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Executive summary

Geopolitical instability and rising fiscal pressures are increasing risks for European banks.
Macroeconomic uncertainty including geopolitical and global trade tensions are compounded with
political uncertainty across Europe. Rising sovereign debt has in some cases led to higher risk
premiums on government bonds and heightened volatility in funding markets. Since interest rates
have risen, European banks have increased their exposures towards sovereigns, which not only
affects their asset side mix but also the composition of high-quality liquid assets (HQLA).

The use of geoeconomic instruments — such as tariffs or other trade related measures — globally
increases the uncertainty of the macroeconomic situation. Despite the agreement on the trade
framework between EU and US counterparts announced in late August, trade-related uncertainty
remains high. Direct credit exposures of EU/EEA banks to the US are not negligible. Coupled with
the complexity of global value chains’ indirect exposures, they can amplify the EU/EEA banking
sector’s vulnerability to external geopolitical and geoeconomic shocks. An event study by the EBA
related to the trade related events in April this year shows that banks with higher indirect non-
financial corporates’ (NFCs) exposures to the US experienced more pronounced negative reactions
in their stock prices, highlighting the importance of monitoring both direct and indirect channels of
risk transmission.

The impacts of geopolitical and geoeconomic risks extend beyond market volatility to broader
financial stability concerns. Implications not only involve potential deterioration in banks’ asset
quality but also affect the strategic realignment of banks’ priorities, such as adjustments of lending
strategies and their sectoral focus. They also require a strategic overhaul of risk management
frameworks and operational practices. EU/EEA banks continue to formalise governance for these
risks, enhance due diligence, and embed scenario planning and crisis management frameworks into
their core processes.

Third-country NBFI exposures are rising, highlighting new risk dynamics. Banks have significantly
increased their exposures to non-bank financial intermediaries (NBFIs) in recent years, particularly
in the Cayman Islands and the UK, while exposures towards US remain the most significant. The
growing interlinkages with NBFIs increase the risks for EU/EEA banks given the opacity and
idiosyncratic risks hidden in this sector. These trends underscore the importance of their ongoing
monitoring and prudent risk management. Developments related to some bankruptcies in the US
automotive parts sector as well as some volatility related to US regional banks in mid-October
brought the interlinkages between banks and the NBFI sector into focus. These developments also
affected financial markets, not least spreading from the US to Europe. Although this was a rather
short-term impact, it demonstrates how quickly financial markets’ situation may deteriorate and
spread globally.

Recovery in real estate markets and a robust labour markets are positive to banks’ asset quality.
Despite macroeconomic uncertainty, robust employment levels and recovering residential real
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estate markets are providing support for the stable asset quality of European banks. European
banks’ equity indices have outperformed other industries and their peers in other jurisdictions.

Lending growth is driven by household demand and sector-specific investments. Household
lending, especially mortgages — has been the primary driver of loan growth, with banks expanding
their portfolios despite macroeconomic uncertainty. Demand for mortgages and consumer credit
remains strong, underpinned by their lower interest rates and consumer confidence. At the same
time, banks are increasing their exposures to sectors aligned with EU strategic priorities, such as
energy, utilities, and technology, reflecting both policy direction and the need for infrastructure
and defence investment.

Asset quality remains resilient despite elevated Stage 2 loan volumes. The cost of risk and non-
performing loan (NPL) ratios remain near historic lows as asset quality of banks is supported by
robust labor markets and improved collateral values, especially in real estate. EU/EEA banks,
however, continue to report a high share of Stage 2 loans, particularly in commercial real estate
(CRE) and small and medium-sized enterprises (SMEs), which has not yet translated into an increase
of defaulted loans or higher provisioning levels.

Retail deposits remain the cornerstone of bank funding, while volumes of market-based
instruments show selective growth. Customer deposits from households and non-financial
corporations (NFCs) account for nearly half of banks’ total liabilities, underscoring their importance
in their funding mix. Despite periods of uncertainty and decreasing deposit rates, banks have
maintained a steady deposit base and intend to keep retail deposits as their key funding focus area
going forward. Meanwhile, senior preferred debt instruments have seen increased issuance
volumes, reflecting banks’ preference for stable funding sources during market volatility and their
need to meet regulatory requirements. Covered bonds and non-preferred senior instruments are
again expected to gain more attention going forward, although overall debt and capital instrument
issuance volumes have declined in 2025 compared to the previous year.

