STRATEGIC PLAN
OF BANCO

DE PORTUGAL
% sancoocrorruaar 2014 | 2016







STRATEGIC PLAN
OF BANCO DE PORTUGAL

2014 | 2016

;o f

V<) BANCO DE

L PORTUGAL
. EEEEEEEEE M

Lisbon, 2014 - www.bportugal.pt






Message from
the Governor

Now that the period for implemen-
ting the Strategic Plan for 2011-13
has ended, it is time for stock-
taking, planning the years ahead
and reflecting on the organisa-
tion we intend to be over a wider
horizon. We undertook this task
in the course of 2013 and with
everybody'sinvolvement, givingrise
to the Strategic Plan for 2014-16.

Three intense years of achieve-
ment have passed, in which Banco
de Portugal began a deep, lasting
and at the same time tranquil
transformation.

With this transformation, we have
successfully responded to the new

« 20142016

domestic and international con-
text resulting from the financial
and sovereign debt crisis, society's
increasing demands and scrutiny,
and changes in organisations’ tech-
nology and management.

With this transformation, we can
calmly and confidently address the
challenge of banking union, the
new tasks as prudential and reso-
lution authority, and the continuing
adjustment of the Portuguese eco-
nomy and banking system.

In the past three years, the Bank's
governance model, internal orga-
nisation and management poli-
cies have undergone very signifi-
cant changes. These included the
appointment of an Ethics Adviser
and the revision of the Code of
Conduct, the approval and release
of the Board of Auditors Charter,
the new risk management model,
the reorganisation and reinforce-
ment of resources in the supervi-
sion area and the growing mobility
of human resources and interde-
partmental collaboration.

The three-year period was largely
dominated by the implementation
of the Economic and Financial
Assistance Programme (PAEF in
Portuguese). PAEF involved intense
regulatory activity and the develop-



mentofamoreintrusiverisk-based
supervisory model, with a marked
horizontal and forward-looking
focus. Close collaboration with the
European Central Bank continued
and non-standard monetary policy
measures were implemented, ins-
trumental to maintaining the Por-
tuguese banking system's liquidity.

We have committed to financial
literacy and inclusion, in parallel
with the safeguarding of equili-
brium in the banks' relations with
their customers; we have released
more comprehensive and timely
statistics, offering easier access;
we have actively participated in
important Eurosystem projects,
such as the migration to the Sin-
gle Euro Payments Area (SEPA) or
the introduction of the new euro
banknote series, and have reinfor-
ced cooperation with Portuguese-
-speaking countries.

All these activities were accom-
panied by an effort towards grea-
ter openness to society, with the
intensification of communication
campaigns and several social res-
ponsibility initiatives.

This period of intense transforma-
tion was followed by a period es-
pecially focused on consolidation,
dissemination and absorption of

the new models and the improve-
ment of work processes and me-
thods. This is the aim of the new
Strategic Plan.

Only when the institution’s vision
and strategic goals are adopted by
all staff members will it be possible
for Banco de Portugal to assert its
role as a benchmark in the pre-
servation of financial stability, as
a respected Eurosystem partner
and an independent and influen-
tial institution in the Portuguese
economic debate. Only by acting
in compliance with our values and
committing to quality, timeliness,
consistency and transparency in
decision-making and action will
we successfully fulfil the mission
that we have been entrusted with.
On my behalf and on behalf of the
other members of the Board of
Directors, I would like to convey my
deep acknowledgement for all my
co-workers for their efforts. I am
confident about the future and
about Banco de Portugal's ability
to achieve the vision embodied
in the Strategic Plan for 2014-16.

Governor
Carlos da Silva Costa
Banco de Portugal, January 2014
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Strategic Plan
of Banco de Portugal

The Strategic Plan setsout Banco  thedomestic, European and inter-
de Portugal's goals for the 2014-16  national context.

period. The results and analysis of the

The Plan reflects the mission, the ~ Plan's implementation will be re-
values and the vision of Banco  leased in the Annual Reports and
de Portugal for 2020 and takes  Accounts of the Board of Directors.
into account the developments in

Guilherme Camarinha, tapestry alluding to the creation of Banco de Portugal, 1971.
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Mission, Values and Vision

Mission

In its capacity as central bank of
the Portuguese Republic and an
integral part of the Eurosystem
and the European System of Cen-
tral Banks, Banco de Portugal has
the mission of:

Values

Banco de Portugal's values are:

Integrity * Banco de Portugal's
staff members place society and
the publicinterest at the centre of
their activities and observe high
ethical standards.

Competence, effectiveness,
efficiency ¢ Banco de Portugal
has highly skilled staff members
in their business areas. Its gover-
nance model, internal organisation
and processes are in line with best
practices.

