage portfolio and leveraged
finance), technology risk (cybersecurity), market risk
(derivative valuation), and capital and governance (ICAAP
review). Nine of the inspections of Spanish institutions
scheduled in the 2020 SEP relate to one of these campaigns.
Cross-border inspections are those where either the head
of mission and at least one inspection team member
(cross-border inspections, strictly speaking) or at least two

of the other team members (mixed-team inspections)
are from an NCA other than that where the institution
subject to inspection is located.
Planning, assigning resources and managing these
inspections is, logically, more complex. Additionally,
these inspections pose a challenge for the head of
mission and for the team members who come from other
countries, since they have to deal with the special
features of the local context (characteristics of the
banking system, specific regulations and language).
In 2017 the SB set the goal that approximately one third of
all the inspections in the SSM were to be of this kind in the
medium to long term.
The objective for 2020, which was set in 2019, that 30%
of inspections within the SSM are to be of this kind, is
maintained. Banco de España staff is scheduled to lead
five cross-border inspections and to participate in
another one.
As regards the inspection topic, because it is new, and
with the aim of applying a consistent approach to all the
inspections, a working group has been created for
inspections whose aim is to review the models used to
estimate accounting provisions within the IFRS 9. In all
likelihood these types of inspections will be a form of
campaign in the future. Four inspections of Spanish
institutions of this kind have been planned in the SEP for
2020, accounting for 30% of the total scheduled within the
SSM as a whole.

Finally, the supervisory plan for LSIs is approved by the Bank’s Executive
Commission, as they are subject to the Bank’s direct supervision. However, the
ECB is kept informed of the content of the plan. In 2019 11 on-site inspections were
performed at LSIs. Nine more are scheduled for 2020.
In addition to the traditional areas and aspects, such as analysis of credit quality and
foreclosed assets, governance and solvency, special emphasis has been placed on
the sustainability of the business model during the on-site inspection visits performed
at LSIs in 2019. This is because retail banking profitability has declined across the
board in the European banking system, owing to the volume of non-earning assets,
resistance to cost reduction, the process of deleveraging of the Spanish economy
and the prolonged low, and even negative, interest rate environment, resulting
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in the significant liquidity volumes at LSIs having a very high cost in terms of
lower income.
In this connection, the policies implemented to combat the decline in profitability, a
key component for maintaining adequate solvency, have been analysed. These
necessarily involve management measures (e.g. an increase in fees and commissions
and/or reduction of overheads) to adapt to the current economic environment, as
well as decisions aiming to reduce non-earning assets (NPLs and foreclosed assets)
at certain institutions.
The results of the inspection visits at LSIs are discussed with the institutions
themselves through the so-called “preliminary conclusions letter” to establish
the most significant points resulting from the inspection visits, after which the
corresponding letters to the institutions, as approved by the Executive Commission
of the Banco de España at the proposal of the Directorate General Banking
Supervision, are drawn up (see Section 2.2.7 for further details).

2.2.4

Dividend distribution and variable remuneration policies

Institutions’ profit distribution policies must comply with the principle of
prudence and be designed to maintain an adequate level of capitalisation at
all times. For this purpose, the competent authorities make an annual
recommendation on the distribution of profit. The ECB’s recommendation of
January 2020 distinguishes three situations:
— Institutions that, as at 31 December 2019, satisfied the applicable capital
requirements and had already reached their fully-loaded capital ratios
under the assumption that the transitional period has concluded should
set the distribution of dividends in a conservative manner in 2020.
— Institutions that, as at 31 December 2019, satisfied the applicable capital
requirements but had still not reached their fully-loaded capital ratios
should set the distribution of dividends in a conservative manner,
securing, furthermore, at a minimum, a linear path towards the fullyloaded capital ratios, with respect to the IFRS 9 transitional period
envisaged in Article 473a of the CRR in the case of institutions that have
chosen to apply it.
— Institutions in breach of the applicable capital requirements should in
principle not distribute any dividend.
Additionally, all institutions are expected to comply for these purposes with the Pillar
2 capital requirements (P2R) and the Pillar 2 guidance (P2G).
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On that date the ECB sent a letter to institutions recommending the application of a
variable remuneration policy compatible with a conservative path, which is at least
linear, towards compliance with the fully-loaded capital requirements.
In line with these criteria, in February 2020 the Banco de España issued a
recommendation to LSIs on their dividend and variable remuneration policies.
This recommendation included the main aspects of the ECB’s recommendations.

2.2.5

Common procedures, suitability and other procedures

The common procedures relate to authorisations to take up the business of
credit institutions, withdrawals of such authorisations and the acquisition
of qualifying holdings. They are provided for by Regulation (EU) No 468/2014 of the
ECB of 16 April 2014 establishing the framework for cooperation within the SSM
between the ECB and NCAs. In these procedures, for Spanish institutions the Banco
de España makes an initial assessment and draws up a proposal for each specific
case. The ECB then makes a final decision on the basis of this proposal and any
additional work it considers appropriate to undertake.
The rest of procedures include most notably that relating to suitability. At all
times during which they hold office, and not just at the time they take it up, all senior
officers of credit institutions are required to meet the suitability requirements
stipulated in the regulations. Thus, they must have commercial and professional
integrity, possess appropriate knowledge and experience for the exercise of their
functions, comply with the rules on conflicts of interest and limitations (where
applicable), and, in the case of the members of the board of directors, be in a position
to exercise good governance, i.e. i) have sufficient time to carry out their duties, and
ii) be free from conflicts of interest.
The Banco de España –in the case of LSIs– and the ECB, acting in close collaboration
with the Banco de España –in the case of SIs– supervise compliance with the rules
on the suitability of credit institutions’ senior officers at all times during which they
hold office.
Since December 2018 there is a single form to assess the suitability of all senior officers
of credit institutions, whether they are directly supervised by the SSM or by the Bank.
It has been verified during 2019 that the use of this form by the two types of credit
institutions has served to improve the transparency of the suitability assessment
criteria applied by the Bank and for the suitability assessment files to be more complete
from the onset, which also contributes to their being processed in less time.
The adoption of the Guidelines on the assessment of the suitability of
members of the management body and key function holders (EBA/GL/2017/12)
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Table 2.4
PROCEDURES IN RESPECT OF CREDIT INSTITUTIONS INVOLVING THE BANCO DE ESPAÑA

Total
Qualifying holdings, merger, spin-off and other signiﬁcant acquisitions

11

Cross-border activity of Spanish credit institutions

90

Branches in the EU
Branches in third countries

10
1

Freedom to provide services

69

Representative ofﬁces

10

Cessation of business
Loans to senior ofﬁcers
Suitability of senior ofﬁcers

1
36
179

Procedures relating to own funds

17

Amendments to articles of association

39

Communications with other supervisory authorities or institutions

16

Other procedures

49

Total

438

SOURCE: Banco de España.

and the subsequent modification of the Guide to Fit and Proper Assessment,
drafted by the ECB as a result of the entry into force of the aforementioned
guidelines, both in 2018, had a significant impact on supervision in 2019,
contributing to a more fluid supervisory dialogue and greater certainty for
institutions as regards supervisory expectations relating to suitability criteria
applicable to their senior officers.
Table 2.4 details both the common procedures and the rest of procedures for credit
institutions in which the Banco de España has taken part.

2.2.6

Crisis management framework

The recovery and resolution framework defines three clearly distinct phases
in distress and in the credit institutions’ crisis: a preventive phase, an early
intervention phase and the resolution phase. The Bank has a determining role in
the first two phases. The main functions and tasks of the different phases are defined
in Figure 2.3.
Recovery plans must, in general, be prepared at least yearly. Their aim is to
establish measures to restore institutions’ financial position in the event it is financially
impaired. They should at least contain the information envisaged in Annex 1 of Royal
Decree 1012/2015 and should be updated whenever a significant change affects
institutions. Although they are all required to prepare and maintain a recovery plan,

BANCO DE ESPAÑA

68

Report on Banking Supervision in Spain, 2019

Figure 2.3
MAIN FUNCTIONS AND TASKS IN THE VARIOUS PHASES OF DETERIORATION AND IN THE CREDIT INSTITUTION CRISIS

PREVENTIVE PHASE

— In this phase, the resolution
and the supervisory authorities carry
out planning activities to address
a potential crisis
— Institutions must draw up a recovery
plan, which will be reviewed
by the supervisor
— The resolution authority must draw
up resolution plans in order to plan
for the potential resolution
of an institution

EARLY INTERVENTION PHASE

— This phase is activated when
an institution's ﬁnancial position
signiﬁcantly deteriorates, but
the institution can remedy
it through its own means
— To deal with these situations,
supervisors are equipped with
a wide range of supervisory
and early intervention measures

RESOLUTION PHASE

— When the following circumstances
concur, resolution will be activated:
• The institution is failing or is likely
to fail in the near future
• There are no reasonable
prospects that other measures
will prevent the bank from failing
in a reasonable period of time
• There are public interest grounds
for performing a resolution

SOURCE: Banco de España.

certain banks may comply with this obligation in a simplified manner, allowing for the
plan’s contents to be more reduced and for them to be updated less frequently.
As regards LSIs, the eligibility policy for simplified obligations has changed
this year, as a result of the entry into force of Commission Delegated Regulation
2019/348 specifying the criteria for assessing the impact of an institution’s failure on
financial markets, on other institutions and on funding conditions, on the basis of
quantitative and qualitative criteria. As a result, nine institutions or groups are subject
to full obligations and 47 may comply with simplified obligations, updating their
recovery plan at least every two years.
As regards SIs in 2019, the importance of assessing overall recovery capacity
(ORC) in the process of reviewing recovery plans should be noted. The ORC
provides an overall perspective of the extent to which institutions would be able to
restore their financial position following significant deterioration. In this connection,
banks should: i) provide a credible and realistic view of their ORC, taking into
account the best practices identified by the ECB (see Table 2.5); ii) test the
effectiveness of their options and the resulting ORC in a range of scenarios, and
iii) include in the plan a justification of how the impact and viability of each recovery
option have been estimated.
With respect to the groups of SIs, the JSTs performed the following activities within
the crisis management framework:
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Table 2.5
BEST PRACTICES IDENTIFIED BY THE ECB TO BETTER ESTIMATE ORC

Institutions must consider the existence of mutually exclusive recovery options (e.g. asset sale versus asset
securitisation)
Interdependencies between options must be taken into account (e.g. dividend cancellation affecting capital
increase measures)
The possible reputational effects of certain recovery measures (e.g. dividend cancellation) and the institution's
operational capability (e.g. the possibility of preparing the securitisation of several asset portfolios in parallel)
should be borne in mind
Institutions must consider the impact of the economic situation in the countries where they pursue certain
activities or where they have subsidiaries on certain recovery options (e.g. disposal of subsidiaries in countries
whose ﬁnancial situation has deteriorated)
SOURCE: ECB, Report on recovery plans (July 2018).

— The 2018 recovery plan review cycle, initiated in the fourth quarter of the
preceding year, was completed. As a result of the assessments, letters
were sent to institutions notifying them of the aspects in which they have
to improve in the following plan cycle and, in the case of more serious
shortcomings, requesting the remittance of specific action plans to
remedy them within a reasonable period.
— The JSTs participated in the prior consultation of resolution plans with the
Single Resolution Board.
With regard to LSIs, the Banco de España:
— Completed in 2019 its assessment of the recovery plans sent by obliged
entities in the fourth quarter of 2018. As a result of the review, wherever
appropriate, letters were sent to the institutions either requesting that the
shortcoming detected be remedied by them in the next plan sent or
requiring that a new plan be sent by the legally established deadline in the
case of significant shortcomings.
— Participated with the NCAs of less significant European groups with a
presence in Spain in recovery plan decision-making.
— Likewise, it participated in the legally envisaged prior consultation phase
on resolution plans of LSIs.

2.2.7

Letters

As a result of the above-described supervisory actions in 2019, a total of 110
letters were sent to LSIs, with requirements and recommendations made by the
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Chart 2.5
NUMBER OF LETTERS ADDRESSED TO CREDIT INSTITUTIONS
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Chart 2.6
NUMBER OF RECOMMENDATIONS AND REQUIREMENTS NOTIFIED TO CREDIT INSTITUTIONS
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Banco de España in the exercise of its supervisory powers. Chart 2.5 provides a
breakdown of these letters by type of institution and subject matter. Of these, 60
related to capital decisions, 37 to recovery plan reviews, 11 to on-site inspections
and 2 to the findings of off-site monitoring.
Chart 2.6 shows the breakdown by subject matter of the 383 requirements and
recommendations contained in the 110 letters sent to credit institutions. The
requirements notified to LSIs in 2019 largely related to solvency and, specifically,
to capital decisions, since all institutions are asked, on an annual basis, to satisfy a
capital requirement level. Most of the requirements arising from the inspections
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performed related to governance, followed by credit risk. These governance
requirements were issued with a view to improving the composition and functions of
committees, internal control and contingency plans. Credit risk requirements, which
are accounted for by the type of business (retail banking) pursued by these
institutions, related mostly to reclassifications to non-performing assets, and to the
need for increasing loan-loss provisions and improving the specific internal controls
in place for credit risk.
The bulk of recommendations referred to the business model and advocated
increasing the recurring sources of income and adjusting overhead costs, to ensure
institutions’ sustainability in the long term.

2.2.8 Other actions
The Banco de España cooperates closely with the CPBCIM (by its Spanish
abbreviation) and its Executive Service (SEPBLAC) in the supervision and
inspection of compliance with AML/CTF obligations by institutions supervised by, or
registered at, the Banco de España, pursuant to Spanish legislation and the
cooperation and coordination agreement entered into with the CPBCIM.
In 2019, the Banco de España laid the groundwork for strengthening the internal
function for the supervision and inspection of AML/CTF obligations. The work carried
out during the year in this connection notably included the updating of the
methodology for assessing banks’ ML/TF risk and the review and documentation of
the different AML/CTF inspection procedures. This work is scheduled for completion
in the second quarter of the current year.
Also worth noting is the growing participation in various international working
groups, in collaboration with other departments and directorates general of the
Banco de España, and the completion of two inspections focusing specifically on
reviewing these risks. For more details on the international initiatives relating to this
issue, see Box 2.5.
In addition, the Banco de España collaborates with other national supervisors.
Specifically, with the CNMV, on the supervision of activities relating to financial
markets and the supervision of consolidated groups which include credit institutions
and investment firms. It also works in coordination with the DGSFP, when a
consolidated group of credit institutions includes institutions that are subject to
supervision on an individual basis by the DGSFP.
Lastly, it collaborates with international organisations such as the International
Monetary Fund (IMF) and the World Bank. In 2019, the DGBS continued working
with the IMF on the tasks involved in the analyses of the financial and banking
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Box 2.5
ANTI-MONEY LAUNDERING: INTERNATIONAL INITIATIVES

In 2019, numerous major international initiatives were
developed and completed to improve the global
AML/CTF framework:
European Union. In December 2018, the Council of
the European Union adopted an action plan to combat
ML/TF risks more effectively. This plan entrusted the
European Commission, the EBA and national supervisory
authorities with a series of non-legislative short-term
actions, on which they began working in 2019.
The amended Capital Requirements Directive published in
2019 (CRD-V) underlines the important role played by the
prudential banking supervisor in identifying ML/TF risks,
the need for these risks to be factored into supervisory
tasks, the required cooperation with the EBA and the
authorities responsible for the supervision of ML/TF, and
the adoption, where appropriate, of the measures available
to them. The amended directive completes the update of
the global framework for the supervision of these risks.

risk factors, and iii) various initiatives to implement the
aforementioned action plan adopted by the Council.
Following the amendment of the ESA Regulations, the
EBA’s role in this area was strengthened, extending its
mandate to the entire financial sector and creating a new
high-level committee to take over the tasks currently
performed by the AMLC.
In addition, in July 2019, the EBA published an opinion
inviting prudential supervisors to send a common message
to credit institutions about the relevance of AML/CFT
concerns from a prudential perspective. Along the same
lines, the ECB issued a statement highlighting the
importance of, and the consideration given to, the prevention
of such risks. The Banco de España also contributed to this
initiative by issuing a statement on these concerns in
December 2019, addressed to banking associations.

Basel Committee. In 2019, the work of the Anti-Money
Laundering Expert Group, of which the Banco de España
is a member, centred on further developing their
Guidelines on sound management of risks related to
money-laundering and financing of terrorism, by adding
an annex on cooperation between prudential supervisors
and AML/CTF supervisors.

Single Supervisory Mechanism. In 2019, the SSM put
considerable effort into integrating aspects relating to
ML/TF risks into its prudential supervision tasks. This work
included: i) signing a multi-lateral agreement with national
AML/CTF authorities in the European Economic Area (EEA)
to foster and facilitate the exchange of information, and ii)
developing a methodology and adapting its processes to
incorporate concerns relating to these risks into the SSM’s
prudential banking supervision tasks.

European supervisory authorities (ESAs). Namely: the
EBA, the European Securities and Markets Authority
(ESMA) and the European Insurance and Occupational
Pensions Authority (EIOPA). The sub-committee of the
ESAs’ joint Anti-Money Laundering Committee (AMLC)
worked on: i) drawing up the guidelines of the AML/CTF
supervisory colleges; ii) updating the guidelines on ML/TF

More specifically, the areas in which the SSM has included
AML/CTF-related aspects are: i) the process for new credit
institution authorisations; ii) assessment of the acquisition
of qualifying holdings; iii) assessment of the suitability of
Board members; iv) the SREP, and v) the adoption
of prudential administrative measures that include the
imposition of sanctions, if necessary.

system within the framework of Article IV of the IMF’s Articles of Agreement and the
Financial Sector Assessment Programme (FSAP).
Also, the Banco de España coordinated visits from the European Commission, the
ECB and the European Stability Mechanism (ESM), in connection with postprogramme surveillance (PPS),8 at which the financial and real situation

8 Since the conclusion of Spain’s financial assistance programme in January 2014, during which the country

received financial assistance from the ESM, and within the framework of the PPS (Article 14 of Regulation (EU) No
472/2013), the European Commission, in coordination with the ECB, organises twice-yearly visits to Spain, during
which meetings with the Banco de España are scheduled.
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of

the

Spanish

economy

was

analysed

from

a

macroprudential

and

microprudential standpoint, including that of banks which had received State
aid during the financial programme.