EU/EEA banks maintain robust liquidity while liquidity buffers shift towards sovereign assets.
Liquidity ratios remain comfortably above regulatory requirements. The composition of HQLA has
changed, as cash and central bank reserves have decreased, while Level 1 sovereign debt and
covered bonds have grown, resulting in a larger share of these assets within the HQLA mix. The
rising share of sovereign assets may expose banks to market volatility risks, which is not the case
for cash and central bank reserves. Furthermore, some EU/EEA banks may be exposed to foreign
currency liquidity risks, particularly in USD.

EU/EEA banks’ capital reached new record highs, despite the increase in risk-weighted assets
(RWA) caused mainly by operational risk. The latter is not least due to the implementation of
CRR3/CRD6. Despite the shifts in banks’ RWAs composition, banks’ core equity tier 1 (CET1) capital
and leverage ratios improved further, with CET1 headroom above requirements expanding to
nearly 500 bps, reflecting strong profitability. The CET1 ratio reached a new all-time high at 16.3%
in Q2 2025. The progressive phase-in of CRR3 rules is expected to further impact capital
requirements, but banks have time to adjust before full implementation.
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Operational risks for banks remain elevated in 2025, with cyber and ICT-related threats, fraud,
and legal risks continuing to drive both direct financial losses and broader concerns about
resilience and stability. In the second half of 2025, the volume of cyber-attacks affecting financial
institutions has levelled off but remains high, with nearly half of the banks reporting no major attack
for the first time in three years. Distributed denial of service (DDoS) attacks, primarily by hacktivists,
dominate the threat landscape, while ransomware remains the most impactful threat. The
implementation of the Digital Operational Resilience Act (DORA) is strengthening incident
management and cross-border coordination, but outsourcing risks and dependencies on third-
party providers — especially in cloud and payment systems — have increased. Fraud risk, not least
amplified by the use of Al in financial crime, is now the second most significant operational risk,
posing a growing threat to public trust and financial stability.

Despite downward pressure from net interest income (NIl), EU/EEA banks continue to deliver
high profits, supported by resilient fee and commission income and cost control. Over the past
year, banks have faced a notable decline in NII, driven by tightening margins. However, other
sources of income have compensated for this decline, enabling banks to sustain their profitability
levels.

Cost efficiency is moving to the forefront of banks’ strategies for sustaining profitability. Total
costs as a share of equity have decreased. Furthermore, cost of risk (CoR) is at one of its lowest
levels reported, averaging around 50 bps for EU/EEA banks. Key cost-cutting strategies such as
automation, digitalisation, and outsourcing are gaining traction, reflecting a strategic shift from
income generation to expense management. Looking ahead, most banks do not expect a further
increase in return on equity (RoE), but they focus on cost efficiency and fee income growth to tackle
potential pressure on profitability.
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This report describes the main developments and trends in the EU/EEA banking sector and provides
the EBA outlook on the related main risks and vulnerabilities.? The Risk Assessment Report (RAR) is
based on qualitative and quantitative information collected by the EBA. The report’s key data
sources are the following:

e EU/EEA supervisory reporting?;
e the EBA Risk Assessment Questionnaire (RAQ) addressed to banks;
e market intelligence, as well as qualitative micro-prudential information.

This report follows the common structure of the EBA’s RARs. The RAR builds on the supervisory
reporting data that competent authorities submit to the EBA on a quarterly basis, for a sample of
164 banks from 30 EEA countries (131 banks at the highest EU/EEA level of consolidation from 26
countries)®. Based on total assets, the sample covers more than 80% of the EU/EEA banking sector.
In general, the risk indicators and other supervisory reporting-based charts and analysis are based
on an unbalanced sample of banks, whereas charts related to the risk indicator numerator and
denominator trends are based on a balanced sample®. When referring to countries in the following,
the respective data are based on the sample of banks applicable for this jurisdiction (see Annex I),
if not otherwise stated. The text and figures in this report refer to weighted average ratios unless
otherwise indicated®. In selected cases, some of the analysis covered in this RAR is based on data
from other reporting and data submissions, such as the EBA’s European reporting system for
material CFT/AML weaknesses (EuReCA)’.