Independence ¢ Banco de Por-
tugal has functional, institutional,
personal and financial indepen-
dence. This principle is enshrined

« maintaining price stability; and
- promoting and safeguarding

the stability of the financial
system.

in the law and is instrumental for
the Bank to fulfil its mission.

Independence implies a clear man-
date, the impossibility of reques-
ting or receiving instructions from
third parties, the protection of
the status of the decision-making
bodies’ members and financial
independence.

Transparency and responsibi-
lity * In compliance with its obliga-
tions within the framework of the
Eurosystem, Banco de Portugal
is accountable to the Assembly
of the Republic, the Government
and Portuguese society on its
activities and why and how they
are carried out.



Transparency on Banco de Portu-
gal's governance model and acti-
vity and accountability for the re-
sults achieved are essential com-
plements to the principle of inde-
pendence.

Team spirit * Banco de Portugal's
staff members work in a spirit of
mutual assistance and

Vision
O Banco de Portugal in 2020

In 2020 Banco de Portugal should
be:

« A reference institution in the
preservation of financial stabi-
lity, that is effective and tech-
nically respected in Portugal
and Europe;

+ Apro-active and influential cen-
tral bank in the conduct of mo-
netary policy and other Eurosys-
tem tasks, as well as in other
fora where it intervenes;

« Anindependentandinfluential
institution in the Portuguese
economic debate;

« A central bank that is efficient
in resource utilisation and with
a risk management policy that
is aligned with best practices.

Social and environmental res-
ponsibility « Banco de Portu-
gal acts with a sense of social and
environmental responsibility, as a
social agent and promoter of cor-
porate ethics.

For that purpose, Banco de Por-
tugal should:

« Reinforce itself as a leading
centre of rationality, that is self-
-critical and able to recognise
mistakes and correctits course;

 Interact with society, to anti-
Cipate and solve problems or
propose solutions, asserting
itself through the quality of
analysis and decision-making
and through consistency;

« Involve its staff members and
stimulate internal debate and
consensus-building;

« Beananchorfornational deba-
te on economic and financial
policy and contribute to infor-
med political opinion;
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Have a predominantly pro-ac-
tive communication policy th-
rough diverse communication
channels and use simple lan-
guage that is adjusted to the
various target audiences;

Be capable of defining priority
areas and discontinuing activi-
ties with no added value.

In 2020 Banco de Portugal should
be even morefocused and efficient
and remain committed to con-
solidating the confidence placed
in it by society that is crucial for
the successful performance of its
mission.




Challenges posed by the new domestic

and international context

Banco de Portugal must adapt
to the new developments in the

domestic and international fra- .

mework:

+ The construction of a Banking

Union, which initially will invol-

ve the creation of the Single
Supervisory Mechanism (SSM)
and should include a Single Re-
solution Mechanism (SRM) for
financial institutions facing dif-
ficulties (and a common depo-
sit guarantee scheme);

« The extension of the manda-
tes of national central banks,
namely in terms of financial
stability, which has led to the
assignment of a macro-pruden-
tial policy mandate to Banco de
Portugal, adding to its respon-
sibilities as national supervisory
and resolution authority;

« The prospect of ongoing high
uncertainty levels as to the eco-
nomic situation and the evolu-
tion of the European Union’s
institutional framework;

+ The continuing adjustment of
the Portuguese economy and
banking system and the transi-
tion to a‘new normal’, with very

different characteristics to the
pre-financial crisis period;
The increasing scrutiny and
demands to which central banks
are subject;

The deep changes in work rela-
tions and methods, associated
with technological develop-
ments and social transforma-
tions.
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Strategic objectives 2014-16

Broad Strategic
Guidelines

Strategic objectives

Financial stability
within the European
context

Enhance micro-prudential supervision within the
Single Supervisory Mechanism

Foster financial stability by deepening the scope
and the analytical and regulatory framework of
macro-prudential supervision, in conjunction with
micro-prudential and banking conduct supervision

Strengthen the Bank's institutional capacity and
expertise as national resolution authority, including
in the context of the establishment of a European
Single Supervisory Mechanism

Effective and fully-
fledged contribution
to the exercise of its
tasks as monetary
authority within

the framework

of the Eurosystem

Ensure influential participation in the Eurosystem
and other fora where the Bank intervenes and excel
in the implementation of monetary policy decisions

Safeguard and reinforce the Bank's financial inde-
pendence within the framework of the Eurosystem

Organisation
and efficient
management
of resources

Strengthen corporate culture and match human
resources to the Bank's functions

Focus supporting departments on greater efficiency
and satisfaction levels within the Bank

Fostering an open
institution, respected
by society

Contribute to a more informed society regarding
the country’s economic and financial situation and
the Bank’s activities

Reduce context costs in the Bank's areas of activity
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. Financial stability within
the European context

Enhance micro-prudential supervision
within the Single Supervisory Mechanism

From November 2014 onwards,
the supervision of euro area cre-
dit institutions will be carried out
under the Single Supervisory Me-
chanism (SSM).