2.2.9 The quality function
The core purpose of the quality function is to ensure the excellence of the
DGBS’s activities, by promoting consistency and uniformity, streamlining and
simplifying its processes and verifying compliance with internal regulations.
The Quality Division is responsible for the quality of the direct supervision of LSIs
and other institutions supervised by the DGBS outside the scope of the SSM, for the
horizontal functions of the DGBS and for the review of activities not within the SSM
scope (for example AML/CFT). It is also the DGBS’s point of contact with the Internal
Audit Department of the Banco de España, and cooperates with the ECB’s
Supervisory Quality Assurance (SQA) Division.
In the SSM, the SI supervisory quality function is the responsibility of the ECB. The latter
and the NCAs work together through a cooperation and consultation group known as the
SQA Network, which meets regularly several times a year and whose members are in
permanent contact. These interdependencies and tasks are shown in Figure 2.4.

Figure 2.4
INTERDEPENDENCIES AND TASKS OF THE QUALITY FUNCTION

— Direct supervision of LSIs
and non-SSM institutions
— Supervision of the horizontal
functions of the DGBS

Supervisory
functions

— Supervision of non-SSM
functions

— Participation in SQA
Network meetings

Quality
function

Collaboration
with Internal
Audit

SOURCE: Banco de España.
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Collaboration
with ECB

— Collaboration
on the SQA
Division's quality
reviews and
projects

Box 2.6
DEVELOPMENT OF A QUALITY METHODOLOGY FOR THE DGBS

The quality methodology seeks to lend a formal structure
to the working methods of the group, providing the basis
for its activities. This methodology is built on six pillars:
1 Objective of the quality function
To contribute to the ongoing improvement of the work
performed by the DGBS.
2 Planning of activities
A key element for drawing up the annual plan is a quality
“object map” encompassing all supervisory activities,
procedures and/or tools subject to review.
3 Type of activities performed by the quality function
These include quality reviews (in-depth analysis of an
activity, procedure and/or tool), other quality actions (onthe-spot, unscheduled reviews with a very specific scope)

and quality projects (definition or design of procedures and/
or tools that contribute to improving supervisory activities).
4 Point of contact between the DGBS and Internal Audit
The quality group cooperates in the internal audits
performed in the DGBS, monitors the requirements
issued and tries to prevent overlaps between the quality
reviews and this audit work.
5 Cooperation with the ECB
The quality group participates in the regular meetings of the
Supervisory Quality Assurance (SQA) Network and
cooperates in the reviews led by the SSM’s SQA Division.
6 Activity report
A report on the activities carried out during the year and on
the related findings is prepared annually.

Figure 1
QUALITY METHODOLOGY IN THE DGBS

Objective
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Internal audit

Cooperation with
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SOURCE: Banco de España.

In 2019, the Banco de España quality function conducted various quality reviews
envisaged in the Annual Plan, notably including a review of the internal tool used in
supervision as a documentation repository and to record DGBS processes.
In addition, it carried out nine quality-oriented actions not envisaged in the plan and
a further ten quality projects. These included developing a methodology for the
quality function which formalises and structures the group’s working methods and
which, together with the definition of an “object map” (a set of activities, functions
and tools subject to review), constitute the elements underpinning the Annual Plan
drawn up by the Quality Division (see Box 2.6 for a description of the quality
methodology). Another quality project that will prove highly useful for the oversight
of supervisory activities was the development of a dashboard enabling the
managers of the different DGBS organisational units to quickly identify the overall
status of the last three years’ action plans and their degree of progress, and to
use of the aforementioned internal tool.
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The division carrying out the quality function cooperated actively on various ECB-led
quality reviews of SI supervision and on a number of SQA Division quality projects.

2.3

Supervision of institutions other than credit institutions
The Banco de España has exclusive microprudential supervisory powers over
the following institutions other than credit institutions that provide financial
services or perform functions related to the financial sector: specialised lending
institutions, mutual guarantee companies, reguarantee companies, appraisal
companies, payment institutions, account information service providers, electronic
money institutions, currency-exchange bureaux, banking foundations and Sareb.9
Table 2.6 lists these institutions.

Table 2.6
REGISTER OF OTHER INSTITUTIONS

2014

2015

2016

2017

2018

2019

Institutions with an establishment

198

195

198

190

190

190

Specialised lending institutions

47

39

35

31

31

27

SLIs payment institutions
Mutual guarantee companies
Reguarantee companies

0

5

8

8

8

9

24

21

21

19

18

18

1

1

1

1

1

1

Appraisal companies

40

36

37

35

35

32

Currency-exchange bureaux (a)

10

13

12

14

14

16

Payment institutions

45

43

41

39

40

42

Hybrid payment institutions (b)

—

2

3

3

4

—

Branches of EU payment institutions

8

12

15

14

12

12

Agent networks of EU payment institutions

3

3

3

3

3

2

Electronic money instutions

4

3

4

5

5

7

Branches of EU electronic money institutions

2

2

2

2

4

8

Agent networks of EU electronic money institutions

0

0

1

1

1

1

13

14

14

14

13

13

Account information service providers
Banking foundations
Sareb
Institutions without an establishment
Electronic money instutions
Payment institutions

1

1

1

1

1

1

1

318

401

484

556

597

712

55

75

112

156

187

242

263

326

372

400

410

454

Account information service providers

16

SOURCE: Banco de España.
a Not including establishments authorised only to purchase currency using euros.
b Reclassiﬁed as payment institutions.

9 Section 2.7 describes in detail the supervisory powers of the Banco de España over these types of institutions.
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Table 2.7
THE BANCO DE ESPAÑA'S SUPERVISORY POWERS OVER PAYMENT SERVICE PROVIDERS

Type of institution

Activities pursued

Payment institutions

Providers of payment services
and instruments that play a key
role in the functioning
of an effective, efﬁcient
and secure payment system,
which is, in turn, critical to the
proper functioning of economic
and business relations

Electronic money institutions

Account information service providers

Legal basis
Article 26 of Royal Decree-Law
19/2018 of 23 November 2018
on payment services and other
urgent ﬁnancial measures
Article 20 of Law 21/2011 of 26 July
2011 on electronic money

Article 15 of Royal Decree-Law
19/2018 of 23 November 2018
on payment services and other
urgent ﬁnancial measures

Main actions
The supervisory work conducted
in relation to these institutions focuses
on checking that the funds received
from customers are appropriately
safeguarded, the institutions'
solvency and internal control,
and, in particular, the adequacy
of the mitigating measures
and control mechanisms
for neutralising the operational
and security risks associated
with payment services

SOURCE: Banco de España.

The legal basis under which the Banco de España supervises these institutions
and the approach behind the supervisory tasks differ from case to case. Although
the weight of these institutions with respect to the financial system as a whole
cannot be compared to that of credit institutions, an effective regulatory
and supervisory model for these institutions promotes the fluidity of
financial intermediation mechanisms and generates a climate of trust in financial
institutions.
Following the transposition into Spanish legislation of PSD-2, it is important to note
certain new regulatory developments affecting institutions specialising in providing
payment services, as described in Table 2.7.

2.3.1

Supervisory actions

In 2019, 310 ongoing off-site supervisory actions were performed by various
means: periodic monitoring, reviews of external audit reports and other actions, as
detailed in Chart 2.7.
In addition, a total of three on-site inspections were performed in 2019, two at
appraisal companies and one at a mutual guarantee company.
Following the supervisory actions, five letters were sent to these institutions,
addressed to the parties detailed in Chart 2.8. Two of the letters relate to the
outcome of ongoing monitoring actions and three to inspections. Chart 2.9
shows the number of recommendations and requirements, by area, contained in
these letters.
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Chart 2.7
NUMBER OF ONGOING OFF-SITE SUPERVISORY ACTIONS AT OTHER INSTITUTIONS
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Chart 2.8
NUMBER OF LETTERS ADDRESSED TO OTHER INSTITUTIONS
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Chart 2.9
NUMBER OF RECOMMENDATIONS AND REQUIREMENTS NOTIFIED TO OTHER INSTITUTIONS
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2.3.2 Authorisations and other procedures
The Banco de España participates in the granting and withdrawal of startup licences for these institutions and in other procedures relating to the
exercise of their activities. That said, the scope of its involvement is not the
same for all types of institutions. The Banco de España is the competent authority
for granting and withdrawing licences for electronic money institutions, payment
institutions, account information service providers, currency exchange bureaux
and for the official recognition of appraisal companies. However, it only has to
issue a mandatory report on the authorisation of specialised lending institutions,
mutual guarantee companies and reguarantee companies, the granting of which
is the prerogative of the Ministry of Economic Affairs and Digital Transformation,
taking also into account, where required by law, the prior report by the SEPBLAC.
In 2019, a total of 24 institution start-up requests and a total of 23 deregistrations
were processed, as shown in Table 2.8.
Similarly, in 2019, a further 2,426 procedures relating to supervisory powers over
these institutions were performed, as detailed in Table 2.9.

Table 2.8
CHANGE IN THE NUMBER OF NON-CREDIT INSTITUTIONS. 2019 vs. 2018

Value at
31/12/2018

Registrations

Deregistrations

Value at
31/12/2019

Change
2019-2018

31

1

5

27

-4

8

2

1

9

1

Mutual guarantee and reguarantee companies

19

0

0

19

0

Appraisal companies

35

0

3

32

-3

Currency-exchange bureaux

14

3

1

16

2

Payment institutions

40

7

5

42

2

Hyrbid payment institutions (b)

4

0

4

0

-4

Electronic money institutions

5

2

0

7

2

1

1

Specialised lending institutions (SLIs)
SLIs payment institutions (a)

Account information service providers
Branches of EU payment institutions
Branches of EU electronic money institutions
Total

1
12

4

4

12

0

4

4

0

8

4

172

24

23

173

1

SOURCE: Banco de España.
a Formerly classiﬁed as SLIs, hybrid payment institutions.
b Reclassiﬁed as payment institutions.
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Table 2.9
OTHER PROCEDURES CONDUCTED BY THE BANCO DE ESPAÑA IN RESPECT OF OTHER INSTITUTIONS
Number of procedures in 2019

Payment
institutions
Qualifying holdings, merger,
spin-off and other signiﬁcant
acquisitions
Cross-border activity of
Spanish institutions (a)
Branches in the EU
Branches in third countries
Freedom to provide services
Agents
Cessation of business

Electronic
money
institutions

6

1

7

1,967

80

0

30

1

Appraisal
companies

Currencyexchange
bureaux

Sareb

Banking
foundations

1

0

0

15

0

0

0

2,047
31

0

0

79

623

1,393

0

127

1,393
2

22

4

14

1

8

8

318

95

52

3

3

6

4

6

14

Authorisation of management
protocol and ﬁnancial plan

13

Communications with other
supervisory authorities or
institutions

Total
other
Institutions

0

Procedures relating to own funds
Amendments to articles
of association

Mutual
guarantee
companies

544

5

Suitability of senior ofﬁcers

Specialised
lending
institutions

2

Other procedures

13

2
3

Total

3
2,426

SOURCE: Banco de España.
a Each daily notiﬁcation per institution and recipient country is deemed a procedure.

2.4

Compliance with vetted access to activity
Under Spanish legislation, several financial activities are subject to vetted
access to activity, i.e. they can only be carried out by the institutions legally
authorised to do so. The Banco de España’s functions include overseeing
compliance with this legislation, taking action on those seeking to break into the
financial market without meeting the conditions of access, whether it be through
the exercise of activities legally restricted to credit institutions, payment service
providers or other types of institutions supervised by the Bank, or through the use
of generic names restricted to those institutions or any other name that may be
confused with them.
The year 2019 saw the initiation of supervisory actions relating to 13 legal entities
which might have been carrying out restricted activities without authorisation, the
outcome of which could lead to the adoption of penalties.
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2.5

Supervision of payment service providers
The transposition of PSD-2 into Spanish legislation, and the national and EU
implementing regulations deriving from this directive present far-reaching
changes for payment services. These regulatory amendments, which entail
changes of a technical nature, changes to processes and even to the business
strategy of payment service providers, have affected both the sector and the
supervisory function of the Banco de España.
The new regulations allow for the provision of new payment services and have led
to the emergence of new, more flexible, and technologically advanced actors, with a
very low cost structure, who now compete with traditional payment services providers
and are also subject to supervision by the Banco de España. Moreover, the financial
sector’s transformation, driven by digitalisation and technological innovation, has brought
new risks, some of which may even be systemic. This means that the Banco de España
must ensure that adequate levels of stability, security and protection are maintained for
users in this transformation, in conditions of efficiency, accessibility and immediacy.
All the above requires supervisory teams to have a high degree of specialisation,
from the very the outset when authorisation is requested by institutions specialising
in the provision of such services.
In 2019, the Payment Systems Department began to gradually take on new
supervisory tasks, exploiting the synergies stemming from knowledge of the business
and of payment infrastructures, and devoting part of its activity to implementing
some of the processes required to monitor the obligations arising from the
transposition of PSD-2. Two of these processes merit special attention.
The first is the process developed for the immediate reporting of major
operational and security incidents, in the terms provided for in the related EBA
Guidelines (EBA/GL/2017/10), both by the payment service providers to the Banco
de España and by the latter to other NCAs which may be concerned by the incident,
to the EBA and the ECB.
The process for reporting such incidents through the Banco de España’s Virtual
Office was implemented in March 2019. Despite the short period of time lapsed
since it was launched, some data relating to these incidents can be extracted. The
following are among the most significant:
— Around 80% of incidents were reported by credit institutions, while the
remaining 20% related to other payment service providers.
— Around 90% of the incidents reported were due to operational problems,
and the remaining 10% were security incidents.
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— The most frequent reporting criteria used for classifying an incident as
serious was the volume of operations affected, present in practically all of
the incidents reported.
The second is the implementation of the process designed for reporting
statistical data on fraud, in the terms provided for in the related EBA Guidelines
(EBA/GL/2018/05). In order to minimise the impact on payment service providers,
this process followed the same methodology used for statistical reporting on
payments pursuant to Regulation (EU) No 1409/2013 of the European Central Bank
of 28 November 2013, on payment statistics. Statistical data on fraud, corresponding
to the first half of the year, were first reported to the Banco de España in September
2019. After data cleansing and aggregation, the data were sent to the ECB and the
EBA in December 2019.
Another new development with a significant impact on the payments industry was
the obligation imposed on account servicing payment service providers (ASPSP)10
to allow customers who are offered online payment accounts access to these
accounts through third parties (TPP),11 as detailed in Box 2.7.
Similarly, following the entry into force of Commission Delegated Regulation (EU)
2018/389,12 the Banco de España stepped up its supervisory activity on strong
customer authentication and common and secure open standards of communication.
Thus, in the context of the supervisory flexibility announced by the EBA in its Opinion
issued on 21 June 2019,13 and specified in the Opinion dated 16 October 2019,14 it
embarked on a process to assess the migration plans of payment service providers
to adapt e-commerce card-based payment transactions to the new security
requirements.

10 Account servicing payment service provider: payment service provider which provides a payer with one or more

payment accounts and is responsible for servicing them (traditionally, credit institutions).
11 Third party provider: payment service provider authorised to participate in certain online transactions in the new

context of open banking. These currently include three types of institutions:
— Account information service providers offering an online service which consists of providing aggregated
information about one or more payment accounts held by the payment services user at another payment
service provider or at several payment service providers.
— Payment initiation service providers offering an online service to initiate a payment order at the request of
the payment service user with respect to a payment account held at another payment service provider.
— Payment service providers issuing card-based payment instruments, providing payers with a payment
instrument they can use to initiate and process payment transactions, having first obtained confirmation
from the ASPSP that funds are available in the payer’s payment account.
12 Commission Delegated Regulation (EU) 2018/389 of 27 November 2017, supplementing Directive (EU)

2015/2366 of the European Parliament and of the Council with regard to regulatory technical standards for
strong customer authentication and common and secure open standards of communication.
13 EBA Opinion on the elements of strong customer authentication under PSD-2 (EBA-Op_2019-06).
14 EBA Opinion on the deadline and process for completing the migration to strong customer authentication (SCA)

for e-commerce card-based payment transactions (EBA-Op-2019-11).
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Box 2.7
PSD-2 AND SECURITY OF PAYMENTS: STRONG CUSTOMER AUTHENTICATION AND THE USE OF COMMON
AND SECURE OPEN STANDARDS OF COMMUNICATION

In recent years, technological innovation has resulted in
the rapid growth of electronic payments and the
emergence of new types of services and new specialist
payment service providers, particularly on the internet.
This has led to a notable increase in operational and
security risks relating to payment services, due to their
greater technical complexity.
In order to ensure user protection and the security of
payment services, PSD-2 lays down a requirement for
strong customer authentication to verify the payment
service user’s identity or the validity of the payment
instrument used. This procedure is based on the use of
two or more elements, categorised as “knowledge”
(something only the user knows, such as a password),
“possession” (something only the user possesses, such as
a mobile device), and “inherence” (something the user is,
such as a fingerprint). These elements should be
independent, so that the breach of one does not
compromise the reliability of the others.
However, to find a balance between payment security
and the level of risk posed by each service, strong
authentication will only be required when a payer:
1) accesses her/his payment account online; 2) initiates
an electronic payment transaction; or 3) carries out
through a remote channel any action which may imply a
risk of payment fraud or other abuse.
In any event, in electronic payment transactions
conducted through a remote channel or a payment
initiation service provider, one of the authentication
elements must dynamically link the transaction to a
specific amount and payee.
To allow for the development of broadly accessible and
user-friendly payment systems, PSD-2 establishes that
payment service providers may opt not to apply strong
customer authentication depending on the level of risk,
amount, recurrence and the payment channel used to carry
out the payment transaction. The conditions for applying
these exemptions (eligible transactions, acceptable level of
risk, maximum amounts, etc.) are specified in the
Commission Delegated Regulation (EU) 2018/389.