2 With this report, the EBA discharges its responsibility to monitor and assess market developments and provides
information to other EU institutions and the general public, pursuant to Regulation (EU) No 1093/2010 of the European
Parliament and of the Council of 24 November 2010 establishing a European Supervisory Authority (European Banking
Authority) and amended by Regulation (EU) No 1022/2013 of the European Parliament and of the Council of
22 October 2013 (O JL, 15.12.2010, p. 12, ELI: ).

3 See the

4Data as of the reporting date 30 June 2025 if not otherwise indicated. Supervisory reporting includes, for instance,
prudential reporting (common reporting — COREP), financial reporting (FINREP). It must be noted that there are, partially,
certain differences between reporting samples (on the sample of reporting banks, see Annexl) and reporting
requirements, such as in the level of consolidation. Starting in Q1 2025 the COREP OF/LR templates were remodelled to
reflect the changes introduced by CRR3/CRD6. In Norway and Liechtenstein, the CRR3 entered into force in Q2 2025,
while in Iceland its implementation was further delayed. Therefore, these countries may be missing in some charts and
analysis based on these templates. On the indicators used, see the

5Being an unbalanced sample, the number of reporting banks per country may sometimes display certain variations
between quarters, which might accordingly affect quarterly changes in absolute and relative figures and therefore
changes in risk indicators for country-level aggregates must be read with caution.

6There might be slight differences between some of the risk indicators covered in the
and this report, as a result of data resubmissions by banks. The Annex to the Risk Dashboard also includes a
description of the risk indicators covered in this report and their calculations, and further descriptions are available in the

7 The is a central database that puts together information submitted by competent authorities on serious
deficiencies in individual financial institutions’ systems and controls that expose these institutions to money laundering


http://data.europa.eu/eli/reg/2010/1093/oj
https://protect.checkpoint.com/v2/___https:/www.eba.europa.eu/regulation-and-policy/supervisory-reporting___.YzJ1Omxpb25icmlkZ2U6YzpvOjYyZTRmNDJlYjY4ZDNkMTczNWVjMGJiNDA3YWE3OTRiOjY6MWRkYzowYjAyOTU2OTE0ZmY3YzBkMTAzODZmOTEyNjI5MzEwYmI0ZDE1MTBhY2U3N2RjNTk2NmEwZmY2YzYxZGFjODI0OnA6VA
https://www.eba.europa.eu/risk-and-data-analysis/data/guides-data
https://www.eba.europa.eu/risk-and-data-analysis/data/guides-data
https://www.eba.europa.eu/sites/default/files/2025-09/0b362777-be60-43a4-a8dd-3287500d7cc6/EBA%20Dashboard%20-%20Q2%202025.pdf
https://www.eba.europa.eu/sites/default/files/2025-09/0b362777-be60-43a4-a8dd-3287500d7cc6/EBA%20Dashboard%20-%20Q2%202025.pdf
https://protect.checkpoint.com/v2/___https:/www.eba.europa.eu/risk-analysis-and-data/guides-on-data___.YzJ1Omxpb25icmlkZ2U6YzpvOjYyZTRmNDJlYjY4ZDNkMTczNWVjMGJiNDA3YWE3OTRiOjY6YjgzYzo0YWUzMTAyZjUwNjdhNmVjNjNkYjNhOTMzYmZkMGVjZDAzNzFlZjUwMWFjYWEzYTRiNmQ0OWQxZTJhYTFkMGIzOnA6VA
https://protect.checkpoint.com/v2/___https:/www.eba.europa.eu/sites/default/files/document_library/Publications/Other%20publications/2023/1056253/EuReCA%20Factsheet%20%2031%2005%202023.pdf___.YzJ1Omxpb25icmlkZ2U6YzpvOjYyZTRmNDJlYjY4ZDNkMTczNWVjMGJiNDA3YWE3OTRiOjY6ZmU2Yzo2YzJkZjIxMDk4ZjY2ZjhiYjlkZTIxN2I4N2Y2ODc2ZjE1NGU1N2NlN2M5Y2NiN2Q1ZWI2ZmMwZDg3MDk2ZjlkOnA6VA
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The RAQ is conducted by the EBA on a semi-annual basis, with one questionnaire addressed to
banks®. Answers to the questionnaires were provided by 85 European banks (Annex 1) during
August and September 2025. The report also analyses information gathered by the EBA from
informal discussions as part of the regular risk assessments and ongoing dialogue on risks and
vulnerabilities of the EU/EEA banking sector. The cut-off date for the market data presented in the
RAR was 31 October 2025, unless otherwise indicated.

