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Euro area banks are facing a complex institutional framework. Reforms are needed to reduce undue
complexities in regulation and supervision, removing frictions that could impede growth. At the same time,
European banks are facing a complex risk environment. Safeguarding the resilience of banks as a
foundation for sustainable growth is thus equally important.

The European Parliament’s recent views on the banking union, together with the European Commission’s
upcoming report on the EU banking sector, offer an opportunity to outline a reform agenda to further

strengthen the system.[ ]

The ECB and the Eurosystem have contributed to this debate.[ ] A key element of their contributions is
their call to further promote the integration of the Single Market and complete the banking union, while
preserving strong supervisory and regulatory standards. Two recent developments – the materialisation of
geopolitical risks and the challenges posed by frontier AI models – underline the importance of these
contributions.

Geopolitical risk and resilience
Geopolitical risks have materialised in the form of military conflicts and higher tariffs. Growth forecasts
have been revised downward, and corporate insolvencies have risen.

It is too early to tell how geopolitical risks affect banks’ balance sheets. Current financial indicators of the
euro area banking sector remain robust, with strong capitalisation and low levels of non-performing loans.

But weaker growth may take several quarters, or even years, to translate into weaker asset quality.[ ]

Credit risks related to geopolitical developments thus need to be monitored carefully.

Banks therefore need to assess how recent shocks and more structural changes could affect borrowers,
collateral values and their own loss-absorbing capacity over time. They need to consider that more limited
fiscal space can constrain public authorities’ capacity to buffer shocks. Robust capital positions remain
essential for banks to absorb shocks, service the economy and promote growth.
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Concerns that adequate capital requirements may undermine banks’ competitiveness or lending are not

borne out by the evidence.[ ] Higher capital requirements since the financial crisis have not impaired
banks’ ability to lend to the economy. To the contrary, strong capital positions are essential for banks to

withstand shocks while continuing to provide financing to households and firms.[ ] There is no indication of

credit supply being constrained by bank capital requirements.[ ] Moreover, the banking sector has
sufficient capital headroom and payout ratios of around 50%.

European capital requirements are generally aligned with the Basel framework and are broadly
comparable to those applied in other major jurisdictions. Overall requirements for the most loss-absorbing
form of capital, Common Equity Tier 1, remain largely unchanged in 2026 relative to 2019. During the
pandemic, capital requirements were lowered; since then, total requirements have increased moderately
as macroprudential buffers have been built up that can be released in times of stress.

Cyber risks, artificial intelligence and operational resilience
One key driver of banks’ competitiveness is their ability to further develop sustainable digital business
models. Operational resilience requires balancing the risks and benefits of digital innovation, including the
use of artificial intelligence (AI) tools. More than 85% of banks under European banking supervision use
such tools, and over 40% of banks consider at least one AI use case to be highly relevant to their

business.[ ]

The development of new frontier large language models could challenge banks’ cyber defences.[ ] The
speed, scale and accessibility of advanced cyber tools are increasing, and the response time available to
defenders is shrinking. Moreover, the critical infrastructure on which banks depend – including cloud
services, telecommunications networks, payment systems and electricity supplies – could become the
target of cyberattacks. To maintain trust in their operations, banks must thus be able to respond effectively
to cyber incidents, protect data, and maintain critical services.

Banks’ management bodies must take clear ownership of this issue. The challenges posed by new
generations of AI models require strong IT governance, effective cyber risk management and sound
outsourcing arrangements.

Cyber and IT resilience require adequate resources. Banks have strengthened their capabilities over
recent years. But responding to the new threat environment and further strengthening operational
resilience will require sustained, multi-year investment in IT systems and sufficient staffing. Current strong
profitability gives banks scope to make the necessary investments.

European banking supervision supports banks’ risk management by providing guidance, disseminating
good practices and focusing on remediation of supervisory findings. Cyber and operational resilience has
been a supervisory priority for several years now. Since it entered into force in 2025, the Digital
Operational Resilience Act (DORA) has established an oversight framework for critical service providers
and requires banks to manage the related risks. Through the ECB’s cyber resilience stress test, on-site
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inspections and threat-led penetration tests, we have identified weaknesses in the implementation of

essential cybersecurity measures.[ ] Besides remediating these weaknesses, banks need to assess their
level of preparedness, close remaining gaps in cybersecurity and update crisis management processes.

Strengthening integration and competition while safeguarding
resilience
The evolving risk environment requires an acceleration of the European reform agenda which strengthens
integration, competition, and thereby growth, while safeguarding resilience.

The ECB’s High-Level Task Force has proposed ways to simplify the EU’s capital framework that preserve

microprudential, macroprudential and resolution functions.[ ] Pillar 2 requirements and guidance remain
essential to address bank-specific risks not fully captured by Pillar 1; prudential backstops such as the
leverage ratio and the Basel output floor safeguard against risks being underestimated in a highly
uncertain environment.

But the current framework can be improved – without weakening resilience. The number of
macroprudential buffers in the stack can be reduced, and their implementation can be further harmonised.
As regards microprudential requirements, the ECB’s new methodology to calculate Pillar 2 requirements
provides more clarity on the interaction between Pillar 1 and Pillar 2 requirements and helps avoid

unwarranted overlaps.[ ] The new P2R methodology is one element of a comprehensive reform, which I

have described in previous hearings.[ ]

The reforms of European banking supervision are well on track. Tangible improvements for banks include
clearer priorities, targeted communication on supervisory findings and faster decision-making. On-site
inspections are becoming more targeted and risk-based. This year, we are reviewing supervisory guides,

clarifying their non-binding nature where needed and phasing out guides that have been superseded.[ ]

We are further enhancing the proportionality of supervision and reporting for small and non-complex
institutions.

As part of the overall reform agenda, the banking union should be completed. It has made the banking
sector more resilient and less dependent on national fiscal resources. While the bank-sovereign nexus is
not currently a prudential concern, the underlying channels through which it could re-emerge do still exist.
[ ] Yet, insured deposits remain protected by national schemes. A well-designed European deposit
insurance scheme would help ensure that all deposits are protected equally, strengthen confidence,
further weaken the bank-sovereign nexus and support integration. Within the banking union, capital and
liquidity should be able to move across borders, subject to safeguards that ensure transfers within groups
can be made also in times of stress. In addition, further harmonising national rules that may create barriers
to the Single Market would enable banks to develop cross-border business models that require sufficient
scale.
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Ultimately, these reforms would support an integrated banking sector in which banks can provide services
across the Single Market. This would promote both risk-sharing and growth.

We therefore welcome reflections on the future of the EU banking sector and look forward to productive
discussions ahead.
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