This regulation also establishes a set of measures
aimed at protecting the confidentiality and integrity of
personalised security credentials, both when they
are created or associated with the user and when
they are delivered or renewed (for example, by
establishing mechanisms that guarantee the secure
delivery of passwords via internet to the payment
service user).
In addition, for the providers of new payment initiation
and account information services (TPP) to be able to
render their services without being required to use a
particular business model, PSD-2 and, especially, the
aforementioned Commission Delegated Regulation (EU)
2018/389, establish a series of measures to ensure
secure communication in the context of those services
and the interoperability of different technological
communication solutions.
Thus, ASPSPs (traditionally, credit institutions) providing
payment accounts that are accessible online should
offer at least one access interface enabling third party
payment service providers to access these accounts
and lend their services in a secure and efficient manner.
This interface should comply with standards of
communication issued by international or European
standard-setting bodies and should enable third party
payment service providers to identify themselves to the
account servicing payment service provider, and to use
all the authentication procedures provided by the latter
to its customers.
ASPSPs can comply with this requirement either by
authorising the use by third party payment service
providers of the interfaces offered directly to their
customers or by implementing a dedicated interface, as
long as it ensures the same level of availability
and performance as the interfaces directly available to
the payment service user (basically, by developing
application programming interfaces (API)).1 Most entities
have pursued the second option.
In anticipation that this may not always be the case,
Commission Delegated Regulation (EU) 2018/389

1 Application Programming Interface: a technological solution consisting of a set of definitions and protocols used for developing and integrating

application software.
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Box 2.7
PSD-2 AND SECURITY OF PAYMENTS: STRONG CUSTOMER AUTHENTICATION AND THE USE OF COMMON
AND SECURE OPEN STANDARDS OF COMMUNICATION (cont’d)

provides for a series of contingency measures, one of
which would be to establish an additional mechanism
giving access through the interfaces offered directly to
users, known as the fall-back mechanism. However, the
above regulation makes provision for the national
competent authority to, following consultation with
the EBA, exempt account servicing payment service
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providers from applying this contingency measure,
subject to certain conditions relating to the proper
functioning of the dedicated interface.
The Banco de España has set up an informal,
ad hoc procedure to verify that the APIs implemented
by Spanish ASPSPs comply with the aforementioned
conditions.

3
MACROPRUDENTIAL POLICY
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MACROPRUDENTIAL POLICY

3.1

Macroprudential instruments
The Banco de España regularly monitors systemic risks to the financial
system. As a complement to microprudential supervision, which analyses each
bank individually, macroprudential policy takes an overall view of the financial system
as a whole, analysing the interplay between financial institutions and sub-sectors
and the potential implications for the real economy. For this purpose, the Banco de
España performs regular exercises to identify and monitor risks and vulnerabilities
across the entire financial system and among systemically important banks.
Macroprudential policy brings together a set of prudential tools to mitigate
identified risks to financial stability and increase institutions’ shock-absorbing
capacity. The work performed by the Banco de España to analyse financial stability
is essential to define the stance on the macroprudential instruments available, for
which the Banco de España is the designated authority in the case of credit
institutions. Under current regulations, the Banco de España regularly sets two
types of macroprudential capital buffers to address the build-up of cyclical and
structural risk: i) the countercyclical capital buffer (CCyB); and ii) the buffers for
Spain’s global and domestic (other) systemically important institutions (G-SIIs and
O-SIIs, respectively). The changes to the CRR and the CRD approved in 2019 affected
the design and application of various macroprudential capital buffers available to the
Banco de España (see Box 3.1). In parallel, the Banco de España started work on a
circular on the new macroprudential tools relating to credit institutions made available
to it under Royal Decree-Law 22/2018 and Royal Decree 102/2019.1 These
instruments will allow the Banco de España to apply the CCyB to specific sectors,
to limit the concentration of exposures and to set certain conditions on lending.

3.1.1

Countercyclical capital buffer

The Banco de España sets the countercyclical capital buffer (CCyB) for credit
exposures in Spain quarterly. The CCyB is designed to ensure that banks gradually
build up an additional capital reserve in financial upturns. The difference between this
capital buffer and other capital requirements is that the funds built up would be released
in the next financial downturn, to absorb possible losses and help mitigate the contraction
in credit flows to the real economy that are usually observed in these situations.

1 For more information, see Box 3.1 of the Financial Stability Report, Spring 2019.
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Box 3.1 ?.?
Recuadro
TÍTULO
NEW
MACROPRUDENTIAL
RECUADRO
REGULATORY DEVELOPMENTS IN THE EUROPEAN UNION

The entry into force of Directive (EU) 2019/878 (CRD-V)
and of Regulation (EU) 2019/876 (CRR-II) introduces a
series of amendments to the legislative framework
governing the macroprudential tools for credit institutions
laid down in CRD-IV and the CRR. These changes come
into effect at different times, according to the date of
entry into force of the provisions in which they are
included.1 The amendments to CRR II/CRD-V are the
result of the experience acquired to date in the countries
of the European Union in the use of these tools. The
amendments seek to make the existing framework more
flexible, improve the delimitation of its scope and ensure
that the tools are used in a consistent manner, in line with
the purpose of their design. The greater flexibility
envisaged in the use of some macroprudential tools has
led in turn to an amendment to Pillar 2, confined to the
specific risks of each regulated entity, thus eliminating
the possibility of Pillar 2 measures being applied in
respect of considerations linked to systemic risk.
As regards the measures relating to the application of
capital buffers, the key new developments refer to Articles
131 and 133 of the CRD, on capital buffers for G-SIIs and
O-SIIs2 and on the systemic risk buffer, respectively. In the
case of the other macroprudential tools, there are minor
changes to Articles 124, 164 and 458 of the CRR.
The most significant change relates to the design of the
systemic risk buffer, which now also applies to sectoral
exposures, as opposed to the previous situation in
which it only applied to total risk exposure. For this
purpose, four main sectors are specified and the EBA is
given the mandate to define subsectors for each of
these. The four main sectors are: i) retail exposures to
natural persons secured by residential property;
ii) exposures to legal persons secured by commercial
property; iii) exposures to legal persons other than those
specified in point (ii); and iv) exposures to natural
persons other than those specified in point i). If a
national authority were to activate an overall buffer (on
all exposures) and one or several sectoral buffers, the total
buffer requirement would be the sum of all the buffers

activated.3 In addition it is specified that this buffer
should not be used to mitigate risks that are already
being addressed by means of O-SII buffers (a practice
followed to date by some European NCAs, which
considered that the limit set for O-SII buffers was
insufficient) or for risks covered by the CCyB.
The amendments to CRD-V also increase the maximum
limit set for the O-SII capital buffer, up to 3% (previously,
2%) of risk-weighted assets (RWAs); this level may be
exceeded with the authorisation of the European
Commission. The upper limit for buffers of foreign banking
groups’ subsidiaries identified as O-SIIs is also increased
and now stands at the lower of the buffer at the consolidated
group level plus 1 pp and 3% of the subsidiary’s RWAs (or,
as appropriate, the percentage authorised by the
Commission for application to the consolidated group).
Under the new framework the G-SII and O-SII buffers and
the systemic risk buffer become additive, up to a limit of
5%; over that limit, the authorisation of the European
Commission will be necessary.
Regarding the G-SIIs, the main new development relates
to the mandate given to the EBA to draft a methodology
for identifying G-SIIs alternative to that designed by the
BCBS that will not treat European banks’ exposures
within the countries of the banking union as cross-border
exposures. The systemic importance scores resulting
from this adjustment may be used as a guide for the
possible exercise of expert judgment, in order to
reclassify G-SIIs, where necessary, in a different subcategory from that applicable under the BCBS
methodology, with the corresponding change in the
capital buffer requirement.
The amendments to CRR-II also make minor changes to
some articles that are relevant for macroprudential
purposes. In particular, the powers conferred in Articles 124
and 164 of the CRR – which allow increased risk weights on
mortgage portfolios subject to the standardised approach
and increased loss given default (LGD)4 for institutions using
internal ratings based (IRB) approaches – previously lay

1 The changes in this respect in CRR-II are applicable from 28 December 2020. Those contained in CRD-V will have effect from 29 December 2020 or

once their transposition into the national legislation of each Member State has been completed.
2 For more details on capital buffers for systemic institutions, see section 3.1.2. As explained in that section, the highest level buffer will be applicable to

institutions that are classed both as G-SIIs and O-SIIs.
3 If the combined buffer requirement or any of the sectoral buffers exceeds 3% of RWAs, the opinion of the European Commission must be sought; the

authorisation of the Commission is needed for levels between 3% and 5%. When the buffer is activated the minimum level may be equivalent to 0.5%
of RWAs (previously, 1%).
4 LGD is the expected loss on an exposure classified as «in default» as a percentage of the total exposure at the time of default. It is the percentage of

the exposure that the institution does not expect to recover in the event of default.
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Box 3.1
NEW MACROPRUDENTIAL REGULATORY DEVELOPMENTS IN THE EUROPEAN UNION (cont’d)

with the competent (microprudential) authority. Under the
new regulations, each Member State may assign
responsibility for these buffer requirements to the national
authority designated for macroprudential tools.

Lastly, the European Commission has undertaken to
make a comprehensive review of the macroprudential
rules contained in the CRR/CRD, by June 2022 and every
five years thereafter.

In 2019 the Banco de España fine-tuned the analytical framework that serves
as a base for its CCyB decisions. One of the key indicators used in the quarterly
CCyB decisions is the credit-to-GDP gap. This indicator, developed originally by the
BCBS, measures the difference between the credit-to-GDP ratio and its long-run
trend. Although it has a generally very good – and internationally proven – capacity
to detect imbalances in an economy’s level of debt and predict systemic crises,
the indicator works less well in the wake of strong deleveraging such as that observed
in the Spanish economy in recent years. For this reason, the Banco de España has
developed its own statistical specification of the credit-to-GDP gap, tailored to
historical observations of financial cycle duration in Spain. The output gap, which
measures the difference between economic growth and its potential value, has also
been included in the analytical framework, so as to take into account situations of
economic overheating (a positive output gap) which may be a good time to consider
building up the CCyB.
The Banco de España has started to use 3-year projections of all the macrofinancial indicators considered in the CCyB analysis. Naturally, these projections
are consistent with the Banco de España’s quarterly macroeconomic projection
exercises. Using forecasts will make it easier to identify when is the best time to
activate the CCyB, as pursuant to the regulations, credit institutions are required to
satisfy the buffer requirement within 12 months of its activation.
In 2019 the CCyB remained at 0% for credit exposures located in Spain. The
quarterly CCyB decisions taken by the Banco de España are based on the analysis
performed according to the methodological framework described above, which in
addition to quantitative indicators may also take into account other qualitative
information that may be relevant. In 2019 the adjusted credit-to-GDP gap remained
below its threshold level for activation of the CCyB. However, during the year, most
indicators gradually moved towards levels that evidence signs of build-up of
cyclical systemic risk. The latest baseline projections scenario suggests that some
of these indicators may begin to cross the risk thresholds in mid-2021. Nevertheless,
in view of the present climate of uncertainty and the predominance of downside
risks to the baseline scenario, more than the usual degree of caution is required in
decision-taking.
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3.1.2

Systemically important institutions

Each year the Banco de España identifies systemically important institutions
and sets their capital buffers. Since 2015 the Banco de España identifies those
institutions whose hypothetical failure would cause severe harm to the financial system
and the real economy, i.e. systemically important institutions. Precisely to reduce the
likelihood of collapse of these institutions and to correct any possible competitive
edge they may have in the funding market owing to their systemic importance, the
regulations require that they hold an additional capital buffer. Systemic importance is
assessed both at the international level (G-SIIs) and the national level (O-SIIs).
To identify systemic institutions, the Banco de España applies, as appropriate,
global international standards and agreements as implemented in EU and
Spanish law. The G-SII and O-SII identification methodologies use similar indicators
relating to several dimensions of banking activity: a) size of balance sheet;
b) interconnectedness with the financial system; c) substitutability of the services
provided in the event of failure; d) complexity of activities pursued; and e) scale of
cross-border activity. On this basis, institutions included in the identification exercise
are assigned a score that classifies them according to the “systemic footprint”: the
higher the score, the greater the systemic importance. The BCBS and the FSB
coordinate the identification and setting of buffers of G-SIIs at the global level. The
national designated authorities are responsible for identifying O-SIls, while the
determination of their capital buffers is governed – in the euro area – by the ECB’s
guidelines on minimum buffer requirements.
In November 2019 the Banco de España announced the designation of one
G-SII for 2021 and five O-SIIs for 2020, along with their capital buffers. 2 Table 3.1
shows the buffer requirements for each institution identified. The institution classified
both as a G-SII and an O-SII must comply only with the higher of the two requirements.

Table 3.1
CAPITAL BUFFERS FOR SYSTEMIC INSTITUTIONS

Designation

Capital buffer
requirement in 2020 (%)

G-SII and O-SII

1.00%

Banco Bilbao Vizcaya Argentaria, SA

O-SII

0.75%

CaixaBank, SA

O-SII

0.25%

Institution

Banco Santander, SA

Sabadell, SA

O-SII

0.25%

BFA Tenedora de Acciones, SAU (Bankia, SA)

O-SII

0.25%

SOURCE: Banco de España.

2 See press release “Banco de España updates the list of systemically important institutions and sets their capital

buffers” of 25 November 2019.
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3.2 National macroprudential policy
AMCESFI, Spain’s new macroprudential authority, was created by virtue of
Royal Decree 102/2019 of 1 March 2019. It is organised as a collegiate body
attached to what is now the Ministry of Economic Affairs and Digital Transformation
and is made up of senior representatives from the Ministry and the three sectoral
authorities with prudential regulatory and supervisory responsibilities for the Spanish
financial system: the Banco de España, the CNMV and the DGSFP. AMCESFI is
entrusted with the regular monitoring and analysis of systemic risk factors. Its powers
include issuing alerts and recommendations on any matter that may affect financial
stability and opinions on proposed macroprudential measures notified to it in
advance by the sectoral authorities. With the creation of AMCESFI, Spain meets the
recommendations of the ESRB and the IMF and thus places itself on an equal footing
with other euro area countries.
In AMCESFI’s first year of activity, the foundations for its internal workings
and organisation have been laid. Through regular meetings, since April 2019,3 of
its Board and Financial Stability Technical Committee (FSTC),4 AMCESFI has served
as a forum for debate and exchange of information on the macro-financial risk

Inaugural meeting of AMCESFI’s Board, 1 April 2019 at the Ministry of the Economy and Enterprise.

3 See Ministry of the Economy and Enterprise press release, “La Autoridad Macroprudencial celebra su primera

reunión”, of 1 April 2019.
4 The Board is chaired by the Third Deputy Prime Minister and Minister for Economic Affairs and Digital Transformation,

with the Governor of the Banco de España acting as vice-chair. The FSTC is chaired by the Deputy Governor of
the Banco de España, with the General Secretary of the Treasury and International Financing acting as vice-chair.
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situation, proposed regulatory and macroprudential measures and recent
international committee developments. In 2019 AMCESFI worked on the draft of an
internal regulation and on the design and implementation of an own website, as a
platform for compliance with the provisions of Royal Decree 102/2019 in terms of
transparency and accountability. AMCESFI’s first annual report is to be presented to
Parliament in 2020.

3.3

SSM macroprudential tasks
In the framework of the SSM, the Banco de España is in continuous dialogue
with the ECB and with other national authorities on macroprudential analysis
and policy matters. In accordance with its regulatory obligations, the Banco de
España informs the ECB in advance of all its proposed macroprudential measures.
Specifically in 2019 the Banco de España informed the ECB of the quarterly CCyB
measures and of the annual designation of systemically important institutions (G-SIIs
and O-SIIs) and their respective capital buffers.5 This is part of a regular process
whereby the ECB scrutinises national macroprudential policies in the euro area.
The Banco de España takes part in the ECB’s Financial Stability Committee
(FSC) and the Macroprudential Forum (MPF). Through its working groups, the
FSC seeks to foment the analysis of risks and vulnerabilities for financial stability
and to facilitate the exchange of information, thus encouraging coordination in the
formulation of macroprudential policy measures between central banks and national
supervisory authorities in the euro area. Notably in 2019 the FSC completed the
technical review of the guidelines on minimum calibration floors for capital buffers
for O-SIIs in the euro area. The work of the FSC is regularly presented to the MPF,
which brings together the Supervisory Board and the Governing Council of the ECB,
for discussion and, where appropriate, approval by the latter.

5 NCAs must also provide information on the systemically important institutions in advance to the EBA, the European

Commission and the ESRB.
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4
SUPERVISION OF INSTITUTIONS’ CONDUCT
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SUPERVISION OF INSTITUTIONS’ CONDUCT

Appropriate customer relations are a key element of any forward-looking
banking business model. They are also the basis for maintaining the industry’s
reputation and confidence in the banking system, the pillars upon which financial
stability rests.
Therefore, the Banco de España continued to place particular emphasis on
institutions’ conduct in 2019. It remains particularly mindful of society’s demands for
increasing levels of consumer protection, as revealed by the recent amendments to
banking legislation (e.g. the new mortgage loan regulations reinforcing, among other
matters, responsible credit underwriting).
This conduct-related supervisory function is implemented outside the SSM
framework and affects all institutions in the Banco de España’s Official Registers
(including foreign branches) and certain aspects of the business of institutions
operating in Spain without an establishment.

4.1

Conduct-related supervisory activity
Conduct-related supervisory activity in 2019 focused mainly on the areas shown in
Figure 4.1.
Chart 4.1. shows the supervisory actions conducted in 2019. A number of the actions
were cross-institutional in nature, enabling an analysis of how various institutions
address the same subject matter. A significant number of the actions were unplanned,
including those conducted as a result of complaints received.
In addition to the supervisory actions on specific areas and/or institutions, the Bank
has continued to pay special attention to ongoing oversight through monitoring,
allowing for improved knowledge of institutions1 – on an individual or group basis –
and certain processes (such as how complaints are handled or control over
advertising). The information obtained from these activities is the basis for determining
institutions’ conduct profiles, which is key for planning annual supervisory actions.
By subject matter in supervisory activity, supervision of consumer credit has
continued to gain in prominence in 2019. However, supervisory activities in other

1 For further information see Box 4.1 of the Report on Banking Supervision in Spain 2018.
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Figure 4.1
SUPERVISION OF CONDUCT: MAIN AREAS OF ACTIVITY

Mortgage lending

Consumer credit

Customer service
departments

Digitalisation

Financial information
to SMEs

Advertising

Payment services

Payment accounts

Purchase of foreign currency
banknotes and coins

SOURCE: Banco de España.