Along with the RAR, the EBA is disclosing bank-by-bank data as part of the 2025 EU-wide
transparency exercise for four reference dates (September 2024, December 2024, March 2025
and June 2025). The transparency exercise is part of the EBA’s ongoing efforts to foster
transparency and market discipline in the EU internal market for financial services, and
complements banks’ own Pillar 3 disclosures, as set out in the EU’s CRD. The sample in the 2025
transparency exercise includes 119 banks from 25 countries at the highest level of consolidation in
the EU/EEA as of June 2025°. The EU-wide transparency exercise relies entirely on COREP / FINREP
data.

and terrorist financing (ML/TF) risk. Data refers to all sectors within the remit of the EBA’s anti-money
laundering/countering the financing of terrorism (AML/CFT) mandate, namely: credit institutions, payment institutions,
e-money institutions, bureaux de change, investment firms, fund managers, credit providers (other than credit
institutions), life insurance undertakings and life insurance intermediaries, and an additional category of ‘others’. On
DORA incident reporting see for instance the

8 The results of the RAQ are also published separately on a semi-annual basis. These published RAQ booklets (
) also include explanations of the questionnaire and the analysis of the RAQ
responses.

9The figures for the banks not participating in the EU transparency exercise are disclosed in an aggregate manner and at
the highest level of consolidation in the category ‘Other banks’. This is to allow users to reconcile with the EBA’s full
population of EU/EEA largest institutions.


https://www.eba.europa.eu/sites/default/files/2025-06/8b04db15-e8c0-47c1-9c28-ea5ee356637c/RAQ%20Booklet%20graphs%20Spring%202025.pdf
https://www.eba.europa.eu/activities/single-rulebook/regulatory-activities/operational-resilience/joint-technical-standards-major-incident-reporting
https://www.eba.europa.eu/sites/default/files/2025-12/063a8860-830a-49e6-9515-7003db629d89/RAQ%20Booklet%20graphs%20Autumn%202025.pdf
https://www.eba.europa.eu/sites/default/files/2025-12/063a8860-830a-49e6-9515-7003db629d89/RAQ%20Booklet%20graphs%20Autumn%202025.pdf
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1. Macroeconomic environment and
market sentiment

Impact from global trade and geopolitical tensions mitigated from robust employment

Macroeconomic uncertainty and global trade tensions have challenged the European economic
activity, moderating economic growth. In the first two quarters of 2025, the EU’s gross domestic
product (GDP) grew modestly by 0.5% and 0.2%, respectively (Figure 1). The European Commission
estimates 1.4% GDP growth for 2025 as the economy demonstrated resilience to global trade
tensions.® This was not least due stronger-than-expected export performance ahead of anticipated
tariff adjustments, underpinned by investments in equipment and intangible assets. The EU
confidence indicators show confidence in industry lags markedly behind other sectors such as
construction, retail trade and services!!. Business and consumer confidence indicators remain
notably below their historical average since April 2025, when trade tensions intensified.

