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General messages  

● We support the objective of setting up a credible and effective recovery and resolution framework. In order to 

achieve this, ex-ante preparation is crucial. Drafting of detailed recovery plans is necessary to either 

avoid/minimize the possibility of a failure of an institution, or, to implement a smooth, efficient and credible 

resolution.  

 

● We acknowledge the importance of the European Banking Authority’s (EBA) consultation paper on 

recommendations on the coverage of entities in a group recovery plan (CP/EBA/2017/03), open for comments until 

2 June 2017.  

 

● Overall, we welcome the EBA’s consultation on coverage of entities in a group recovery plan. However, when 

drafting these recommendations, the EBA should take into account banks’ business models (centralized – 

decentralized), their resolution strategies (SPE – MPE), their cross-border dimension (subsidiaries located in the 

EU - subsidiaries located in both the EU and third countries) and their shareholding structure (wholly-owned 

subsidiaries - subsidiaries participated by significant third-party shareholders or listed). Achieving a level playing 

field is paramount.  

 

● Recovery planning should be consistent with the way banks operate. Banks with a decentralized business model 

operate abroad with legally independent subsidiaries, with autonomous capital and liquidity management and 

relying mainly on local currency denominated deposits as their primary source of funding. They are supervised by 

the local authorities and protected by the host country deposit-guarantee scheme. Intra-group connections are very 

limited. Although support from the parent to the subsidiaries is possible, it is exceptional, temporary and at market 

prices. Local authorities already in charge of supervising the subsidiaries on a business as usual state, also retain 

this feature when the bank encounters difficulties or reaches the point of non-viability. The MPE resolution strategy 

is more adapted to decentralized banks. For this type of banks it is important that the regulators do not penalize 
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them by imposing requirements over and above those decided by local authorities. Please refer to the annex below 

for a more detailed explanation on the benefits of the decentralized business model in terms of recovery planning. 

 

● We do not oppose the EBA publishing/disclosing the contents of this response letter. 

 

Question 1: Do respondents agree with the level and width of coverage for entities 
identified as group relevant? 

 

● We understand that the scope includes all the entities identified as group relevant, independent of their location, be 

it in the EU or in third countries. We believe this should be revised for decentralized entities with MPE resolution 

strategies. Decentralized banks are legally unable to include in their group recovery plan measures to be taken by 

the parent entity on behalf of their resolution entities/ subsidiaries. For example, in our case, the boards of each of 

our subsidiaries, where independent directors sit, have a fiduciary duty to the company’s various stakeholders 

(even more relevant when those subsidiaries are not wholly-owned). The parent entity has no legal authority and 

cannot decide on its own on the recovery plan of the subsidiary or on the measures to be applied by the subsidiary 

(e.g. the sale of one of our subsidiaries’ loan portfolios). Such decisions must be taken at the level of the 

subsidiary. 

 

● In this sense we believe that the requirement is more adapted for SPE banks with a centralized business model 

and significant intra-group connections but disregards decentralized groups unduly penalizing those entities with 

an MPE resolution strategy. 

 

● Therefore, the requirements on governance, indicators and options regarding coverage of entities identified as 

group relevant should either: 

o Be waived for decentralized entities with independent and autonomous subsidiaries and with an MPE 

resolution strategy. 

o Alternatively, the group recovery plan for this type of entities should merely represent the aggregation of 

the recovery plan for the parent entity and the corresponding recovery plans of each of the subsidiaries 

which could be included in an annex and approved by the competent management body of each 

subsidiary (as explained, the parent bank’s board would not be legally authorised to do so), provided they 

are correlated, aligned and fully consistent with the group corporate policies and the group recovery plan 

but taking into consideration the limitations described in the first paragraph (see above). 
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● Finally, the EBA should clarify if certain types of non-bank entities such as operative entities, SPVs, fintechs, etc. 

should be included in the group recovery plan. If they need to be included because they are relevant for the group, 

more guidance on the level of detail in the coverage requirement of those entities is needed. 