Chart 4.1
CONDUCT-RELATED SUPERVISORY ACTIONS IN 2019 BY SUBJECT MATTER

Number
Supervisory actions (a)
Of which, unplanned

63

70

18

205

34

75

6

17
55

MORTGAGES

CONSUMER CREDIT

17

ADVERTISING

SOURCE: Banco de España.
a Of these supervisory actions, 65 were initiated before the beginning of 2019.
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OTHER (ATMs, FINANCIAL INFORMATION TO SMEs, CUSTOMER SERVICE DEPARTMENTS,
TRANSPARENCY, DISTANCE MARKETING, PAYMENT SERVICES)

Box 4.1
MARKETING OF REVOLVING CREDIT CARDS

In 2019 the Bank conducted a cross-institutional
supervisory action on 26 of the institutions that most
actively market revolving credit cards. The aim was
twofold: to increase the supervisor’s knowledge of this
market; and to monitor the degree of compliance with
Law 16/2011 of 24 June 2011 on credit agreements
for consumers.
Revolving credit cards have an associated credit limit. The
drawn credit is not repaid in full at the end of each
settlement period, but rather paid off in regular instalments.
The drawable credit is partially replenished as the borrower
pays the instalments, less interest and fees.
While there are credit cards that operate exclusively as
revolving credit cards available on the market, there are
also others that accept different payment methods. The
most common method is paying off the full due balance at
the end of the calendar month.
A high proportion of the credit cards operating solely as
revolving credit cards are issued with the default
configuration for the payment of a pre-set minimum
instalment. This considerably lengthens the time it takes to
pay off the credit drawn, and may even result in it never
being paid off if the instalments only cover interest and fees.
Credit cards with several payment modalities tend to be
configured, by default, for the full balance to be paid
off at the end of the month interest-free; however, some
are issued as deferred payment cards with pre-set
minimum instalments.
The supervisory action centred on the marketing
conditions for these products. Specifically, it focused on
the following matters:

Advertising for these cards not omitting relevant information
or including skewed or incomplete information; in particular,
the issue free of charge of the card as a means of payment
being omitted unless there is clarification that such lack of
charge, as is often the case, does not apply to the drawing
of credit or the associated interest rate.
The assistance that should be provided to the consumer
not being limited to the provision of pre-contractual
information or the information available on the institution’s
website. Instead, it should be accompanied by appropriate
explanations. These, among other information, should
detail the risks associated with the chosen payment
method. The institution must ensure that the personnel
marketing the product have the knowledge required to
provide appropriate advice, particularly in the case of
outsourced or externalised services.
Institutions ensuring the customer is always provided with
the Standard European Consumer Credit Information form
prior to commencing the process to take out the product,
and it not having any content- or form-related shortcomings.
Lastly, as regards responsible lending, institutions ensuring
the underwriting analysis procedures, methods and
policies are sufficient and appropriate to assess the
consumer’s creditworthiness and that, in any event,
suitable documentation for such purpose is requested.
The aim of this action is to contribute to improving
consumer protection in this market, by sending to the
institutions in question the appropriate requirements
letters to correct inappropriate conduct and by using the
information obtained to identify best practices that guide
regulatory action in this field.

areas remain important, i.e. mortgage lending, the transparency of payment
services, advertising, the functioning of customer service departments and the
activity of establishments buying and selling foreign currency banknotes and
traveller’s cheques.
In addition to the activities conducted on revolving credit cards detailed in Box 4.1,
consumer credit supervisory actions included focusing on financing for car purchases
and credit linked to the supply of goods and services. The Bank has instituted a
cross-institutional action aimed at ensuring correct application of transparency and
consumer protection legislation, and banking best practices when granting loans in
the form of overdrafts on sight deposits.
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Figure 4.2
MATTERS GIVEN PRIORITY IN THE SUPERVISORY REVIEW OF COMPLIANCE WITH LAW 16/2011 OF 24 JUNE 2011
ON CREDIT AGREEMENTS FOR CONSUMERS

AREAS OF ACTION

MATTERS GIVEN PRIORITY

GOVERNANCE AND
PRODUCT OVERSIGHT

— Correct deﬁnition of internal powers over product design and approval
— Deﬁnition of a target customer
— Establishment of controls over intermediaries
— Deﬁnition of sales staff training plans
— Establishment of remuneration criteria associated with service quality
— Provision of appropriate explanations to the consumer regarding the credit agreement, giving a
balanced description of the product's advantages and risks

PRE-CONTRACTUAL
INFORMATION

— Provision of the Standard European Consumer Credit Information (SECCI) to the customer in good
time and, in any event, prior to the customer assuming any contractual obligation
— Substantiation of the provision to the customer and storage of the pre-contractual information;
establishment of a procedure to do so
— Constant updating of pre-contractual information models to bring them into line with the prevailing
legislation

CONTRACTUAL
DOCUMENTATION

— Constant updating of model agreements to bring them into line with prevailing legislation

RESPONSIBLE
LENDING

— Lending procedures should be in line with the responsible lending provisions and principles laid down,
respectively, in Rule Twelve of, and Annex 6 to, Circular 5/2012

REGULAR
INFORMATION TO
CUSTOMERS

— In each periodic setttlement of interest or fees, customers must be provided with a settlement
document that expresses clearly and accurately the matters metioned in Rule Eleven of, and Appendix
4.3 to, Circular 5/2012

UNARRANGED
OVERDRAFT

— Accuracy of the APR calculation and compliance with the limitation in Article 20(4) of Law 16/2011
— Conformity of the interest rates and fees with those stipulated in the agreement and the maximum rates
and fees issued in Annex 2 to Circular 5/2012
— Transparency and information provided to the customer prior and subsequent to opening an
unarranged overdraft

SOURCE: Banco de España.

Figure 4.2 breaks down by area the matters given priority in the review of compliance
with Law 16/2011 of 24 June 2011 on credit agreements for consumers.
As regards mortgage loans, one of the agreements with the greatest impact
on consumers, the Banco de España has endeavoured to ensure transparency
both when such loans are marketed and over their term, with particular focus
placed on the protection of those mortgagors facing grave economic
hardship. In line with the approach of recent years, the Bank has continued to
review the mortgage portfolio of the industry’s most significant institutions. In
addition to monitoring formal compliance with the requirements under the
aforementioned legislation, in 2019 the Banco de España continued to monitor
whether floor clauses were properly applied in accordance with the provisions of
mortgage loan agreements.
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Box 4.2
MONITORING COMPLIANCE WITH TRANSPARENCY OBLIGATIONS AT BANK BRANCHES

In order to assess whether the information and
documentation provided to bank customers at branches
comply with the legislation governing the transparency of
banking products and services and bank customer
protection, in March 2019 Banco de España employees
visited 189 branches of 12 institutions throughout Spain.

In relation to the pre-contractual information for personal
loans and revolving credit cards, the “European
Standardised Information Sheet” (ESIS) including the
necessary information and being used as the precontractual disclosure document upon which the
explanations of the financing offered are based.

The analysis of the documentation obtained and the
information gathered in interviews with the employees of
those branches provided the supervisor with a privileged
insight into the degree of the sales network’s awareness of
the need for appropriate conduct when dealing with bank
customers.

The information on submitting complaints to the institution
being available on the branches’ notice boards and the
institution ensuring proper receipt and referral of the
complaints to the customer service department.

This action is part of a supervisory strategy promoting the
“conduct culture” in institutions in order to prevent
inappropriate practices detrimental to the customer. It has
also made it possible to better convey the related
supervisory expectations to institutions’ regulatory
compliance areas.
The following matters were monitored through this action:
The Mortgage Loan Access Guide being included in the
pre-contractual information made available to interested
customers and appropriate explanations about the
commercial offer being given with the Pre-contractual
Disclosure Document (FIPRE by its Spanish name).
Information provided on the procedure and costs to
remove the discharged mortgage from the Land Registry
clearly stating that the institution will not charge any
amount to merely issue a certificate evidencing repayment
of the loan or for a legal representative appearing before a
notary to execute a public deed declaring the loan repaid.

The form provided to customers to claim allegedly
unauthorised card charges or complain about
discrepancies concerning cash withdrawals from ATMs
including a warning about the temporary nature of the
possible payments of the amounts claimed.
The information relating to the Code of Good Practice for
protecting mortgagors experiencing financial hardship
being available on the notice board and provided to
the customer.
Customers being aware of limits on withdrawals above or
below an amount. Timetable restrictions not specifically
stipulated in the agreement cannot be placed on the
provision of a basic cash service.
This action allowed 306 advertisements to be analysed;
some shortcomings were detected, the most common
being expired advertising.
This action at the point of sale is deemed a particularly
useful tool for preventing inappropriate conduct, since it
bolsters institutions’ conduct culture. It will therefore
continue to be performed in coming years.

Along with identifying and correcting institutions’ inappropriate conduct, all the
aforementioned supervisory activities sought to promote the implementation of a
conduct culture and appropriate governance that, with the commitment of the
institutions’ governing bodies, pervade the entire organisation. In that way, banks
may constantly behave responsibly and ethically in their dealings with customers,
irrespective of the channel used. In this connection, the Bank is bolstering those
supervisory actions that monitor the marketing conditions at the point of sale.
Box 4.2 details a supervisory action conducted at bank branches.
Lastly, as part of the supervisory efforts to monitor marketing conditions across all
possible channels, digital technology’s huge impact on the way institutions interact
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Box 4.3
TECHNOLOGY’S IMPACT ON THE SUPERVISION OF INSTITUTIONS’ CONDUCT

The financial sector, like the rest of society, has been
impacted by the technological change linked to
digitalisation. Adapting to it is crucial to the future of the
banking business. Nonetheless, it is essential that in this
changing environment institutions continue to treat their
customers responsibly and ethically.
New technologies mean that customers have a wider
variety of products available to them, which they access
through new, faster and personalised channels. Such
speed and misunderstood ease may pose additional risks
when taking out certain credit products and incentivise
rash consumption.
It is also important that institutions’ processes and internal
applications are included in the technological change,
since banks’ internal operations are key to providing an
appropriate service to customers.
Digitalisation does not just affect the banking sector.
Naturally, it also impacts supervisory activity and,
specifically, the supervision of conduct. This change
results in new areas and, particularly, new channels to be
supervised to ensure that the digital transformation is not
in any way damaging to the level of customer protection.
Greater knowledge of institutions’ digital transformation
was obtained in 2019. Information was gathered from
institutions on their approach to digitalisation. This includes
their methodology and strategies, and digitalisation’s
impact on each phase of each product’s marketing process.
In this connection, the Banco de España has continued
to assess the distance marketing of current and savings

accounts through channels such as institutions’
websites and smartphone applications. The Banco de
España has checked that adequate explanations, using
clear, concise language highlighting the information on
costs and fees, are furnished and that the prior information
is provided in good time before the consumer is bound by
any credit agreement. It is important that the customer
understands the consequences of taking out the
banking product and that the risks stemming from the
immediacy of taking out products digitally are minimised.
The Banco de España has continued to participate in the
international discussion on adapting conduct-related
supervisory tools to the digital environment, particularly
through its involvement in the International Financial
Consumer Protection Organisation (FinCoNet).
New technologies have also been integrated into the
supervisory activity. For instance, machine-learning
techniques have been implemented to support
management and analysis of the data gathered when
conducting supervisory activities. These techniques,
based on the tool’s “continuous learning”, make it possible
to analyse more data and documentation by extracting
and automatically identifying certain data, automatically
categorising documents and transforming unstructured
data into structured reports.
Digitalisation applied to supervision ultimately results in
greater insight into supervised institutions’ degree of
compliance with transparency legislation, thus opening up
a new range of opportunities for supervision in general and
for market-conduct supervision in particular.

with their customers cannot be ignored. Box 4.3 shows how analysis of the impact
of digitalisation on banking activity continues to be a supervisory priority.

4.2

Adoption of supervisory measures
Noteworthy among the supervisory measures adopted is the initiation of six
sanctioning proceedings. These stem from five inspections conducted in the
mortgage loan area and one inspection concerning the application of the Code of
Good Practice included in the annex to Royal Decree-Law 6/2012 of 9 March 2012
on urgent measures to protect mortgagors experiencing financial hardship (Royal
Decree-Law 6/2012). Chart 4.2 details the supervisory measures adopted in 2019 as
a result of the verifications conducted in the various supervisory actions.
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Chart 4.2
SUPERVISORY MEASURES ADOPTED IN 2019

6

31
INITIATION OF SANCTIONING PROCEEDINGS

95

REQUIREMENTS LETTERS (a)
RECOMMENDATION LETTERS
58

SOURCE: Banco de España.
a The 58 requirements letters contain 222 speciﬁc requirements for institutions.

The requirements and recommendations necessitate follow-up to verify
effective compliance. Part of the supervisory efforts in 2019 centred on verifying
effective compliance with the requirements and recommendations issued to correct
shortcomings detected in the completed supervisory actions.
Also, as regards the supervisory review of advertising in 2019, which monitors
whether customers receive clear, sufficient, impartial and accurate
information, 441 letters were sent requesting the removal or rectification of
advertising that did not meet the legislation’s requirements.
Lastly, it should be noted that over the last five years, since October 2014 when the
powers to supervise institutions’ conduct were conferred on the Market Conduct
and Claims Department, approximately 650 supervisory actions have been
conducted. These have resulted in 26 sanctioning proceedings, 218 requirements
letters and 469 recommendation letters. Several of these measures may correspond
to the same action.
All the supervisory activities have made a major contribution to bolstering
institutions’ banking-product regulatory compliance function and the role of
customer service departments. The compliance function and the customer
services department are key to developing and promoting the conduct culture that
must permeate institutions’ business.
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5
OVERSIGHT AND SUPERVISION OF MARKET INFRASTRUCTURES
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OVERSIGHT AND SUPERVISION OF MARKET INFRASTRUCTURES

Financial market infrastructures (FMIs)1 are a key component of the financial
system and play a central role in the economy as most trade and financial transactions
are cleared, settled and registered through them. Given their importance, the smooth
operation of these infrastructures is a specific area of focus for financial authorities
in general and central banks in particular, and they are therefore subject to supervision
and oversight by central banks. Box 5.1 sets out the main differences between these
two functions.

5.1 Oversight of payment systems and instruments
Payment systems provide essential services to the real economy, offering efficient
mechanisms for the payment of any purchase of goods or services, from international
trade transactions to consumer purchases in a supermarket.
Overseeing the smooth operation of payment systems has traditionally been
one of the main responsibilities of central banks, which are tasked with fostering
their efficiency and safety. Although responsibility for the infrastructure lies with the
operator, the central bank, through the oversight function, similarly promotes
the smooth operation of payment systems by monitoring existing systems and future
developments, assessing them against the standards defined and prompting any
changes necessary. Oversight extends to payment instruments, a key component of
payment systems, as they enable end-users to transfer funds. Although the supply
and use of these instruments do not entail systemic risk, they must also be safe and
efficient in order to maintain confidence in the smooth operation of the financial
system and in the currency.
The Banco de España is entrusted with overseeing payment systems and instruments
under Article 16 of Law 13/1994 of 1 June 1994 of Autonomy of the Banco de España.
As oversight is also one of the core functions assigned to the Eurosystem, the Bank’s
role in this area is strengthened through its membership of the Eurosystem and it
performs this function in a coordinated manner, applying uniform criteria based on
the Eurosystem Oversight Policy Framework.

1 FMIs include payment systems, securities settlement systems, central securities depositories (CSDs), central

counterparties (CCPs) and trade repositories.
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Box 5.1
DIFFERENCES BETWEEN THE OVERSIGHT AND SUPERVISION OF FINANCIAL MARKET INFRASTRUCTURES

The oversight and supervision of FMIs1 are separate but
complementary functions which have quite a few points in
common. The purpose of supervision is to verify
compliance with the set of standards governing the
functioning of the infrastructure (members, operations,
etc.), whereas oversight focuses on assessing aspects
that affect efficiency and safety as a result of the potential
resulting impact on both the infrastructure itself and on the
financial system as a whole, evaluating the degree to
which these objectives are met and introducing changes
where necessary.
A case in point of this complementarity is the National
Electronic Clearing System (SNCE), which is subject to
oversight and supervision by the Banco de España. As
such, within the supervisory function, the Bank, among
other activities, authorises the approval of and
amendments to the articles of association of Iberpay, as
system operator; receives and analyses the annual
accounts, directors’ report and external auditor’s report;
and approves the basic operating rules of the system.
The oversight function, however, assesses aspects
related to the safety and efficiency of the SNCE, such as
the guarantee mechanism in the event of a member’s
default, evaluating the degree to which this mechanism
meets its objective from the perspective of safety
and efficiency for the system and members as a whole.
The mechanism is also subject to supervision, in order to
verify its compliance with prevailing legislation. The
oversight assessment must also be used as an input for
supervisory rulings.

Another major difference lies in scope: supervision focuses
on infrastructure on an individual basis, whereas oversight
has a broader perspective, analysing safety and efficiency
within an ecosystem that encompasses other
infrastructures and key actors and, therefore, takes
account of systemic risk implications. Oversight considers
the implications for financial stability and the currency.
Nevertheless, this gap is increasingly narrowing, inasmuch
as macroprudential stability responsibilities are conferred
upon supervisory authorities.
Lastly, oversight is typically based on standards or
principles, under which the FMI assessments are
conducted. The outcome of these assessments can lead
to the preparation of recommendations aimed at improving
the efficiency and safety of the system, implementation of
which by the operator turns on the moral suasion
capabilities of the authority performing the assessment.
Conversely, supervision is more prescriptive in nature, as it
is founded on a standard which sets out obligations, and
the supervisory authority is empowered to impose
sanctions if cases of non-compliance arise. Nevertheless,
oversight authorities occasionally also turn to prescriptive
frameworks, such as the regulation on oversight
requirements for systemically important payment systems
(ECB/2014/28).
As a result, the oversight function may suggest changes to
strengthen the operation of the system from a safety and
efficiency perspective, which may ultimately be included
in the related standards. Any such additions would require
the approval of the infrastructure supervisor.