Figure 1: EU GDP growth rate YoY
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Inflation in the EU remained slightly above 2%. It was reported at 2.6% in September 2025,
indicating stable price dynamics (Figure 2). European Commission projections suggest a further
slowdown in inflation, reaching 2.1% in 2026, as disinflationary factors from ongoing trade tensions
release the demand pressure.!? Yet, with geopolitical uncertainty remaining elevated there may be
downside risks. The European Central Bank (ECB) responded by loosening its monetary policy
during the first half of the year. In June 2025 the ECB lowered its deposit facility rate by 25bps to
2% and has since maintained that level. Alongside ECB actions, several national central banks also
adjusted their monetary policies. For example, Poland and Sweden each reduced their key interest

10 See the , November 2025.
11 See the , September 2025.

12 For the source see footnote 10.
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rates in several instances during 2025. The US FED lowered the federal funds rate range from its
4.25 to 4.5% corridor to a 4.0 to 4.25% corridor in September and by another 25bps in October.

Figure 2: EU average inflation rate seasonally adjusted (%)
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Source: Eurostat

Employment within the European Union continues to expand, accompanied by rising wages that
indicate a strong and competitive labour market across Europe. In September 2025, the EU
unemployment rate maintained its consolidating trend, stabilising at 6% of the total labour force
for two months in row. Projections from the European Commission suggest it will reach a new
historic low of 5.8% in 2027.

Ongoing improvements in employment and wage levels, together with easing inflation and modest
reductions in interest payments, due to lower interest rate environment, are anticipated to further
elevate household gross disposable income. Nevertheless, the decline in consumer confidence
implies that consumption may remain subdued due to increased precautionary saving behaviours.
This is partly reflected in the household saving rate (14.6%), which is comparatively high.

Equity prices of European banks show remarkable gains despite heightened market
volatility

Despite the tail risks and the pockets of market volatility due to geopolitical tensions and abrupt
changes in global trade policies, equity markets have performed sufficiently well during the year,
raising some concerns around valuations. Although equity prices showed heightened sensitivity to
tariffs announcements and uncertainty around trade policies (see Box 4), they showed notable
resilience and recovered swiftly. However, some developments — such as the rather temporary
drop in bank share prices in mid-October amid concerns related to US regional banks and banks’
private credit exposures — also showed how quickly the situation on financial markets can
deteriorate and how quickly negative developments can spread.

Since the start of the year, the Euro Stoxx banks index (SX7E) gains have approached 60%. In
comparison, the general Euro Stoxx index reported gains of close to 14%. EU banks’ equity index
performance compares favourably against not only other jurisdictions but other industries too
(Figure 3). The favourable environment is also reflected in the price-to-book multiples of European
banks, which have increased remarkably (trading well above 1 and close to levels only seen before
Great Financial Crisis in 2008) and significantly reduced the long-standing gap with their US peers.
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At the same time spreads of all instruments across the capital stack of European banking sector
tightened reflecting the positive sentiment for the sector (Figure 21 on cash asset swap spreads).
Investors and bank sector analysts show increased confidence on banks’ future equity performance
— yet they continue to warn that geopolitical (and political) or macroeconomic risks leave the
banking sector susceptible to adverse developments. Investors are not only sensitive to global trade
tensions, but they are also cognizant of the fact that EU banks’ main income driver, net interest
income, is under pressure (see Chapter 5). Earnings results of certain EU/EEA banks have for
instance shown in recent quarters that investors are not least particularly sensitive to NIl
trajectories. Around the Q3 results’ season, investors’ sensitivity was similarly pronounced, for
instance related to banks’ US and private credit exposures as well as to litigation related risks.

Figure 3: EURO STOXX by industries (Basis January 2024 = 100)
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Housing markets recovery and commercial real estate stabilisation supportive for banks

The residential real estate market in the EU is going through a recovery, marked by rising prices and
market activity. Lower borrowing costs have helped demand for mortgages. On the supply side,
according to market participants new construction remains insufficient, with building permits at
historically low levels. As a result, house prices have increased by 5.7% year-on-year as of the first
guarter of 2025. This demand-supply deficit is also fueling pressure on the rental market, where
rents in several jurisdictions have reached record highs. Several markets across the continent show
a fast growth rate in prices.