Supervision will be undertaken:

- Directly by the ECB, for a group
of entities considered ‘signifi-
cant’ according to pre-establi-
shed criteria relating to size and
systemic relevance;

By national supervisory autho-
rities, by delegation of the ECB,
in the case of the other ins-
titutions.

Up to October 2014 there will be
a transfer of responsibilities, after
a Comprehensive Assessment of
each significant institution whose
supervision is to be taken on by
the ECB.

The setting-up of the SSM will have
a very significant impact on the
organisation and micro-prudential

supervision activities at Banco de
Portugal and other related activi-
ties, namely in legal enforcement.

Banco de Portugal will form Joint
Supervision Teams that, under
the coordination of the ECB, will
supervise the main national ban-
king groups. Banco de Portugal will
remain responsible for the direct
supervision of the other institu-
tions, in accordance with the com-
mon European framework.

To achieve these objectives, Ban-
co de Portugal must:

« Adapt the new institutional and
operational frameworks resul-
ting from the SSM and actively
participate in their definition;

-+ Reorganise and improve infor-
mation systems to support
micro-prudential supervision,
promoting their approxima-
tion and compatibility with
those eventually established in
the SSM;



- Promote effective and efficient
supervision activity;

+ Adapt and reinforce legal enfor-
cement procedures;

- Participate in the definition of a
methodology and the computa-
tion of supervisory costs within
the SSM.

Foster financial stability by deepening

the scope and the analytical and regulatory
framework of macro-prudential supervision,
in conjunction with micro-prudential

and banking conduct supervision

Banco de Portugal's powers in
the field of financial stability have
been considerably reinforced. In
2013 the Bank was appointed the
authority responsible for the con-
duct of macro-prudential policy.

Full performance of this new task
will involve the development of an
analytical and regulatory frame-
work that is effective in preventing
and mitigating risks to financial
stability.

With regard to the regulatory fra-
mework, the macro-prudential,
micro-prudential and banking
conduct areas will have to comple-
ment one another adequately, to
reinforce the soundness of insti-
tutions, mitigate systemic risk and

promote balanced relations bet-
ween banks and bank customers.

To achieve this objective, Banco
de Portugal must:

- Develop methodologies to
identify and assess systemic
risks, extended to the whole
financial system and suppor-
ted by optimised use of data
in managed databases;

« Prepare a regulatory frame-
work of (macro- and micro-)
prudential measures to pre-
vent and mitigate systemic
risks, taking into consideration
the experience from the recent
financial crisis;

+ Codify the Legal Framework of
Credit Institutions and Financial
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Companies, to rationalise the
regulatory framework and
adapt it to the Single Supervi-
sory Mechanism;

» Redraft the structure of the
Financial Stability Reports
to cover the whole financial
system;

Include credit intermediaries
within the banking conduct
supervision perimeter;

Promote access to adequate
remedial mechanisms that
allow for fast dispute resolu-
tion, at low cost, thus avoiding
recourse to judicial processes.

Strengthen the Bank’s institutional

capacity and expertise as national resolution
authority, including in the context

of the establishment of a European Single

Supervisory Mechanism

In 2012 Banco de Portugal was
appointed national resolution
authority. In this capacity, the Bank
may decide to apply resolution
measuresto creditinstitutionsand
specific investment companies to
ensure the stability of the Portu-
guese financial system with the
minimum cost to public financesin
case of severe financial imbalance
in those entities.

To achieve this objective, Banco
de Portugal must:

« Verify and promote compliance
with the conditions required
fortheapplicationofresolution

measures to institutions where
a possible situation of severe
financial imbalance threatens
the stability of the financial
system;

Prepare resolution plans for
the major banking groups and
institutions;

Adapt to the new legal, institu-
tional and operational frame-
works that may result from the
adoption of the Directive on the
recovery and resolution of cre-
dit institutions and investment
firmsandfromthe setting-up of
a European Single Resolution



Mechanism and actively parti-
cipate in the definition of those
frameworks;

» Qive structured support to the
operation of the Deposit Gua-
rantee Fund, the Mutual Agri-
cultural Credit Guarantee Fund

and the Resolution Fund, so as
to make any involvement of the-
sefunds more agile and efficient
in case resolution measures are
applied to an institution or an
institution is wound up.