1 The Principles for Financial Market Infrastructure issued by the Committee on Payments and Market Infrastructures (CPMI)-International Organisation of

Securities Commissions (IOSCO) refer to payment systems, securities settlement systems, central securities depositories, central counterparties and
trade repositories.

5.1.1 Payment systems
In the national arena, the Banco de España is the primary overseer of the
National Electronic Clearing System (the SNCE, by its Spanish acronym),
the Spanish retail payment system managed by Sociedad Española de Sistemas de
Pago, SA (Iberpay). The SNCE mainly processes transfers, including instant transfers,
direct debits, cheques and bills of exchange.
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As part of its oversight of the SNCE in 2019, the Bank monitored the implementation of
the Eurosystem cyber resilience strategy for financial market infrastructures2 and
security measures to reduce the risk of fraud. These security measures, adopted by the
Eurosystem, stem from the CPMI’s strategy on reducing the risk of wholesale payments
fraud related to endpoint security.3 They have been implemented by the SNCE, as it is
an ancillary system that performs settlements in TARGET2 (wholesale payment system
of the Eurosystem) and is therefore considered an endpoint of this system.
An analysis has also been conducted of the set of initiatives undertaken by Iberpay, as
system operator, aimed at reducing interbank settlement risk. These notably include
the changes to the guarantee mechanism for the SNCE’s Single Euro Payments Area
credit transfer (SEPA credit transfer) sub-system (see Section 5.2 for more details).
In the European arena, as part of the Eurosystem’s cooperative oversight
arrangements, the Bank participates in the oversight of the real-time gross
settlement system TARGET2, operated by the national central banks of all euro
area countries. The ECB coordinates these tasks and has primary responsibility for
the ongoing oversight of the overall system. TARGET2 is the largest payment system
in the euro area in terms of processed amounts and is used for processing largevalue interbank payments, including Eurosystem monetary policy operations. The
system also processes urgent retail payments by customers of participating
institutions. Further, the system performs final settlement of the cash legs from the
majority of payment and securities clearing systems in the euro area. As such,
the smooth operation of these systems largely depends on the correct functioning
of TARGET2, and vice versa. The majority of TARGET2 oversight activities are
focused on the technical platform shared by the central banks using the system.
Each central bank also monitors the specific aspects of its national component.
Together with the other euro area central banks, the Banco de España also
forms part of the cooperative oversight of the other pan-European payment
systems, specifically EURO1 (large-value payment system), STEP2 (retail
payment system) and RT1 (instant payment system), all of which are operated by EBA
Clearing and for which the primary overseer is also the ECB. TARGET2, EURO1 and
STEP2 are considered to be systemically important payment systems (SIPS) in the
Eurosystem under the classification criteria set out in the ECB regulation on oversight
requirements for systemically important payment systems (SIPS Regulation).4

2 For more information on the Eurosystem cyber resilience strategy for FMIs, see Memoria Anual sobre la Vigilancia

de las Infraestructuras de los Mercados Financieros 2017 (in Spanish): https://www.bde.es/f/webbde/Secciones/
Publicaciones/PublicacionesAnuales/MemoriaAnualSistemasPago/17/MAV2017.pdf.
3 For more information on this strategy, see Memoria Anual sobre la Vigilancia de las Infraestructuras de los Mercados

Financieros 2018 (in Spanish): https://www.bde.es/f/webbde/Secciones/Publicaciones/PublicacionesAnuales/
MemoriaAnualSistemasPago/18/MAV2018.pdf.
4 Regulation (EU) No 795/2014 of the European Central Bank on oversight requirements for systemically important

payment systems (SIPS Regulation).
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In 2019 an assessment was launched of the degree of compliance of TARGET2,
EURO1 and STEP2 with the new requirements introduced in the SIPS Regulation in
2018, including new obligations relating to governance and financial risk management.
This Regulation also refers to the Eurosystem’s cyber resilience oversight expectations
(CROE) for financial market infrastructures.
In parallel, and as part of the Eurosystem’s implementation of the CPMI’s strategy on
reducing the risk of wholesale payments fraud related to endpoint security, an
analysis has been conducted of the EURO1 and TARGET2 security measures in this
area, with a view to fostering steps to reinforce them, if necessary.
As explained earlier, oversight extends to payment instruments and, in particular,
payment schemes,5 which involves assessing their efficiency and safety.

5.1.2 Payment instruments
As with payment systems, there is cooperative oversight of payment
instruments in the Eurosystem, applying the same common standards that
comprise the Eurosystem’s oversight rules. Specifically, oversight of international
card schemes such as VISA, Mastercard and American Express is carried out by a
lead central bank that acts as primary overseer, in cooperation with the other
Eurosystem central banks.6 National card schemes are overseen by the corresponding
national central bank. The Bank oversaw the three Spanish schemes (4B, EURO6000
and ServiRed) until 2018, when they merged into a single scheme (Sistema de
Tarjetas y Medios de Pago, SA), which it also oversees.
During 2019 implementation of the recommendations made to the previous card
schemes, which must also be adopted by the new scheme as their successor, was
monitored. This work was concluded favourably, with all of the recommendations
made having been incorporated into the operating rules of the new scheme.
In the area of cooperative oversight, in 2019 the assessment of the SEPA Credit
Transfer (SCT) scheme was concluded and work was carried out to monitor the
implementation of the recommendations made in the assessment exercises of
the SEPA Core Direct Debit scheme and the SEPA Instant Credit Transfer (SCT Inst)
scheme conducted in prior years.7

5 A payment scheme can be defined as the set of rules and procedures, aimed at its member institutions, that set

out how operations performed through a specific payment instrument (transfer, direct debit, card, etc.) must be
executed.
6 Specifically, the primary overseer of VISA and American Express is the ECB, whereas the primary overseer for

Mastercard is the Belgian central bank.
7 These SEPA schemes are managed by the European Payments Council (EPC).
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5.2

Supervision of Iberpay
Under Article 17 of Law 41/1999 of 12 November 1999 on securities payment and
settlement systems, management of the SNCE is entrusted to Iberpay, which in turn
is to be supervised by the Banco de España. In the exercise of this supervisory function,
the Bank is empowered to approve the company’s articles of association and amendments
thereto, and the basic operating rules of the systems and services that it manages, which
are its core purpose, prior to their adoption by the company’s corresponding bodies.
Further, basic rules relating to the complementary or ancillary services provided by
Iberpay and technical or operating instructions regulating the operation of the systems
and services that it manages, including the SNCE, must be communicated, once adopted,
to the Bank, which may present its objections within 10 business days of receiving them.
In 2019 the Banco de España received a total of 14 operating instructions for
the SNCE, none of which was opposed. Notable among the changes introduced
by these operating instructions were the following:
— Changes to the guarantee mechanism for the SNCE’s SEPA credit transfer
sub-system. A new settlement procedure with no interbank risk has been
adopted, using funds previously provided by direct sub-system participants
to sub-accounts held in TARGET2. This measure has significantly reduced
the credit risk assumed by each direct participant in the system.
— Adoption of additional cybersecurity measures in end-to-end communications
in SEPA credit transfers processed by the SNCE, through including an
electronic signature in the files that institutions share with Iberpay.
— Extension of the timetable for submitting SEPA credit transfers to Iberpay
and changes to the third settlement cycle schedule8 for this sub-system, in
order to enhance operating procedures and reduce operational risk.
— Increase in truncation9 limits to €100,000, for cheques, current account
notes and direct debit payments, and to €300,000, for banker’s drafts and
bills of exchange.

8 The “settlement cycle” is the period established for: 1) communicating transactions; 2) clearing the amounts

corresponding to such transactions and obtaining data for the settlement in the TARGET2 account; 3) sending all
the transactions received to the pertinent beneficiary institutions and/or payment systems, and; 4) making the
account settlement in TARGET2 for the amount resulting from the clearing process, and sending the information
on the outcome to the direct participants. The SEPA credit transfer sub-system currently has four different
settlement cycles throughout the day to smooth settlement and liquidity management by institutions.
9 Procedure whereby the bank at which a document is presented electronically sends the relevant information on

the document, through the SNCE, to the drawee, without needing to send the original document, which remains
at the bank where it was presented.
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— Adaptation of the SNCE’s common operating instructions to the General
Data Protection Regulation (GDPR) requirements, including, in this respect,
changes to the contract for institutions’ adhesion to the SNCE.

5.3 Oversight of securities infrastructures
Securities transactions are cleared, settled and registered through securities market
infrastructures. An inadequate functioning of these infrastructures could have
adverse effects on financial stability. Risks must therefore be managed efficiently to
prevent disruptions arising in financial markets and passing through to other
infrastructures with which they have a hierarchical relationship (such as payment
systems) and market participants.
Spanish securities infrastructures are grouped in the holding company Bolsas y
Mercados Españoles, SA. The securities settlement system, named ARCO, is
managed by Iberclear, as the CSD, and BME Clearing, SAU, as the CCP.
Under Article 255 of the Consolidated Text of the Securities Market Law (LMV,
by its Spanish abbreviation),10 the CNMV and the Banco de España are jointly
entrusted with ensuring the smooth operation of Spanish securities clearing,
settlement and registration systems so as to preserve the stability of the
financial system as a whole. To this end, the two authorities shall assess
the degree to which the procedures of the Spanish market infrastructures comply
with international best practices and recommendations. Given that this function
is shared with the CNMV, a Memorandum of Understanding between the two
institutions is required in order to ensure efficiency and prevent duplications and
overlaps in their activities.

5.3.1 Activities resulting from national legislation
Under the aforementioned regulatory framework, the Bank monitors
Iberclear’s activities in cooperation with the CNMV. For this purpose, in
compliance with Article 73 of Royal Decree 878/2015 of 2 October 2015,11 amended
by Royal Decree 827/2017 of 1 September 2017 and implementing the LMV, Iberclear
provides information to the CNMV and the Bank on its exposures to operational risk
and the specific measures to be adopted to identify, monitor, manage and reduce
these risks. Iberclear also sends information to the Bank on the activities through its

10 Approved by Royal Legislative Decree 4/2015 of 23 October 2015.
11 Royal Decree 878/2015 of 2 October 2015 on the clearing, settlement and registration of marketable book-entry

securities, on the legal regime for CSDs and CCPs, and on the transparency requirements for issuers of securities
admitted to trading on official secondary markets.
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links with foreign CSDs, which enables the Bank to gain detailed knowledge of
cross-border mobilisation of foreign and domestic securities.
Under Article 101 of the LMV, the Banco de España is also required to first provide
a report before the CNMV can approve the internal rules of Iberclear and any
amendments thereto. This Article also stipulates that circulars implementing these
rules be communicated to the Bank. In this regard, the Bank has collaborated with
the CNMV on the amendments and developments that arose in 2019.
As regards BME Clearing, SAU, Articles 104 and 107 of the LMV stipulate that the
Banco de España shall be required to provide a report prior to any amendments to
the CCP’s articles of association or internal rules, or the establishment of any trade,
clearing or settlement agreements with other entities. The Bank issued four reports
during 2019, all of which were favourable.12

5.3.2 Activities resulting from European legislation
Regulation (EU) No 909/2014 of the European Parliament and of the Council of 23
July 2014 on improving securities settlement in the European Union and on
central securities depositories (CSDR) stipulates that CSDs already operating in
the EU before the entry into force of the Regulation must apply for authorisation
in order to continue pursuing their activities. Consequently, following approval of
the technical standards implementing the aspects of the CSDR related to the
authorisation process, European CDSs, including Iberclear, applied for authorisation
from their respective NCAs in 2017. During the authorisation process, the competent
authority for securities must consult and cooperate with other relevant authorities.
As part of the authorisation process for Iberclear, the Banco de España, as the
relevant authority on behalf of the Eurosystem, conducted an assessment of
Iberclear’s compliance with the aspects of the CSDR and its implementing technical
standards that had been previously identified as being relevant from the perspective
of both functions, the central bank of issue of the euro and the cash settlement
agent. The CNMV, as the competent authority in Spain, was notified of the outcome
of this assessment, and it granted authorisation to Iberclear in September 2019.
Since the completion of the process, the Bank has monitored the resolution of the
shortcomings identified during the assessment.
Further, the implementation of monetary policy and the provision of intraday credit
by the Eurosystem require collateral, which is provided by the counterparties to

12 Specifically, these reports refer to approval for the clearing of certain foreign exchange derivative contracts, for

the clearing of government debt of other EU countries, for the inclusion of the Euro short-term rate (€STR) as a
benchmark rate in interest rate derivatives and for the signing of several agreements with EU trading platforms.
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secure these operations. This collateral is, for the most part, deposited with Iberclear
or another European CSD. In the latter case, the collateral must be mobilised on a
cross-border basis through links between CSDs considered eligible by the
Eurosystem. In 2019, the Bank, as a member of the Eurosystem, began an assessment
of the eligibility of a new link established by Iberclear with the Portuguese CSD
(Interbolsa), which will enable Spanish counterparties to use Portuguese securities
deposited with Iberclear as collateral for their credit operations with the Eurosystem.
The college of supervisors of BME Clearing is chaired by the CNMV and
includes among its members the Bank, in its triple capacity as a central bank
of issue of the euro on behalf of the Eurosystem, overseer of the CCP and
supervisor of the CCP members in one of the three Member States with the
largest contributions to the default fund,13 in accordance with Regulation (EU) No
648/2012 of the European Parliament and of the Council of 4 July 2012 on OTC
derivatives, central counterparties and trade repositories (EMIR).
The supervisory college is designed so as to enable other NCAs from the EU,
along with the NCA for the CCP (the CNMV in the case of BME Clearing), to be
involved in the processes of authorising and supervising a CCP, including analyses
of changes therein.
As representative of the Eurosystem in the supervisory college of BME Clearing, the
Bank analyses the impact that changes in the CCP could have on clearing and
settlement processes (including the agreements established to perform these
processes), on their liquidity risk management framework and on the interdependencies
with other market infrastructures. As part of this activity, pursuant to Article 19 of the
EMIR, in 2019 the Bank issued two opinions in relation to the clearing of foreign
exchange derivatives and the clearing of repurchase agreements involving
government debt of other EU countries (Italy, Germany, France, the Netherlands,
Austria and Portugal).

13 The CCP fund for member defaults is regulated in Article 42 of the EMIR. This is a pre-funded default fund to

cover the losses that exceed the margins contributed by the clearing members, arising from the default of one
or more clearing members.
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6
EXERCISE OF SANCTIONING POWERS
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EXERCISE OF SANCTIONING POWERS

Much of the sanctioning activity concerned credit institutions’ compliance with
the legislation on transparency and protection of credit institution customers.
Following inspections of compliance with this legislation conducted on the mortgage
portfolios of five banks,1 all of them were fined on various grounds, such as: (i) failing to
duly provide the pre-contractual and contractual information; (ii) erroneous calculation
of the annual percentage rate (APR) by excluding arrangement expenses and related
costs; (iii) insufficient control over agents; and (iv) fees unduly charged. Additionally, at
end-2019 proceedings were ongoing against a cooperative and two banks in connection
with breaches of the transparency legislation. Another proceeding was ongoing against
a bank to verify whether it properly applied the Code of Good Practice.
In the prudential supervision area, and as a result of an ECB instruction, a
sanctioning proceeding was initiated against 41 directors and executives of
an SI, pursuant to the SSM legislation, which confers sanctioning powers on the
ECB and the NCAs and establishes cases where the former, as direct supervisor of
the institution in question, requests the latter to conduct the corresponding
proceedings.

This

proceeding

(currently

suspended)

concerns

prudential

consolidation and capital requirements breaches.
Also under prudential supervision, an LSI and eight directors were sanctioned
(one director being disqualified) for committing a very serious infringement
concerning corporate governance and remuneration policy, and a serious
infringement in respect of internal control.
Sanctioning activities involving supervised institutions other than credit
institutions continued, including the proceeding initiated against a mutual
guarantee company and 32 directors and executives for failing to comply with a prior
requirement concerning internal control. This proceeding concluded with penalties
being imposed on said entity and 17 of its directors and executives. A currencyexchange bureau and its sole administrator were sanctioned for pursuing activities
reserved for payment institutions. Lastly, proceedings were initiated against: i)
a payment institution, its sole director and two de facto directors; ii) an institution
pursuing activities reserved for credit institutions and its directors; iii) another
institution that did not furnish information to the supervisory team; and iv) an
appraisal company and five of its directors and executives.

1 Regarding disclosure of the sanctions imposed and of the identity of the offenders, the provisions of Article 115

(5), (6) and (7) of Law 10/2014 shall apply (see https://www.bde.es/bde/en/areas/supervision/sancion/sancionesimpues/).
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7
THE BANCO DE ESPAÑA’S PARTICIPATION IN INTERNATIONAL
BANKING REGULATION AND SUPERVISION BODIES
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THE BANCO DE ESPAÑA’S PARTICIPATION IN INTERNATIONAL BANKING REGULATION
AND SUPERVISION BODIES

Participating in international banking regulation and supervision fora is a strategic
priority for the Banco de España. In an environment in which banks provide their
services in multiple jurisdictions, it is these international and European fora that
determine the financial system’s regulatory and supervisory standards. It is therefore
of vital importance to retain and enhance the capacity to influence the debates that
lead to the adoption of such policies.