Figure 4: Quarterly growth rates in residential real estate price index (left) and House price index
for selected European countries (January 2021 = 100) (right)
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For example, Spain's housing prices recently surged by 3.6% quarter-on-quarter, marking the
strongest growth among the six largest EU economies. Prices in the housing markets for instance
in Poland and Netherlands continued to show increases while other jurisdictions such as Italy’s
residential real estate prices remained relatively flat in the last quarter considered, highlighting
divergent housing market dynamics across the region (Figure 4). Commercial real estate markets
further stabilised in 2025, reporting an average growth rate of 1.6% during the first nine months of
the year, according to Green Street commercial property price index. However, there are still some
pockets of risk as analysts warn about specific segments of the market, such as offices®.

Fiscal conditions in several countries may challenge banks

Geopolitical tensions around the world have notably intensified fiscal pressures across the EU, with
greater allocations to military defence, infrastructure investments and foreign military aid
contributing to the rise in sovereign debt. In the first quarter of 2025, the EU member states’ debt-
to-GDP ratio reached 81.8% of their GDP, a 0.8 pp increase since end-2024 (Figure 5)*. Pressure on
fiscal conditions is expected to further intensify. Germany’s new investment package largely
contributes to the EU’s increase in public debt, with borrowing in 2025 projected to exceed
EUR 143 bn by year-end. At the same time, several jurisdictions are increasing their defence and
infrastructure spending which is estimated to contribute additional 1.1 percentage points of GDP
over 2025-2029.%

Figure 5: EU governments’ debt-to-GDP
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Political instability in parts of Europe may challenge fiscal management and investors’ confidence.
In several EU member states budget reforms are stalled and there is heightened uncertainty over
tax and spending. As a result, markets are increasingly demanding higher risk premiums on
government bonds due to concerns over fiscal discipline and delayed reforms (Figure 6). This
includes the challenge of increasing defence spending, while governments need to provide support
over spending demands amid slow growth and high living costs. As a result, some governments still
face pressure to increase social transfers, subsidies, and public wages, making it hard to cut fiscal
stimulus measures despite elevated levels of debt while at the same time they need to achieve

13 See the , October 2025.
14 Calculated as Total EU debt/EU GDP. See the , March 2025.
15 See the , June 2025.
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minimum targets over defence and infrastructure spending. This social and geopolitical pressure
complicates deficit reduction, causing debt ratios to rise even as the EU urges fiscal restraint. The
rising cost of sovereign borrowing and uncertain fiscal outlooks have a direct effect on EU/EEA
banks. Higher borrowing costs diminish the market value of sovereign bonds held by these
institutions (see Chapter 2) and negatively impact profitability (see Chapter 5). Furthermore,
heightened sovereign risk typically results in wider credit spreads throughout the banking sector,
thereby raising the cost of capital and debt issuance for banks (see Chapter 3).

Second, political instability can undermine investor and consumer confidence, depressing credit
demand and investment activity. When fiscal policy becomes unpredictable, businesses delay
investment decisions, households reduce spending, and loan growth slows. This weighs on banks’
income from lending and fees. At the same time, uncertainty about future taxation, regulation, or
public spending can tighten financial conditions — as seen when political tensions in France
in 2024-2025 temporarily drove volatility in bond markets and hurt bank stock valuations.
Persistent instability therefore adds volatility to funding markets and reduces the appetite of global
investors for European financial assets.

Figure 6: Yields of selected European 10-year sovereign bonds
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2. Asset side

2.1 Assets: volume and composition

Debt securities dominate the growth in assets

EU/EEA banks reported total assets of EUR 29 tn as of June 2025, indicating a 3.7% increase
compared to June 2024. This represents a rise of over EUR 1 tn, primarily due to an increase of
approximately EUR 635 bn (3.6%) in loans and advances, and EUR 484 bn (12.8%) in debt securities.
As of June 2025, EU/EEA banks had their largest holdings in loans and advances (EUR 18.2 tn), and
debt securities (EUR 4.3 tn). EU/EEA banks’ cash balances continued their decreasing trend, and
they fell just below EUR 3 tn — a level comparable to the beginning of the Covid pandemic (see
similarly the decline in cash as part of the HQLA in Chapter 3.2). Despite these adjustments, the
composition of EU/EEA banks’ assets remained largely unchanged, with small changes in the share
of debt securities (14.7% versus 13.5% in Q2 2024) and a continued decrease in the proportion of
cash balances (10.2% versus 11.8% in Q2 2024) (Figure 7). Indications from preliminary Q3 results
analysis are that total assets as well as client loans have remained broadly stable compared to Q2
data’e.

