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Thank you very much for inviting me to present the ECB’s Annual Report on supervisory activities for

2025.[ ] The year was characterised by two main developments.

First, European banks have entered this phase of heightened geopolitical uncertainty with robust short-
term indicators and strong capitalisation, while medium to long-term risks remain elevated.

Second, and in light of this, European banking supervision is further strengthening its risk-based
approach. We are focusing on the most material risks with the aim of preserving the sector’s resilience,

and we are streamlining our supervisory activities to become more efficient and effective.[ ] Our Annual
Report provides information on the comprehensive reform of European supervision that is currently
underway.

The euro area banking sector continues to show solid levels of capitalisation, with significant institutions

having an aggregate Common Equity Tier 1 (CET1) ratio of around 16%.[ ] There are no significant signs
of deterioration in asset quality at the system level, as the share of non-performing loans remains relatively
stable at around 2%. But there are limited pockets of vulnerability in segments such as commercial real

estate and lending to small and medium-sized enterprises[ ], and banks need to monitor exposures to
sectors and firms that are particularly vulnerable to heightened risks. This is crucially important in the
current geopolitical context, where the ongoing conflict in the Middle East adds layers of uncertainty and
volatility to economic forecasts, has market impact, and could impair credit quality. This may impact banks’
balance sheets at a later stage.

The euro area banking sector displays no difficulties in complying with the requirements of the revised
Capital Requirements Regulation (CRR III), which transposes the Basel III rules into European law and
has applied since last year. The data collected for the EU-wide stress test show that the average impact in

2025 was close to zero.[ ] This is consistent with ex ante impact assessments conducted by the European
Banking Authority. Phase-in arrangements, transitional provisions and banks’ balance sheet adjustments
have ensured a smooth transition to the new framework.
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Fully implementing Basel III should thus remain a policy priority: it maintains an international level playing
field, ensures banks are better capitalised and strengthens financial stability.

In the current highly uncertain environment, safeguarding resilience remains key: appropriately capitalised
and more resilient banks can better respond to evolving risks. They are in a better position to take risks,
maintain lending and support households and firms during periods of stress – rather than amplifying

downturns.[ ] Importantly, good resilience strengthens rather than impairs banks’ efficiency or

competitiveness.[ ]

In maintaining resilience, micro- and macroprudential measures complement each other. Microprudential
supervision addresses risks affecting individual banks. It needs the support of macroprudential policies to

address increased financial stability risks.[ ] Resilient banks are essential in a macroeconomic
environment in which fiscal policy will have less space to buffer shocks to the economy than it did in the
past. Strong capital buffers and credible resolution regimes protect taxpayers from bearing the costs of
financial instability.

Risks and uncertainties are indeed heightened as trade tensions and macroeconomic uncertainty can be
transmitted to the banking sector. Weaker growth dynamics and elevated uncertainty could dampen loan

demand, increase credit losses and put bank capital under pressure.[ ]

Our supervisory priorities thus aim at safeguarding banks’ resilience in two ways.

First, we are addressing banks’ resilience to heightened geopolitical risk and macroeconomic uncertainty.
The 2025 EU-wide stress test found that the euro area banking sector would be able to absorb losses in a

downturn scenario caused by geopolitical frictions and protectionist measures.[ ] The scenario was
common to all banks; the resulting capital depletion thus differed across banks. This year, we are
reversing this set up. We are asking banks to identify geopolitical risk events that could lead to a depletion
in CET1 capital of at least 300 basis points, and to set out the preventive measures they can take to

reduce this impact.[ ]

Moreover, we are assessing whether banks’ loan underwriting standards remain commensurate with
underlying risks. As banks come out of a period with relatively low losses and face intensifying
competition, including from non-banks, lending terms may weaken. While there is no clear evidence of a
widespread deterioration in standards, the available data are incomplete. This prevents banks from
benchmarking their own policies against those of the market. We will be exploring banks’ underwriting
practices more closely, in a proportionate manner, to better understand emerging trends at an early stage.
[ ]

Our second priority addresses banks’ operational resilience. Banks are facing increasing competition from
non-bank providers of digital payments services. They are using artificial intelligence tools to improve the
provision of financial services and enhance efficiency. Many need to further improve their risk data
aggregation capabilities. And they are also facing more severe and more frequent cyberattacks. Many
banks outsource critical services. All of this requires sound investments in IT and digitalisation to remain
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competitive. Thanks to their good levels of profitability, banks have a window of opportunity to make these
investments.

In addition, we are adjusting the way in which we conduct supervision – to be more efficient, effective and
risk-focused. Across all our activities, we are streamlining routine processes for low-risk activities while

more deeply scrutinising complex issues and higher, potentially systemic, risks.[ ] Let me highlight a few
elements that are described in more detail in our Annual Report.

Stress testing, which is currently very data and resource-intensive, is an example. We are working closely
with the European Banking Authority (EBA) to reduce the size of data templates. Similarly, the additional
supervisory reporting we collect each year as part of our assessment of individual banks has been
reduced by approximately 20%.

We are further standardising processes such as capital-related decisions, internal model approvals, fit and
proper assessments, and onsite inspections. This allows cases that do not significantly affect banks’
resilience to be approved more quickly, while complex, higher-risk cases can command greater attention.
A risk-based approach covers about 90% of the ECB’s decisions on authorisations and qualifying holding
procedures. Adding to the benefits of standardisation, we are digitalising our key processes over time.

This year, we are developing a more proportionate approach for small and non-complex institutions
regarding supervision and reporting, including the frequency and depth of supervisory assessments and

stress testing.[ ] In addition, we are streamlining our supervisory guides to make the information more
accessible and to once again underline their non-binding nature.

Our two-pronged approach – streamlining supervision and safeguarding resilience – improves banks’
ability to respond to a changing external environment. Additional policy steps are needed, though, to
ensure that Europe’s banking sector can continue playing its role in supporting growth and stability.

Strengthening the Single Market can have positive implications for banks’ resilience and competitiveness.
Removing barriers to the cross-border provision of services and harmonising rules would allow banks to

better reap economies of scale and diversify their activities.[ ]

We thus welcome the European Commission’s package on market integration, including its proposals to
strengthen centralised supervision of significant capital market participants. European banking supervision
stands ready to support this discussion with its technical expertise. The Commission has recently
launched a targeted consultation on the competitiveness of the EU banking sector, to which we are
actively contributing.

Moreover, completing the banking union would promote integration and further improve crisis
preparedness. This includes a common system of deposit protection and a robust European liquidity
backstop for banks in resolution. Strong supervision and credible resolution regimes support resilient
business models and sustain investor confidence. Together, they ensure that banks can innovate and
compete successfully while remaining safe and sound, and those which do not have sustainable business
models can exit the market without putting financial stability at risk.
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