7.1 Global fora
7.1.1

Financial Stability Board

The year 2019 marked the tenth anniversary of the FSB’s creation. Having focused
on developing and coordinating the post-crisis reforms, the FSB is now addressing
their implementation, assessing their effects and identifying emerging risks.
The FSB continued to assess the effects of reforms. It completed its analysis
of the effects of the reforms on SME lending, concluding that, overall, no material
adverse effects were identified and that lending is determined by public policies
to address the limitations on SME lending and by macroeconomic conditions, rather
than by regulations. An assessment of the reforms to end too-big-to-fail was
launched in 2019. The report will be published in June 2020. The final version will be
published at the end of the year.
The FSB also focused on identifying and overseeing emerging risks. It published
FinTech and market structure in financial services, and announced that it will continue to
analyse the potential implications of BigTech’s entry into finance and the implications
stemming from third-party dependencies in cloud services. It will also coordinate its work
with other international bodies in the areas of big data, artificial intelligence and machine
learning. As regards crypto-assets, it published a crypto-assets regulators directory and
announced that it will analyse the regulatory issues of stablecoins in 2020. The FSB is
also developing a toolkit of effective practices to respond to, and recover from, cyber
incidents. It is aimed at financial institutions, supervisors and other authorities.
The FSB published the second status report on the implementation of
recommendations for climate-related financial disclosures by companies. The report
concluded that, while disclosures have increased since 2016, they remain far from
the scale investors need to make decisions.
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The FSB also continued to pursue the priority areas of the G-20 reform agenda
still pending. It published the Eighth Report on the Implementation of Resolution
Reforms and the Review of the Technical Implementation of the Total Loss Absorbing
Capacity (TLAC) Standard.1 The FSB published the ninth edition of its Global
Monitoring Report on Non-Bank Financial Intermediation. It also analysed
the vulnerabilities associated with the growth and development of leveraged loans
and collateralised loan obligations (CLO) markets, concluding that banks have the
largest direct exposures, which are concentrated among a limited number of large
global banks.
Lastly, in response to a proposal by the Japanese G20 Presidency, the FSB published a
report on potential regulatory-driven market fragmentation. The report identified certain
areas, such as communication and information sharing, where the FSB recommends
bolstering cooperation to mitigate the adverse effects of fragmentation.

7.1.2

Basel Committee on Banking Supervision

In 2019 the Group of Central Bank Governors and Heads of Supervision (GHOS)
appointed Pablo Hernández de Cos, Governor of the Banco de España, as the
new Chairman of the Basel Committee on Banking Supervision (see Box 7.1).
In 2019 the Committee continued to pursue various regulatory initiatives, e.g. the
review of the credit valuation adjustment (CVA)2 framework. It published a consultative
document that, broadly speaking, included the possibility of specific adjustments to
align this framework with the amendments approved in January 2019 on the treatment
of market risk, since the two frameworks have certain elements in common.
In 2019 the BCBS published Revisions to leverage ratio disclosure
requirements, which sought to address concerns the Committee had already
voiced in a newsletter in October 2018 regarding potential regulatory arbitrage by
banks around reference dates to improve their leverage ratio (“window-dressing”).
Under the revised framework, internationally active banks must disclose leverage
ratios calculated using the amounts of repo and securities lending and borrowing,
considered most susceptible to window-dressing, based on an average of daily
values over the quarter (in addition to continuing to publish the ratio based on
quarter-end values). The approximate change in the ratio over the quarter is
thus obtained.

1 The TLAC requirement for global systemically important banks is designed to ensure that they have the loss-

absorbing and recapitalisation capacity needed to implement an orderly resolution that minimises the impact on
financial stability, ensures the continuity of critical functions and avoids exposing public funds to loss.
2 The CVA capital requirement covers possible mark-to-market losses on derivative instruments as a result of a

deterioration in the creditworthiness of a counterparty.
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Box 7.1
CHAIRMANSHIP OF THE BASEL COMMITTEE ON BANKING SUPERVISION

In March 2019 the Group of Central Bank Governors and
Heads of Supervision (GHOS), the oversight body of the
BCBS, appointed Pablo Hernández de Cos, Governor of
the Banco de España, as the new BCBS Chair. Under
the Committee’s Charter, the Chair is appointed for an
initial term of three years, renewable once.

banks and supervisory authorities, international
organisations and the general public, seeking their views
on the relevant aspects of the Committee’s work.
Banking crises affect all of society, so it is important that
society as a whole can provide input into the work of the
Committee.1

The appointment came at a very important time for the
Committee. Following completion of the Basel III postcrisis reforms, it will now focus on assessing the impact of
those reforms and their effective implementation, on
addressing emerging vulnerabilities in the global banking
system and on promoting rigorous supervision. In his
speech on 17 October 2019, the Governor set out the
following high-level principles intended to steer the work
of the Committee:

Principle 3: A disciplined focus on global financial
stability issues

Principle 1: Remembering the lessons of the past
There is a rich and deep history of banking crises that have
had a profound impact on our economies and social
welfare. And yet, the lessons from such crises are often
forgotten. The Committee’s work will be guided by a
medium-term perspective and will avoid the temptation of
falling into a regulatory cycle. It intends to prevent key
reforms from being abandoned due to vested interests or
a false sense of security. To do so, the Committee will rely
on three key measures:
— 
Strengthening the regulation, supervision and
practices of banks worldwide with the purpose of
enhancing financial stability.
— Continuing its Regulatory Consistency Assessment
Programme to promote full, timely and consistent
implementation of its reforms.
— Policy work being anchored by rigorous empirical
analysis, including a comprehensive evaluation
work programme.
Principle 2: Global engagement and transparency
The Committee will engage transparently with all
stakeholders, including academics, analysts, central

1

The Committee will continue to focus its work on those
areas that require a global and coordinated response. This
is how it complements the work of its individual members.
Global standards provide a common baseline across
jurisdictions, which are free to adopt additional measures
if the size and structure of their financial systems and the
associated risks warrant additional measures.
Principle 4: Adopting a forward-looking approach
The financial system is constantly evolving; financial
innovation and changes to the structure of the
financial system are developing rapidly. Some of these
changes may contribute positively to financial stability, while
others may be more dubious in nature. In the face of such
developments, regulation and supervision must keep pace.
Put simply: standing still means going backwards.
Banks are currently facing various conjunctural risks,
including very low or negative interest rates, and increasing
corporate and government debt levels. In addition, there are
structural risks such as cyber attacks, the growth of financial
technology and crypto-assets, and the transition towards
new benchmark rates. These examples underline the
importance of the Committee continuously scanning
the horizon, assessing emerging risks and vulnerabilities,
and mitigating them.
The Governor of the Banco de España gave two further
speeches as Chairman of the BCBS in which he stressed
the importance of the programme for evaluating the
reforms approved by the Committee2 and analysed
technology’s growing role in the financial sector and its
implications for banks and supervisors.3

https://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/IntervencionesPublicas/Gobernador/Arc/Fic/hdc171019en.pdf.

2 Post-Basel

III: Time
hdc011019en.pdf.

for

evaluation,

https://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/IntervencionesPublicas/Gobernador/Arc/Fic/

3 Financial technology: the 150-year revolution, https://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/IntervencionesPublicas/Gobernador/

hdc191119.pdf.
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Basel Committee on Banking Supervision, 30 October 2019. Imperial staircase.

This year the Committee also jointly published with the International Organisation of
Securities Commissions (IOSCO) an amendment to the margin requirements for
non-centrally cleared derivatives.3
As part of its ongoing work programme on evaluating and monitoring post-crisis
reforms, the Committee issued a newsletter reiterating the importance of the capital buffer
framework and emphasising that buffers were designed to be usable when necessary.
In 2019 the Committee continued its work on assessing the potential impact
of FinTech on institutions and supervisors. In this connection, it published a report
analysing the trends observed and the implications for institutions and supervisors
of open banking and application programming interfaces.
As part of its goal to monitor and keep up-to-date regulations governing developments
driven by new technologies, the Committee issued a newsletter reiterating the features
and risk characteristics of crypto-assets, stressing their high degree of volatility, and
setting out its supervisory expectations regarding the transactions banks can perform
with these assets. The Committee also published a consultative document in which it
invited comments on the various aspects of a prudential treatment for crypto-assets.
In connection with proportionality, the Committee published the results of a survey
on the related practices in bank regulation and supervision in various jurisdictions. It

3 The main changes include extending the final implementation of the framework by one year (until 2021) and

adding one new additional implementation phase, in which all entities exceeding a certain volume of trading with
non-centrally cleared derivatives will be subject to the requirements.
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also issued a joint statement with the Basel Consultative Group (BCG)4 supporting
application of the proportionality principle in a manner consistent with its Core
Principles for Effective Banking Supervision.
In respect of disclosure requirements, the Committee published two consultative
documents on the review of those relating to banks. The first document amended the
market risk templates to align them with the reforms of this framework and introduced
a new materiality threshold for disclosure of information by banks that use the internal
models approach. The second document set out disclosure requirements for banks’
sovereign exposures. Much of the information required in these templates is already
published annually in the EBA’s transparency exercise, which, in the case of Spanish
banks, affects those considered to be significant institutions. Implementation of the
sovereign debt disclosure requirements would be mandatory for banks only when
required by national supervisors.
The Committee launched a consultation on the review of the AML/CTF guidelines
published in 2014. The aim of this review is to strengthen interaction and cooperation
between prudential and AML supervisors.
Among other developments concerning macroprudential-related areas, the
Committee published Towards a sectoral application of the countercyclical
capital buffer to support consistent implementation of this macroprudential tool
across those jurisdictions opting for voluntary implementation.

7.2 European fora
7.2.1 European Banking Authority
The year 2019 was one of change for the EBA, with the selection of its new
Chairman, the Spaniard José Manuel Campa; its relocation to Paris as a result of
Brexit; and the review of the European supervisory framework, in which the
governance, powers and functions of the ESAs were changed. The EBA continued
to work intensely to achieve its goals and deliver its mandate. Its work in 2019
included most notably: the response to the Commission’s call for advice on Basel
III implementation; the continuation of the work stemming from the Council’s
Action Plan to Tackle Non-Performing Loans; and the work on consumer protection
and financial innovation, payment services and sustainable finance.

4 The BCG is a global forum for discussion between supervisors in which members and non-members of the Basel

Committee participate.
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As mentioned above, in the prudential field the EBA responded to the Commission’s
call for advice on the implementation in Europe of the Basel III reforms of
December 2017. In August 2019 the EBA published an estimated impact of an increase
in capital requirements, in Tier-1 terms, of around 24.4% (€135.1 billion), with most of the
impact occurring in large institutions. In December 2019 the EBA updated this analysis
and included the new Fundamental Review of the Trading Book (FRTB)5 issued in
January 2019. The impact decreased to 23.6% (€124.8 billion). Alongside the impact
analyses, the EBA published policy advice to ensure faithful transposition in Europe of
the Basel III reforms in the following areas: credit risk, operational risk, new output floor
applicable to the RWAs of institutions using internal models to calculate their capital
requirements, market risk and CVAs. The EBA supplemented its analysis with a
macroeconomic impact assessment showing that the long-term benefits, in terms of
growth and stability, would outweigh the potential short-term costs.
The EBA also worked actively in line with several mandates to contribute to the
revival of the securitisation market. The following is scheduled for completion in
the first half of 2020: i) guidelines on the determination of the weighted average
maturity of the contractual payments due under the tranche of a securitisation
transaction, which will lead to this new parameter being calculated consistently
across the EU; and ii) a report on the viability of a simple, transparent and
standardised framework for synthetic securitisation. The EBA also resumed its
work — initiated in 2017 — on significant risk transfer in securitisation. It aims to
publish a report in 2020. Lastly, it issued an opinion on the identification of certain
prudential constraints on non-performing exposure securitisations.
The EBA has continued to finalise work stemming from the European Council’s
2017 Action Plan to tackle Non-Performing Loans and has centred on drawing
up guidelines on loan origination and monitoring, and internal governance. Drafting
of these guidelines, which cover both prudential and consumer protection matters,
will foreseeably be complete in the first quarter of 2020.
The EBA is analysing the efficiency of Member State-level loan enforcement procedures
in terms of recovery rates and times to recovery. The aim of the work, which is scheduled
for completion in mid-2020, is for the European Commission to be able to identify, in a
subsequent phase, the factors leading to the differences between these procedures in
the various jurisdictions and achieve greater harmonisation.
Lastly, at end-2019 the EBA published a progress report on NPLs, the aim of which
was to detail the related developments in the EU, particularly since the Council’s
aforementioned Action Plan. The report highlighted that the asset quality of

5 The FRTB is a set of proposals made by the BCBS to address shortcomings in the different approaches

to calculating capital requirements for market risk.
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European banks has improved significantly: as of June 2019, the weighted average
NPL ratio stood at 3%, compared with 6% in June 2015. In the case of Spain,
the NPL ratio stood at 3.5%, an improvement of more than 3.5 pp.
In the market conduct and consumer protection area, the EBA continued to
focus its endeavours on achieving greater convergence of supervisory
practices. Noteworthy in this area is, on the one hand, the work conducted to
achieve a harmonised interpretation of the guidelines on product oversight and
governance arrangements for retail banking products, and of the guidelines on
remuneration policies and practices related to the sale and provision of retail banking
products and services. And, on the other, the publication of an opinion, in the context
of the review of the Distance Marketing of Financial Services Directive (2002/65/EC),
with recommendations to ensure that disclosure requirements in EU law take account
of the increasing use of digital marketing channels for financial services, in particular
vis-à-vis the timing of disclosure and the presentation format.
In 2019 the EBA also strove to achieve appropriate implementation of
Commission Delegated Regulation 2018/389, with regard to strong customer
authentication and secure communication.
First, mention should be made of the creation of a working group to facilitate
application of the aforementioned regulation vis-à-vis access by payment initiators
and information aggregators to the online payment accounts that their users may
have open at other ASPSPs.
Further, the EBA published two opinions on the authentication requirement. The first
opinion clarified the elements of authentication and the combinations of those
elements that would be PSD-2-compliant. The opinion also addressed the possibility
of the NCAs establishing a period of supervisory flexibility as regards the
implementation of such procedures in card-based e-commerce transactions. This
flexibility is available under the condition that payment service providers agree with
their respective NCAs a plan to migrate to PSD-2-compliant strong customer
authentication solutions. The migration plans should be completed by 31 December
2020, in accordance with the second opinion.
Sustainable finance and the incorporation of ESG (environmental, social and
governance) factors in legislation will be a key part of the EBA’s work going
forward. In 2019 it took the first steps. In February it established a network of
national supervisors to work on, inter alia, the various mandates stemming from
CRD V and CRR II. In order to organise and deliver the mandates, in December
2019 the EBA published its action plan on sustainable finance (see Box 7.2).
The EBA also worked on a report on undue short-term pressure from the financial
sector on corporations. While no evidence was found of the current prudential
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Box 7.2
SUSTAINABLE FINANCE: THE EBA’S ACTION PLAN AND EXPECTATIONS

Since 2015 greater impetus has been given to
sustainable finance as a result of the conclusion of the
Paris Agreement on climate change and the United
Nations’ 2030 Agenda for Sustainable Development.
The Paris Agreement was a milestone in the fight
against climate change, since it established specific
global goals for limiting global warming. It also
underlined for the first time the importance of the
financial

system

for

efficiently

channelling

the

necessary funds and steering the economy towards a
sustainable model.
Efforts made subsequently in Europe resulted in the
publication in March 2018 of the European Commission’s
Action Plan: Financing Sustainable Growth. One of the
plan’s aims is to manage financial risks stemming from
climate change and environmental degradation. The
plan lays the foundations for future work on the financial
system. The ESAs will support implementation of the
plan, which, together with the recently amended
prudential regulations, conferred specific tasks on
the ESAs.
The tasks entrusted to the EBA are included in its Action
Plan on Sustainable Finance, published on 6 December
2019. The plan’s basic premise, now acknowledged by
the international financial community, is that the risks
associated with climate change are a source of financial
risk. These tasks, intended to monitor environmental,
social and governance (ESG) risks, will contribute to the
attainment of the following goals:

— Improve the current regulatory framework so that
institutions pursue their operations in a sustainable
manner and introduce sustainability considerations
into their strategy and risk management.
— 
Provide supervisors with adequate tools
understand, monitor and assess ESG risks.

to

Results are expected to be published gradually up to 2025.
However, the EBA called on institutions to start considering
ESG risks immediately and to include them as soon as
possible in:
i) 
Their strategy and risk management: the EBA
encourages them to be proactive in the inclusion
of ESG considerations in their business and risk
management strategies. It also urges them to
include these risks in their business plans, risk
management, internal control framework and
decision-making.
ii) 
Key metrics and disclosure: it supports
institutions continuing with the work included in
Directive 2014/95/EU, as regards disclosure of
non-financial information, which prioritises the
identification of simple metrics to provide
transparency on the management of risks
associated with climate change.
iii) Scenario analysis: the EBA encourages institutions
to adopt scenarios related to climate change
and to perform their own stress tests in order to
understand the importance of the exposures
affected by these risks.

framework resulting in undue short-termism, the report included a series of
recommendations on ways to incentivise the adoption of long-term perspectives.
At the end of March 2019, the European Parliament and European Council
reached an agreement on the review of the European supervisory framework,
which was published in the Official Journal of the European Union (OJEU) on 27
December. The impact of this review will be seen in the coming years, above all in
relation to AML/CTF, where the changes for the EBA are of greater significance.
In this area, a new internal committee was created, comprising senior officers from
the authorities and bodies entrusted with overseeing compliance with AML/CTF
legislation by all financial institutions. New powers have been conferred on the EBA,
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including: i) the creation of a centralised database for all information relevant to AML/
CTF supervision; ii) the possible application by the EBA of national law in mediation
or EU-law infringement proceedings; iii) oversight by the EBA of the research activities
of the competent authorities; and iv) the development of risk assessments regarding
strategies, capacities and resources of the competent authorities.
Outside AML/CTF, other changes should also be mentioned, such as the bigger role
in the consumer protection area, the new supervisory convergence powers and
the bolstering of pre-existing powers, the increased importance of the Chair and the
new powers of the Management Board. That said, the Board of Supervisors
remains the ultimate decision-making body.