. Effective and fully-fledged

contribution to the exercise
of its tasks as monetary
authority within the framework

of the Eurosystem

Ensure influential participation

in the Eurosystem and other fora
where the Bank intervenes and excel
in the implementation of monetary

policy decisions

To achieve this objective, Banco
de Portugal must:

« Reinforce the analytical qua-
lity and the pertinence of the
economic research developed;

« Improve the support to the
participation of the Governor
and the other representatives
of Banco de Portugal in mee-
tings of the Eurosystem and

the other fora where the Bank
intervenes and improve the
coordination of such partici-
pation;

Improve the use of statistics and
develop solutions for the inte-
grated exploitation of the data
in microdatabases managed by
Banco de Portugal;
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Enhance information systems
to support monetary policy
operations, institutions’ col-
lateral and liquidity manage-
ment, integrating them more
efficiently with Eurosystem
applications;

Improve the oversight of pay-
ment systems operation and
of the most critical participants/
service suppliers;

Implement the TARGET2-Secu-
rities system at Banco de Por-
tugal and contribute to its suc-
cessful implementation in the
Portuguese financial system;

Successfully implement the
euro banknotes' Europa series,
with the physical introduction
ofthe €10, €20 and €50 deno-
minations;

Collaborate with the ECB and
the national central banks of
the European System of Cen-
tral Banks (ESCB) in the defini-
tion and release of technologi-
cal solutions to support ESCB
activities;

Contribute to the development
of the ESCB's AnaCredit (Analy-
tical System on Credit) system;

Establish an internal credit
rating system to use within the
scope of collateral valuation
used in Eurosystem credit ope-
rations and possibly for other
purposes, such as support to
the assessment of internal cre-
ditratingmodels used by banks.



Safeguard and reinforce the Bank’s
financial independence within
the framework of the Eurosystem

Safeguarding and reinforcing
Banco de Portugal's financial inde-
pendence is instrumental to the
Bank's role within the Eurosystem
and to effective performance of
the tasks entrusted to it.

To achieve this objective, Banco
de Portugal must:

«+ Reinforce its asset and reserve
management ability, making it
more profitable and efficient;

+ Increase its ability to identify
and assess the various types of
risk in asset and liability mana-
gement;

+ Reinforce the Bank's own funds,
notably as regards the imple-
mentation of the International
Monetary Fund's recommenda-
tions for reinforcing the Bank's
financial position as a result of
the Safeguards Assessment
exercise held in 2011.

. Organisation and efficient

management of resources

Strengthen corporate culture
and match human resources

to the Bank’s functions

To achieve this objective, Banco de
Portugal must:

- Strengthen its governance
model and organic structure;

- Conduct a performance analy-
sisof the departments (including

functional benchmarking
against other central banks);

« Develop and implement an
internal communication policy;

« Assess alternative scena-
rios: in-house solutions with
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rationalisation of services, sha-  « Improve human capital mana-
red services, outsourcing, hy- gement.
brid solutions;

Focus supporting departments
on greater efficiency and satisfaction
levels within the Bank

Banco de Portugal will increase phically different locations and
the quality of support services to making frequent trips;

external and internal customers
(staff and departments). The Bank
will rationalise spaces and proces-
ses, to ‘do better with lower costs’,
taking advantage of the potential

« Reorganise working spaces;

+ Promote the Defined Contribu-
tion Pension Fund as the second
relevant pillar for the protection

of current technological solutions. of workers hired after June 2009

and continue to ensure a high

To achieve this objective, Banco de degree of solvency of the Defi-
Portugal must: ned Benefit Pension Fund;

-« Simplify, modernise and opti- + Improve the release of the

mise departmental and hori- Library's products and services.

zontal work processes;

« Establish internal protocols for
the level and quality of service
provision;

+ Rationalise and integrate infor-
mation systems and technology
solutions;

- Match technological solutions
to the interaction needs of staff
members working at geogra-
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4. Fostering an open institution,
respected by society
Contribute to a more informed

society regarding the country’s
economic and financial situation

and the Bank’s activities

Institutional communication should
contribute to the achievement of
Banco de Portugal's mission, to
the assertion of its independence
and to its accountability. For that,
communication must be balanced,
consistent and diversified, covering
the Bank's different activity areas.

To achieve this objective, Banco
de Portugal must:

« Rationalise external commu-
nication;

« Promote its external openness;

« Promote acquaintance with its
tasks and activities;

« Improve image and reputation
risk management;

» Reinforce communication on
financial stability;

« Promote financial inclusion and
literacy.

Reduce context costs in the Bank’s

areas of activity

This objective implies a decrease
in the costs borne by economic
agents due to financial regulation
and supervision, rules on cash
management and reporting obli-
gations for statistical purposes.

To achieve this objective, Banco
de Portugal must:

« Create Single Rule Books that
facilitate consultations on legis-
lation and regulations in the
different business areas;
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Create a single service point for
regular requests for information
from external entities;

Rationalise the information
received from reporting enti-
ties, eliminating redundancies
and ensuring reporting quality;

Develop a system for easy ac-
cess by economic agents to the
information it produces and
releases;

Reduce communication costs
and provide safe methods
that follow the evolution of the
processes;

Improve efficiency in cash lifecy-
cle management.

2)
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