 

Question 2: Do respondents agree with the level and width of coverage for entities 
identified as locally relevant? 

 

● We understand that the scope includes all the entities identified as locally relevant and based in the EU. This 

requirement should take into account the resolution strategy of the entity and the existing requirements for non-EU 

entities to elaborate recovery plans in accordance with their national law. For example, in the case of an MPE bank 

headquartered in the EU, the group recovery plan should not include indicators and measures regarding 

subsidiaries in the EU of a resolution entity based in a third country. 

 

Question 3: Do respondents agree with the level and width of coverage for entities 
identified as not relevant for the group and not relevant for the local economy/local 
financial system? 

 

● We fully agree with the level and width of coverage for entities which are not relevant for the group nor for the local 

economy/financial system. 

 

Question 4: Do respondents agree with the monitoring process envisaged in section 
7 and with the transitional phase envisaged in paragraph 11? 

 

● We welcome the introduction of a transitional phase lasting two years from the date of publication of the final 

recommendation. 

 

Additional Comments: 

 

● In terms of recovery planning, the main advantages of the decentralized business model are basically twofold. On 

the one hand, this model contributes to reducing contagion and containing or even limiting the likelihood of 

severely adverse scenarios. On the other hand, it facilitates the recovery process. Its main features are the 

following: 

o Contribution to financial stability, reducing the likelihood of severely adverse scenarios: A distinctive 
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feature is the fact that decentralized models, due to the financial independence of local banks and the 

subsequent medium-term orientation, create appropriate incentives for sustainable credit growth during 

expansions and avoid risk undervaluation; thereby reducing the likelihood of severely adverse scenarios.  

o Local buffers and low cyclical correlation among geographies allow for severely adverse scenarios to be 

limited to a local dimension: The decentralized model facilitates limiting recovery scenarios to a local 

dimension. This model, despite its disadvantages in terms of cost-efficiency, has proven to be more 

resilient to financial crises by providing natural defenses during stress periods. Research literature (e.g. 

Kamil and Rai 2010, Feyen and others 2014) has indicated the resilience of decentralized banking during 

the great financial crisis and highlighted its stabilizing role in limiting contagions from connected countries. 

In the 2011 deleveraging episode, for instance, Latin American subsidiaries of European banks suffered 

relatively little liquidity contraction in contrast to their Central and Eastern European counterparts that are 

more reliant on parent funding 

o Low intra-group contagion and fewer barriers to the implementation of recovery measures due to limited 

internal interconnectedness: financial interconnectedness is rather limited in the case of decentralized 

banks. Exceptionally, the arm’s-length principle is applied in the limited cases where intra-group 

transactions are conducted, e.g., the same criteria and transfer price for intra-group operations as those 

applied to institutions outside the banking group.  

o Clearer identification of material legal entities with critical economic functions and their viability in a 

recovery process: There are fewer preparatory measures for preserving critical economic functions in 

decentralized models. In fact, in this model, an identification of critical economic functions or core 

business lines at group level is not realistic, does not match the management of capital, liquidity and risk 

and does not reflect the real capacity of recovery of this type of model.  

o Higher diversity of recovery measures and less uncertainty in their implementation: Because they have 

subsidiaries located in regions with low cyclical correlation, decentralized banks can use different 

recovery measures in diverse severely adverse scenarios, increasing the likelihood of recovery and 

reinforcing the viability of the institution after a recovery process. A decentralized model offers additional 

levers for recovery, for example in terms of selling subsidiaries and issuance in different geographies. In 

the same vein, preparatory measures for carrying out recovery actions are simpler in comparison with 

centralized models. In a decentralized model, local recovery plans are reasonable and could reflect the 

recovery capacity of each subsidiary by its own means, reinforcing the strength of the whole group. In any 

event, recovery plans should be developed ensuring consistency among them and with the corporate 

framework, while preserving the idiosyncratic elements and the decision-making capacity of each 

jurisdiction.  
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