7.2.2 European Systemic Risk Board
The ESRB is entrusted with macroprudential oversight of the EU’s financial
system. The ESRB, whose secretariat is based in Frankfurt, is structured as a forum
of working groups. Governors of central banks, high-level representatives of the
competent national supervisory authorities and EU bodies with responsibilities in
this area sit on the ESRB’s decision-making body (the General Board). The Banco de
España has been a member of the ESRB since its establishment in 2011; the CNMV
and the DGSFP are also members.
In June 2019 the ESRB’s General Board elected Pablo Hernández de Cos,
Governor of the Banco de España, as Chairman of the Advisory Technical
Committee (ATC).6 The ATC is a permanent structure advising and supporting the
General Board of the ESRB in matters concerning: i) periodic analysis of the financial
system’s risks and vulnerabilities; ii) assessment of macroprudential policy decisions in
EU Member States; iii) preparation of draft opinions, warnings and recommendations;
iv) design of macroeconomic scenarios for stress tests coordinated by the EBA, the
ESMA and the EIOPA; and v) preparation of the ESRB’s (periodic and occasional)
publications on various areas of analysis and macroprudential policy in the EU.
The ESRB published the findings of its analysis of the vulnerabilities in the
residential real estate sectors of the EU/EEA countries.7 The ESRB’s work
resulted in the issue of a series of warnings and recommendations to 11 European
countries; Spain was not among them.8 The ESRB also published a report detailing

6 See Banco de España press release “Pablo Hernández de Cos, new Chair of the Advisory Technical Committee

of the European Systemic Risk Board”, 4 July 2019.
7 ESRB, Vulnerabilities in the residential real estate sectors of the EEA countries and Methodologies for the

assessment of real estate vulnerabilities and macroprudential policies: residential real estate, 23 September 2019.
8 Germany, France, Iceland, Norway and the Czech Republic (early warnings); Belgium, Denmark, Finland,

Luxembourg, the Netherlands and Sweden (recommendations).
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the methodological framework developed to analyse housing markets and
evaluate the sufficiency and appropriateness of the macroprudential policies
applied in each country.
The work to assess compliance with the ESRB Recommendation on guidance
for setting countercyclical buffer rates was also completed in 2019.9 The ESRB
analysed the institutional and methodological framework of this macroprudential
instrument in each country, and the level of compliance by the national designated
authorities and the ECB with the ESRB’s principles and technical guidance.
The report indicated that the Banco de España was among the national authorities
graded

as

being

fully

compliant

with

the

ESRB’s

Recommendation.

The Recommendation addresses the principles that should govern the use of
the CCyB, the calculation of the benchmark buffer rate, the monitoring
of microfinancial variables relevant to its calibration and matters concerning strategy
for communicating decisions on the CCyB.

7.3 Other fora
The Banco de España, through its Market Conduct and Claims Department, is
a member of the International Financial Consumer Protection Organisation
(FinCoNet). FinCoNet’s most recent activity centred on the impact on consumers
of the digitalisation of banking products and services and on best supervisory
practices to mitigate the attendant risks. In 2019 FinCoNet worked on various areas,
such as financial products and services advertising, product governance, SupTech
initiatives applied to supervising conduct and the assessment of customer
creditworthiness in responsible lending.
The Banco de España is a member of the Committee on Payments and Market
Infrastructures (CPMI) of the Bank for International Settlements (BIS). The
CPMI’s mandate is to set international oversight and regulatory standards and
guidance applicable to financial market infrastructures and payments. These include
the Principles for Financial Market Infrastructures (PFMI), drawn up in collaboration
with IOSCO, or the Guidance on cyber resilience for financial market infrastructures,
also with IOSCO. The Committee’s aim is to promote the safety and efficiency of
payment and securities clearing and settlement systems, thereby supporting
financial stability and the wider economy. The CPMI also helps to set policy, with
particular focus on all innovation-related matters. It also serves as a forum for central
bank cooperation in related oversight, policy and operational matters, including the
provision of central bank services.

9 ESRB, Summary Compliance Report on ESRB Recommendation on guidance for setting countercyclical buffer

rates (ESRB/2014/1), 3 May 2019.
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In 2019 the CPMI worked on a strategy for reducing the risk of wholesale
payments fraud related to endpoint security. As a result, it published a toolkit to
manage such risk. Also in collaboration with IOSCO, the Committee published a
document describing how financial authorities cooperate to promote the security
and efficiency of financial market infrastructures, in line with Responsibility E of
the PFMI. In 2019 the CPMI continued to monitor the implementation of the PFMI
in the various jurisdictions and published the assessment reports on the US and
Switzerland. It also analysed correspondent banking activity, and observed in its
most recent report that the number of active correspondent banking relationships
has shrunk by 20% over the past seven years, with the resulting adverse impact
on the ability to make cross-border payments in some jurisdictions. Lastly, the
CPMI, which places particular focus on central counterparties (CCPs), published
a discussion paper in collaboration with IOSCO to help define the main
characteristics of default management auctions, a tool used by CCPs to manage
participant default.
As regards innovation, the CPMI drew up a report on criteria for developers to
consider when designing wholesale digital tokens to be exchanged between financial
institutions, i.e. matters relating to their issuance, access, underlying asset, transfer
mechanisms, etc. Lastly, a CPMI working group created under the aegis of the G7
published a report on the possible impact of global stablecoins (e.g. Libra project).
The report examines the challenges, risks and rewards that these initiatives might
entail. The report concludes that global stablecoins could have implications for
matters as important as money laundering, cyber security and consumer protection,
which might have an adverse impact on financial stability.
In the area of sustainable finance, in 2019 the Banco de España continued to
participate actively in the Network for Greening the Financial System (NGFS).
This is a network of central banks and supervisors from around the world, created in
December 2017, whose purpose is to contribute to shaping the financial system’s
global response to achieving the goals of the 2015 Paris Agreement. Sustainable
finance has become particularly prominent in recent years, as evidenced by the
rapid expansion of the NGFS (growing from 8 founding members to 59 members and
12 observers currently).
In April 2019 the NGFS published its first comprehensive report (A call for action:
Climate change as a source of financial risk). This report, which was the international
group’s first major milestone and had a resounding impact on the international
financial community, recommends, inter alia, that supervisors “integrate climaterelated risks into financial stability monitoring and micro-supervision”. To do so, the
report considers it necessary to: i) assess climate-related financial risks; ii) map
physical and transition risk transmission channels within the financial system and
adopt key risk indicators to monitor these risks; iii) engage with firms to ensure that
climate-related risks are understood at board level, considered in risk management
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and investment decisions and embedded into firms’ strategy; and iv) set supervisory
expectations to provide guidance to financial firms.
The most important work conducted in 2019, aimed at operationalising the aforementioned
recommendation, was: i) the preparation of a document on the tools and methodologies
for analysing climate-related and environmental risks, based on the study of a series of
models developed by consulting firms, credit rating agencies, academic institutions,
among others, which financial institutions could use as a handbook for managing these
risks; ii) developing a guide for supervisors containing a series of recommendations for
integrating climate-related and environmental risks in the microprudential supervisory
framework; and iii) an analysis of whether there is evidence suggesting that a credit risk
differential exists between “green” and “brown” assets. These three documents are
scheduled for publication in the second quarter of 2020.
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8
NEW REGULATORY DEVELOPMENTS IN SUPERVISORY MATTERS
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NEW REGULATORY DEVELOPMENTS IN SUPERVISORY MATTERS

8.1

Banco de España Circulars and Guidelines

8.1.1

Circular 1/2019

Banco de España Circular 1/2019 of 30 January 2019 amending Circular 8/2015
of 18 December 2015 to institutions and branches belonging to the Deposit
Guarantee Scheme for Credit Institutions (DGSCI), on information for
determining the basis of calculation of contributions to the DGSCI.
In accordance with Article 12 of Royal Decree-Law 16/2011 of 14 October 2011
establishing the DGSCI, the Banco de España must subject it to stress tests.
In 2017 during the first cycle of tests, the Banco de España stress-tested the files with
data per depositor for a sample of institutions belonging to the DGSCI. The content of
these files is described in detail in Annex 2 of Circular 8/2015. As a result of this testing
it was deemed necessary to amend Annex 2, to add new fields with depositors’ contact
details, specify the definition of some of the fields whose content was not sufficiently
clear and permit the use of certain special characters needed to correctly process
some of the depositors’ contact details. The aim is to ensure better data quality in the
files and enable identification of depositors in the event of reimbursement by the DGSCI.

8.1.2

Circular 2/2019

Banco de España Circular 2/2019 of 29 March 2019 on the requisites of the Fee
Information Document and Statement of Fees and on comparison websites
for payment accounts, amending Circular 5/2012 of 27 June 2012 to credit
institutions and payment service providers on the transparency of banking
services and responsible lending.
Circular 2/2019 was published on 4 April 2019 in the Official State Gazette. It
establishes: i) the list of the most representative services associated with payment
accounts; ii) the additional requisites for completion of the Fee Information
Document and Statement of Fees; iii) the information that payment service
providers have to submit to the Banco de España for publication on the comparison
website; iv) the content of the declaration of responsibility that comparison website
operators other than the Banco de España have to provide before they commence
their activity, and any other information that these operators have to make available
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to the Banco de España; and v) periodic reporting on payment accounts with basic
features and switching of payment accounts.
Circular 2/2019 also revises some provisions of Circular 5/2012 to bring them into
line with the new transparency requirements set out in Royal Decree-Law 19/2017
and eliminate overlaps.

8.1.3

Circular 3/2019

Banco de España Circular 3/2019 of 22 October 2019 exercising the power
conferred by Regulation (EU) 575/2013 for defining the materiality threshold
for credit obligations past due.
Circular 3/2019 exercising the power conferred in Article 178(2)(d) of the CRR for
defining the materiality threshold for credit obligations past due was published in the
Official State Gazette on 1 November 2019.
When establishing this threshold, the competent authorities must comply with the
conditions specified by the European Commission in Commission Delegated Regulation
(EU) No 2018/171 of 19 October 2017 supplementing the CRR with regard to regulatory
technical standards for the materiality threshold for credit obligations past due.
The Banco de España, as the competent authority for LSIs, exercised this power
through Circular 3/2019 and established the same rules as specified by the ECB for
SIs in its Regulation (EU) 2018/1845.
Accordingly, the materiality of credit obligations past due shall be assessed against
a threshold comprising two components: an absolute limit, in terms of the sum of all
amounts past due, of €100 for retail exposures and €500 for all other exposures, and
a relative limit, equal to 1% of the total amount of the obligor’s exposures. A default
shall be deemed to have occurred when both components of the threshold are
exceeded for 90 consecutive days.

8.1.4

Circular 4/2019

Banco de España Circular 4/2019 of 26 November 2019 to specialised lending
institutions on public and confidential financial reporting standards and formats.
Circular 4/2019 aims to lay down a complete and specific financial reporting regime
for specialised lending institutions (SLIs). The Banco de España thus exercises its
new accounting powers over SLIs stemming from Ministerial Order ECE/228/2019 of
28 February 2019.
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With effect as of 1 January 2014, Royal Decree-Law 14/2013 of 29 November 2013
stripped specialised lending institutions of their credit institution status. Since then,
SLIs had temporarily retained their previous accounting regime (Circular 4/2004 on
public and confidential financial reporting standards and formats for credit
institutions, as amended as at December 2013).
With this new Circular, which brings the above-mentioned temporary accounting
regime to an end, the Banco de España continues with its strategy of adapting the
accounting standards of supervised institutions to the most advanced principles in
the European accounting framework, that is, the International Financial Reporting
Standards adopted by the European Union (IFRS-EU). For this purpose, taking as
reference the accounting regulations for credit institutions, i.e. Circular 4/2017 which
is compatible with IFRS-EU, either similar standards are set or direct reference is
made to those contained in the Circular. In consequence, with this new circular, SLIs
now estimate loan impairment using the expected loss approach.
The reporting formats provided for refer to the formats used by credit institutions. But
the reporting regime for SLIs is simpler, on account of the differences in terms of the
nature, scale and complexity of their activities compared with credit institutions. In
other words, SLIs will have to submit a subset of credit institution reporting statements
(in some cases, with less frequent reporting dates and longer reporting deadlines).
Circular 4/2019 entered into force on 1 January 2020, with the exception of the new
confidential returns which will be first submitted with reference date 30 June 2020.

8.1.5

Circular 1/2020

Banco de España Circular 1/2020 of 28 January 2020 amending Banco
de España Circular 1/2013 of 24 May 2013 on the Central Credit Register.
The chief aim of Circular 1/2020, published in the Official State Gazette on 5 February
2020, is to adapt the Central Credit Register (CCR) to the changes made, by Law
5/2019 of 15 March 2019 regulating real estate credit agreements, to Law 44/2002 of
22 November 2002 on financial system reform measures, to ensure that all real
estate credit lenders have access to the Banco de España’s CCR.

8.1.6 
Supervisory guidelines for the use of automated valuation models
(AVMs) by appraisal companies
Annex 9 of Circular 4/2017 of 27 November 2017 on public and confidential financial
reporting standards and formats envisages that, in certain circumstances, AVMs
may be used to determine the reference value of properties in Spain that serve as
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collateral for operations (paragraph 78 of Annex 9) and of foreclosed real estate
assets (paragraph 166).
In April 2019 the Banco de España published these supervisory guidelines for the
use of AVMs, to convey to appraisal services and companies responsible for these
valuations the principles and best practice that the Banco de España considers
appropriate for valuations commissioned by credit institutions to be used in real
estate valuations for accounting purposes, in accordance with the provisions of
Annex 9 of Circular 4/2017.
The guidelines lay down eight principles that the Banco de España expects to be
followed for valuations using AVMs:
1

Only AVMs that follow generally accepted valuation practices for properties
with a certain degree of homogeneity should be used.

2

The valuations should include information both on the market value and
the mortgage value.

3

The methodology used should be sound, regular and appropriately tested
and should ensure that the property valuations made using AVMs are
traceable.

4

The AVMs used should be specified and documented.

5

The AVMs used should be calibrated and the process documented.

6

The sufficiency and quality of the information available should be checked
to ensure that a commission for a mass AVM appraisal can be performed.

7

A sufficient sample of complete individual appraisals should be taken from
the properties included in a mass appraisal in order to back-test the results
obtained using AVMs.

8

All the information relating to property valuations made using AVMs should
be made available to the Banco de España.

8.2 Other draft circulars in progress
Amendments to Circular 4/2017 of 27 November 2017 to credit institutions on
public and confidential financial reporting standards and formats are at an
advanced stage. The public information and consultation process concluded in
September. The main changes contained in the draft circular are as follows:
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a) The necessary changes are made to the financial statements to adapt
them to the changes to be made to Commission Implementing Regulation
(EU) No 680/2014 of 16 April 2014 and to ECB Regulation (EU) 534/2015.
The changes to these regulations amplify the information on NPEs and the
income statement and include some changes stemming from the first-time
adoption of IFRS-16 Leases.
b) The necessary changes are made to the financial statements to comply
with the ESRB recommendation on closing real estate data gaps
(ESRB/2016/14).
c) The latest developments in IFRS-EU are included in the accounting criteria
and data submission rules. The main change in the accounting criteria is in
the definition of “business”, to facilitate and simplify its application.
The new circular that will amend Circular 8/2015 of 18 December 2015 to
institutions and branches belonging to the DGSCI on information for
determining the basis of calculation of contributions to the DGSCI has also
now completed its public information and consultation process.
Article 30 quater of Royal Decree 217/2008 provides for coverage by the DGSCI, in
the event of insolvency of a credit institution, of balances held by investment firms in
instrumental and cash suspense accounts open in their name on behalf of their
clients at the institution against which an insolvency order has been made. In this
respect, Article 43(3) of this Royal Decree adds that when an investment firm deposits
cash on behalf of clients at a credit institution, the balances should be on a clientby-client basis and it should periodically inform the credit institution of the client-byclient balances.
The changes made to Royal Decree 217/2008 make it advisable to amend Circular
8/2015, to clarify how the new information should be reported in the returns entitled
“Information for determining the basis of calculation of contributions to the DGSCI”
and “Breakdown of deposits received” envisaged, respectively, in Annex 1 and 2 of
Circular 8/2015.
In addition, now that the public information and consultation process has concluded,
the process for approval of the draft circular on advertising of banking products
and services, which will repeal Circular 6/2010 of 28 September 2010, continues.
The new circular aims to adapt the existing circular to the latest developments in the
advertising sector, as a consequence of the impact of digital technology and to
reinforce the internal control requirements that credit institutions must satisfy, all
with the aim of permitting more efficient supervision of compliance and to ensure
that customers have sufficient and accurate information on which to base their
decisions.
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Also in progress is a future circular on the macroprudential instruments
provided for in Articles 45(1), 69 bis and 69 ter of Law 10/2014 and in Article 15
of Royal Decree 102/2019 of 1 March 2019 whereby AMCESFI, Spain’s new
macroprudential authority, was created, its legal regime was established and certain
aspects of the macroprudential instruments were detailed. The future circular, which
has now completed the public consultation process, will include provisions on:
a) The CCyB requirements applicable to exposures of credit institutions or of
a group to a specific sector.
b) Limits on the concentration of exposures of credit institutions or of a subset
thereof to a specific economic sector.
c) Conditions on lending and purchase of debt securities and derivatives by
credit institutions, for operations with the private sector in Spain.
Lastly, regarding the future circular to payment service providers on operational
and security risk management relating to payment services, reporting of
serious operational and security incidents and communication of data on
fraud relating to means of payment, the public consultation process has
concluded. This circular will elaborate the obligations of payment service providers
deriving from Articles 66 and 67 of Royal Decree-Law 19/2018 of 23 November 2018
on payment services and other urgent financial measures, i.e.:
a) The requirement to establish a framework with sufficient palliative measures
and control mechanisms to manage operational and security risks relating
to payment services provided by payment service providers.
b) The requirement to provide, at least once a year, a complete and up-to-date
assessment of the operational and security risks associated with the services
provided by payment service providers and of the sufficiency of the palliative
measures and control mechanisms applied in response to these risks.
c) The requirement to immediately report to the Banco de España any serious
operational and security incidents.
d) The requirement to submit to the Banco de España, at least once a year,
statistical data on fraud related to means of payment.

