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Brussels – 5 October 2010 (15:00-18:00)
EUROPEAN PARLIAMENT HEARING ON STATE AID

The public hearing has been convened to review the application of the temporary rules on 
State aid that were adopted as a response to the economic and financial crisis. The hearing 
will be open to the public and will be streamed live on the internet.

The temporary aid measures pursue three objectives:

- first, to ensure sufficient bank lending to companies 
- second, to allow companies with liquidity problems due to the crisis to benefit from 

temporary relief through a limited grant, and
- third, to encourage companies to continue investing for a sustainable future, including 

the development of green products
OPENING STATEMENT
Chairwoman Bowles, members of the committee. Good afternoon. Thank you for inviting me 
to address the committee on this important subject. My name is Jaime Perez Renovales. I 
am Vice Secretart General and Chief Legal Officer of Banco Santander.

Before I talk about the topic of today’s hearing, allow me to briefly introduce the bank that I 
represent. Banco Santander is focused on retail and commercial banking. The bank has a 
significant presence in nine main markets, both within the EU – including in Spain, the UK, 
Portugal and Germany – and outside the EU – including in the US and Latin America, 
principally in Brazil.

Santander has proved to be very resilient during the financial crisis, which meant that we are 
one of only a handful of major European financial institutions that has not required any direct 
State aid. We demonstrated this resilience in the results of the recent stress tests conducted 
by EU banking supervisors. In fact, our strong foundations – in terms of our solvency and 
balance sheet strength – have even enabled us to grow organically and inorganically during 
this period. Examples of this inorganic growth include the acquisitions of:

- Alliance & Leicester and parts of Bradford & Bingley and The Royal Bank of Scotland in 
the UK;

- the SEB retail banking business in Germany;
- and most recently, the agreement to acquire around 70% of Bank Zachodni WBK in 

Poland, from Allied Irish Bank. Completion of the transaction is subject to the relevant 
regulatory approvals and a vote by AIB shareholders.

Hence, by acquiring banks that might otherwise have required State aid, we are playing our 
part in fostering financial stability and at the same time promoting European integration.

********************************

Turning to the topic of today’s hearing. I would like to make three points with regards to the 
temporary rules on State aid that were adopted in response to the crisis.

First, we acknowledge that the crisis was an extraordinary situation requiring extraordinary 
measures aimed at securing stability in the financial system and, crucially, the restoration of 
confidence.

The Commission - lead first by Commissioner Kroes, and since February 2010 by Vice-
Chairman Almunia - has played its part in this process, acting to put in place temporary 
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procedures and handling an avalanche of State aid cases. It adopted a strict approach, 
which we welcome, including the imposition of restructuring plans and limits on activities for 
the institutions in receipt of State aid. It has also not been shy to conduct further 
investigations when deemed necessary. 

There are, however, still lessons we can learn. During the crisis we have witnessed that: in 
most cases the cost of reimbursing the injected capital was below market prices; and there 
are examples where no time limit has been set for reimbursement, no conditions attached or 
at least a lack of transparency; and only in a few cases was the distribution of dividends to 
shareholders limited in any way or restrictions placed on market share gains.

Based on this experience, our view is that State aid should only be granted on the basis of 
the following conditions:

- It should be limited to financial institutions that are effectively viable.

- The valuation of the instruments used for injecting public capital should be based on 
market pricing.

- It should be temporary and include incentives for the institution to reimburse the state.

- It must be transparent and subject to conditions.

My second point is that, although recognising the necessity of State aid for financial stability, 
now is the time to give serious consideration to exit strategies and design plans for the return 
to normality, or what some have called ‘peace time’, in the financial system. Achieving this 
goal requires both the repayment of any State aid and returning institutions to private hands 
via restructuring where applicable.

Clearly, the longer that such State aid measures are in place, the greater the potential for 
competitive distortions. Banks in receipt of State aid have not only benefited from capital 
injections, but also enjoy a cheaper cost of funding as a result of an explicit or implicit 
government guarantee. In this way we have an unlevel playing field.

We have been requesting this since December 2008; two years later we need to keep doing 
so. In this sense we welcome the Commission’s new standards on guarantee fees adopted 
in July 2010, and endorsed by the Ecofin Council.

The third and final point that I would like to make today looks to the future. We consider it 
extremely important to enact reforms that reinforce the foundations of the financial system 
and thereby reduce the likelihood of a repeat of the financial crisis. The reforms should also
ensure that, if a future crisis is unavoidable for whatever reason, then there is no need for 
recourse to State aid.

In our view, there are five main areas of reform that should be addressed in order to reinforce 
the foundations of the financial system. I do not have time in my opening remarks to address 
each of these in detail, but I would be happy to comment on them later in the discussion if 
members wish me to do so.

They are:

i. CAPITAL – we need better quality capital ratios with homogeneity in capital 
calculations; the fundamental principle should be that capital requirements are linked to 
risk, so firms engaging in more risky activities should hold more capital.
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ii. LIQUIDITY – the same principle should apply here; we should continue to move 
towards stronger liquidity positions with much less reliance on wholesale funding.

Basel III already represents a significant step in this direction and it will put in place a 
demanding regime for the banking industry.

iii. CORPORATE GOVERNANCE – financial institutions should have independent risk 
management functions with sufficient authority, prestige, resources and access to the 
Board; and the Boards should actively monitor the design and implementation of 
remuneration policies.

iv. SUPERVISION – we need macro-prudential supervision at the national, EU and global 
level to identify risks before they develop too far. Micro-prudential supervision must be 
rigorous, strict, intrusive, close and with the foresight to redress situations that could 
lead to serious risks. Colleges of supervisors for cross-border groups and the 
development of a single rulebook will also contribute to convergence.

v. CRISIS MANAGEMENT – we need to develop a crisis management framework that 
means any institution can exit the market in an orderly fashion; early warning systems, 
early intervention capacities and resolution tools specific for financial institutions are 
needed to develop this framework. There is also a key role here for ‘living wills’, or 
recovery and resolution plans.

Of course, no amount of reform can guarantee 100% that State aid will not be needed in the 
event of a future crisis, but we seriously need to reduce the potential cost and all the steps 
taken in the areas mentioned above will certainly help to do so. 

Thank you very much for listening. I look forward to contributing to the discussion later on.
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