8.3 Other new regulatory developments
Lastly, and although these are not regulations issued by the Banco de España, of
particular importance in 2019 was the publication of Regulation (EU) 2019/876
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and Directive (EU) 2019/878 of the European Parliament and of the Council of
20 May 2019 amending the regulations on capital requirements of credit
institutions and investment firms. See Box 8.1 for a description of the main
changes to prudential regulations as a result of these legislative changes, which
incorporate part of the Basel III framework into European law.
The legislative package for transposition of Directive 2014/17/EU of the
European Parliament and of the Council of 4 February 2014 on credit
agreements for consumers relating to residential immovable property was
also approved in 2019. In Spain, the transposition was made through Law 5/2019 of
15 March 2019 regulating real estate credit agreements, Royal Decree 309/2019 of
26 April 2019 partially implementing Law 5/2019, and Ministerial Order ECE/482/2019
of 26 April 2019 amending Ministerial Order EHA/1718/2010 of 11 June 2010 on the
regulation and control of advertising of banking products and services and Ministerial
Order EHA/2899/2011 of 28 October 2011 on transparency and protection of
customers in banking services.
This set of measures establishes important standards of conduct and transparency,
aimed at responsible lending in the case of certain credit types. It also regulates real
estate credit lenders and intermediaries and their designated representatives,
endowing the Banco de España with the power to register, supervise and sanction
those entering into operations with resident borrowers throughout Spain or in more
than one region of Spain.
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Box 8.1
NEW CAPITAL REQUIREMENTS FRAMEWORK: CHANGES TO THE CRR AND TO CRD-IV

After lengthy and intense negotiations between the
European Council (EU) and the European Parliament on
the package of legislative proposals submitted by the
Commission in November 2016 — the risk reduction
measures — the Regulation1 and the Directive2 amending
the CRR and CRD-IV, respectively, were published in the
OJ L on 7 June 2019. The key changes are as follows:
— 
Regarding the scope of application, the term
“institution” is extended to include (mixed) financial
holding companies for the purposes of capital
requirements on a consolidated basis. Also,
supervisory powers may be exercised directly
over these companies. In addition, in the case of
third-country groups with a significant volume of
activity in the European Union, the requirement
that an intermediate parent undertaking (IPU) be
established in the EU is introduced.
— The proportional application of the regulations is
dealt with in detail. Thus, institutions that may be
considered “small and non-complex” in
accordance with certain quantitative and
qualitative criteria may apply some requirements
proportionally. For example, the requirements
relating to interest rate risk, to the new net stable
funding ratio (NSFR)3 and to supervisory reporting,
disclosure and remuneration.
— With respect to the changes made to own funds
requirements, one essential objective has been to
include the FSB’s TLAC Term Sheet into EU law.
Changes have also been made relating to the
eligibility of instruments and minority interests of
third-country subsidiaries and to deductions (for
example, software) and the administrative
procedures relating to own funds instruments
have been simplified.
— A new market risk framework has been introduced
following the FRTB carried out by the BCBS,
aiming to correct the limitations, in terms of risk
sensitivity, detected during the financial crisis. In
the European Union, reporting requirements
according to the new framework will first be

introduced, subsequently followed by capital
requirements.
— Although the credit risk framework has not been
revised,4 a number of measures have been
introduced, such as the supporting factor for
infrastructure projects or the LGD adjustment for
massive disposals of defaulted exposures. In
addition, the SME supporting factor has been
revised to broaden its scope.
— A minimum Tier-1 leverage ratio requirement of
3% has been set, compared with the previous
system that required only disclosure and
supervisory reporting. Also, for the G-SIIs, an
additional leverage ratio buffer requirement has
been set of 50% of the applicable G-SII risk-based
buffer rate.
— The Basel changes to limits on large exposures
(Tier-1 is the new capital base to be used for
calculation of large exposure limits and a lower
limit has been set for exposures between G-SIIs),
counterparty risk, interest rate risk in the banking
book (IRRBB) and capital requirements for
exposures to central counterparties and
investment fund shares have also been included,
among others.
— Regarding liquidity risk, to incentivise institutions
to establish long-term funding arrangements, the
NSFR has been introduced, complementing the
liquidity coverage ratio (LCR).5
— Pillar 2 has been redesigned, with a Pillar 2
requirement (P2R) and Pillar 2 supervisory
guidance (P2G) that should be limited to covering
microprudential risks. Moreover, relating to the
inclusion of the leverage ratio in Pillar 1, P2R and
P2G
leverage
requirements
have
been
incorporated.
— In the macroprudential sphere, various changes
have been made to the capital buffers. Among the
most notable ones are the possibility of applying
the systemic risk buffer only to certain exposures

1 
Regulation (EU) 2019/876 of the European Parliament and of the Council of 20 May 2019 amending Regulation (EU) No 575/2013.
2 
Directive (EU) 2019/878 of the European Parliament and of the Council of 20 May 2019 amending Directive 2013/36/EU.
3 The NSFR is a liquidity ratio for a longer timeframe. It is the amount of available stable funding relative to the amount of required stable funding.
4 The EBA and the European Commission are working to transpose the Basel III reforms of December 2017 into national legislation across Europe.
5

The LCR is the requirement whereby banks must hold liquid assets sufficient to cover net cash outflows over a 30-day stress scenario.
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Box 8.1
NEW CAPITAL REQUIREMENTS FRAMEWORK: CHANGES TO THE CRR AND TO CRD-IV (cont’d)

and the introduction of an alternative methodology
for identifying G-SIIs which excludes from the
cross-border
activity
indicator
operations
performed within the banking union. In addition,
the elimination of the macroprudential use of
Pillar 2 has been offset by granting more flexibility
to other macroprudential tools. See Box 3.1 for
more details.
— New PBC/FT requirements have been introduced
in various aspects of CRD-IV; for example, in the
assessments by competent authorities of the
adequacy of institutions’ corporate governance
arrangements and of the suitability of board
members.
Both the Regulation and the Directive entered into force on
27 June 2019, but the dates of application of the different

measures envisaged vary (see Figure 1). The general date
of application of the changes to the CRR is two years after
the date of entry into force, although some aspects,
essentially those relating to own funds, are directly
applicable. In the case of the changes to the CRD, the
general date of application is 18 months after the date of
entry into force, following the period granted for
transposition into national law, but there are also
exceptions, such as interest rate risk, which will be
applicable at the same time as the changes to the Pillar 1
risks envisaged in the CRR.
In addition to transposition into national law of the changes
to CRD-IV, the national discretions and options contained
in both the Regulation and the Directive must be reviewed,
both at the Member State and the competent authority
level. Also, the EBA has been asked to draw up numerous
technical standards and guidelines.

Figure 1
MAIN CHANGES IN THE CRR AND CRD-IV, AND DATE OF APPLICATION

2020

2019
27/06/2019

29/12/2020

2021
28/06/2021

Credit risk

Own funds
and eligible
liabilities (a)

Scope: holding
companies / IPUs

TLAC

Pillar 2 / SREP

Leverage

Portfolio sales LGD

Buffers

Liquidity: NSFR

2022
01/01/2022

Leverage ratio
buffer for G-SIIs

Large exposures

Internal governance
Interest rate risk
Other
macroprudential
instruments (b)

CRR
CRD-IV

SOURCE: Banco de España.
a Except for the exemption of the deduction of software assets, which will be applicable 12 months after the entry into force of the RTS drafted by
the EBA.
b Applicable from 28 December 2020 onwards.
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9
2019 INTERNAL AUDIT REPORT
REPORT PROVIDED FOR IN THE CONSOLIDATED TEXT OF THE
SECURITIES MARKET LAW APPROVED BY ROYAL LEGISLATIVE
DECREE 4/2015 OF 23 OCTOBER 2015
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1. Introduction
The tenth additional provision of the Consolidated Text of the Securities Market Law (LMV,
by its Spanish initials) approved by Royal Legislative Decree 4/2015 of 23 October 2015
establishes that the Banco de España shall prepare an annual report on its supervisory
function, describing the supervisory actions undertaken and procedures followed,
permitting information to be gained on the effectiveness and efficiency of these procedures
and actions. It also provides that such annual report shall include a report by the internal
control body on the conformity of the decisions taken by the governing bodies of the Banco
de España with the procedural regulations applicable in each case. This annual report shall
be approved by the Governing Council of the Banco de España and sent to the Spanish
Parliament and Government.
The Banco de España’s 2020 Annual Internal Audit Plan, approved by the Governor on 17
December 2019 and reported to the Executive Commission on 21 January 2020, includes
the drafting of the report provided for in the LMV, so that it may be included in the Banco
de España’s Annual Report on its supervisory function, referred to above.

2. Purpose, scope and methodology of the report
This report falls within the bounds of the legal mandate contained in the tenth additional
provision of the LMV, which, as indicated above, defines the scope of the report, by reference
to three basic elements:
1) The supervisory function of the Banco de España.
2) The decisions taken by the governing bodies in exercise of the supervisory function.
3) The conformity of the foregoing decisions with the procedural regulations applicable.
As regards the reporting period, the report refers to the decisions taken by the Executive
Commission in 2019, and the decisions adopted by delegation and notified to the Executive
Commission in 2019.
In respect of the subject matter, the report relates to the decisions taken by the Banco de
España’s governing bodies within the spheres of competence of the Directorate General
Banking Supervision, the Directorate General Financial Stability, Regulation and Resolution,
and the General Secretariat.
Regarding applicable regulations, the supervisory powers and procedures set out in Law
13/1994 of 1 June 1994 on the Autonomy of the Banco de España and in the Internal Rules of
the Banco de España were taken into account, together with those established by the Single
Supervisory Mechanism regulations (primarily Council Regulation (EU) No 1024/2013 of 15
October 2013 and Regulation (EU) No 468/2014 of the European Central Bank of 16 April
2014). In addition, through various resolutions, the Executive Commission has established the
procedural rules for proposals on matters within the competence of the aforementioned
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Directorates General (Directorate General Banking Supervision, Directorate General Financial
Stability, Regulation and Resolution, and General Secretariat).1
On 2 November 2012, rules were laid down on the reporting of matters to the Executive
Commission by all the Banco de España’s Directorates General. These rules complement
those specific to the aforementioned Directorates General.
Likewise, by means of a Resolution of 22 May 2015,2 the Executive Commission approved the
regime governing the delegation of powers, published in the Official State Gazette of 2 June
2015, and which provides for the delegation of signature and call-back of delegated powers.
To review the decisions adopted by the Executive Commission and the decisions adopted by
delegation, random sampling was performed, by Directorate General, on the decisions taken
by the Directorate General Banking Supervision, the Directorate General Financial Stability,
Regulation and Resolution, and the General Secretariat.3
The work was performed in accordance with the Internal Audit Manual, which includes the
International Standards for the Professional Practice of Internal Auditing, approved by the
Institute of Internal Auditors, including those relating to the Code of Ethics.
3. Opinion
In our opinion, the decisions taken by the governing bodies of the Banco de España in 2019 in
the exercise of its supervisory function were taken by bodies with sufficient own or delegated
powers in accordance with the Internal Rules of the Banco de España and with the provisions
laid down by its Executive Commission, and conformed, in all material respects, with the
procedural rules applicable in each case.

Madrid, 28 February 2020
Director of the Internal Audit Department
[Digital signature]
Luis E. Pardo Merino
GOVERNOR OF THE BANCO DE ESPAÑA
DEPUTY GOVERNOR OF THE BANCO DE ESPAÑA

1 
- Directorate General Banking Supervision: Executive Commission resolution of 6 May 2016.
- Directorate General Financial Stability, Regulation and Resolution: Executive Commission resolution of 20 May 2016.
- General Secretariat: Executive Commission resolution of 18 April 2017.
Modified by the Executive Commission Resolutions of 11 January 2017 (published in Official State Gazette No. 15 on 18
2 
January 2017), of 23 March 2018 (published in Official State Gazette No. 88 on 11 April 2018), of 20 November 2018 (published
in Official State Gazette No. 291 on 3 December 2018) and of 13 September 2019 (published in Official State Gazette No. 221
on 14 September 2019).
The Resolution of 10 December 2019 of the Executive Commission of the Banco de España, approving the regime governing the
delegation of powers (published in Official State Gazette No. 311 on 27 December 2019), rendered null and void the Resolution
of 22 May 2015 and subsequent modifications thereto; however, in respect of delegated decisions it was not effective during
the period analysed.
The random sampling was performed by establishing two groups for each Directorate General: one for resolutions adopted
3 
directly by the Executive Commission and another for the decisions adopted by delegation of powers.
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BANCO DE ESPAÑA PUBLICATIONS

The Banco de España publishes various types of documents providing information
on its activity (economic reports, statistics, research papers, etc.). The full list of
Banco de España publications can be found on its website at https://www.bde.es/f/
webbde/Secciones/Publicaciones/Relacionados/Fic/Catalogopublicaciones.pdf.
Most of these documents are available in pdf format and can be downloaded free of
charge from the Banco de España website at https://www.bde.es/bde/en/secciones/
informes/. Requests for others should be addressed to publicaciones@bde.es.
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ACRONYMS AND ABBREVIATIONS
AMCESFI
AML/CTF
AMLC
API
APR
ASPSP
ATC
AVM
BCBS
BCG
BIS
CCP
CCR
CCyB
CET-1
CLO
CNMV
CPBCIM

ESA
ESG
ESIS
ESMA
ESRB
EU
EURO1
FinCoNet
FIPRE
FMI
FRTB

New macroprudential authority
Anti-money laundering and counter-terrorist financing
Anti-Money Laundering Committee
Application Programming Interface
Annual percentage rate
Account Servicing Payment Service Provider
Advisory Technical Committee
Automated Valuation Model
Basel Committee on Banking Supervision
Basel Consultative Group
Bank for International Settlements
Central counterparty
Central Credit Register
Countercyclical capital buffer
Common Equity Tier-1
Collateralized Loan Obligations
National Securities Market Commission
Commission for the Prevention of Money Laundering
and Monetary Offences
Committee on Payments and Market Infrastructures
Capital Requirements Directive IV
Capital Requirements Directive V
Cyber Resilience Oversight Expectations
Capital Requirements Regulation
Capital Requirements Regulation II
Central Securities Depository
Regulation (EU) No 909/2014 of the European Parliament
and of the Council of 23 July 2014 on improving securities
settlement in the European Union and on central
securities depositories
Credit Valuation Adjustment
Directorate General Banking Supervision
Directorate General Financial Stability, Regulation and Resolution
Directorate General Operations, Markets and Payment Systems
Deposit Guarantee Scheme for Credit Institutions
Directorate General for Insurance and Pension Funds
European Banking Authority
European Central Bank
European Economic Area
European Insurance and Occupational Pensions Authority
Regulation (EU) No 648/2012 of the European Parliament
and of the Council of 4 July 2012 on OTC derivatives, central
counterparties and trade repositories
European Supervisory Authority
Environmental, Social and Governance
European Standardised Information Sheet
European Securities and Markets Authority
European Systemic Risk Board
European Union
Large-value payment system
International Financial Consumer Protection Organisation
Pre-contractual disclosure document
Financial Market Infrastructure
Fundamental Review of the Trading Book

FSAP
FSB
FSC
FSTC
GDP
GDPR
GHOS

Financial Sector Assessment Program
Financial Stability Board
Financial Stability Committee
Financial Stability Technical Committee
Gross Domestic Product
General Data Protection Regulation
Group of Central Bank Governors and Heads of Supervision

CPMI
CRD-IV
CRD-V
CROE
CRR
CRR-II
CSD
CSDR

CVA
DGBS
DGFSRR
DGOMPS
DGSCI
DGSFP
EBA
ECB
EEA
EIOPA
EMIR
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G-SII
Iberpay
ICAAP
ICAC
ICO
IFRS-EU
IFRS 9
ILAAP
IMF
IOSCO
IRB
IRPH
IT
JST
LCR
LGD
LMV

LSI
ML/TF
MPF
NCA
NGFS
NPE
NPL
NSFR
OJEU
ORC
O-SII
P2G
P2R
pp
PPS
PSD-2
RT1
RWA
Sareb

SB
SECCI
SEP
SEPA
SEPBLAC
SI
SIPS
SLI
SNCE
SQA
SREP
SSM
STEP2
TARGET2
TLAC
TPP
TRIM

Global systemically important institution
Sociedad Española de Sistemas de Pago, S.A.
Internal Capital Adequacy Assessment Process
Spanish Accounting and Audit Institute
Official Credit Institute
International Financial Reporting Standards as adopted
by the European Union
International Financial Reporting Standard 9 — Financial
Instruments
Internal Liquidity Adequacy Assessment Process
International Monetary Fund
International Organization of Securities Commissions
Internal ratings-based approach
Mortgage loan benchmark index
Information Technology
Joint Supervisory Team
Liquidity coverage ratio
Loss given default
Royal Legislative Decree 4/2015 of 23 October 2015
approving the consolidated text of the Securities
Market Law
Less significant institution
Money laundering and terrorist financing
Macroprudential Forum
National Competent Authority
Network for Greening the Financial System
Non-performing exposures
Non-performing loans
Net stable funding ratio
Official Journal of the European Union
Overall recovery capacity
Other systemically important institution
Pillar 2 Guidance
Pillar 2 Requirement
Percentage points
Post Program Surveillance
Payment Services Directive 2
Instant payment system
Risk weighted asset
Sociedad de Gestión de Activos Procedentes
de la Reestructuración Bancaria (asset management
company for assets arising from bank restructuring)
Supervisory Board
Standard European Consumer Credit Information
Supervisory Examination Programme
Single Euro Payments Area
Executive Service of the Commission for the Prevention
of Money Laundering and Monetary Offences
Significant institution
Systemically important payment systems
Specialised lending institution
National Electronic Clearing System
Supervisory Quality Assurance
Supervisory Review and Evaluation Process
Single Supervisory Mechanism
Retail payment system
Trans-European Automated Real-time Gross settlement
Express Transfer system
Total loss-absorbing capacity
Third-Party Provider
Targeted Review of Internal Models