Figure 7: EU/EEA banks’ total assets and composition trends
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Macroeconomic uncertainty weighs differently on banks’ portfolios

Macroeconomic uncertainty, also related to tariffs and trade relations or geopolitical tensions in
Eastern Europe and Middle East, seem to have only small effect on banks’ risk appetite as far as
household lending is concerned. EU/EEA banks continued expanding their household loan portfolio,
with a particular focus on mortgage lending. This shows that lower interest rates and the robust

16 Q3-related information here and in the following chapters is based on market intelligence and preliminary Q3
supervisory data analysis.

20



RISK ASSESSMENT REPORT OF THE EUROPEAN BANKING AUTHORITY — DECEMBER 2025 Eu ropean

e b a Banking
Authority

employment market mitigate the effect of this uncertainty on both demand and supply of credit?’.
The EBA’s Autumn 2025 RAQ results confirm this assumption®. They show that more than 60% of
banks expect an increase in demand for mortgages and only 5% expect demand to decrease, while
around 35% of banks suggest demand will increase for consumer credit. The factors driving this
demand for household loans include for instance interest rate levels and real estate dynamics.

During the last year, lending to households increased by 2.9% YoY, or around EUR 200bn. The total
loans to households were close to EUR 7.2 tn, primarily driven by a surge in mortgage loans (+2.8%
YoY), reaching EUR 4.6 tn. Consumer credit increased much more sharply over the year (+5.8% YoY),
yet this was attributed to the second half of 2024 as the increase during the first half of 2025 was
much slower (+1.1% YtD). The slowdown might not least be due to a further escalation of the
economic uncertainty. Dutch and Italian banks were those driving this increase, primarily through
mortgage lending. Banks of both countries reported a growth in mortgages of more than 4% Yoy,
while banks of Germany, France and Spain reported slow or even negative growth.

The effect of macroeconomic uncertainty seems to have had more impact on corporate lending as
it grew markedly slower than household lending. ECB’s bank lending survey shows that while
interest rates had a positive effect, global uncertainty and trade tensions had a dampening impact
on demand for corporate loans or credit lines in the Euro area (EA). The EBA’s RAQ results show
that demand for corporate loans has been mainly supported by sector-specific investments and
interest rate levels, while real estate dynamics were also a positive contributor. However, input
cost pressures and tightening of credit standards mitigated the demand for corporate loans. ECB’s
bank lending survey confirms that credit supply was affected by perceived risks related to the
general economic and banks had tightened their credit standards because of sector and industry-
specific risks.

In Q2 2025, EU/EEA banks reported EUR 6.4 tn corporate loans, around 1.8% higher than a year
earlier. This represented an increase of more than EUR 115 bn. Loans to SMEs increased by 1.2%
(EUR 30 bn) and towards for loans collateralised by CREs by 1.7% (EUR 24 bn), indicating that the
growth in corporate loans was a result of a considerable increase in non-SME lending or large
corporates (+2.3%). Data as of Q3 shows a marginal growth in outstanding loans towards SMEs and
CREs, while lending to large corporates remained stable. German and Dutch banks were the main
drivers of the increase in non-SME lending, with the former also contributing notably to the growth
in SME loans.

Despite the uncertainty weighting on demand and supply factors, EU/EEA banks show confidence
in increasing their exposures to SMEs. While this intention is widespread, banks in Eastern
European countries and the Nordics reported higher levels of agreement compared to other
regions. RAQ results also show that the number of banks planning their involvement in project

7 notes that demand for housing loans has increased substantially driven by general level of interest
rates and housing market prospects.

18 See the latest results of the

21


https://www.ecb.europa.eu/stats/ecb_surveys/bank_lending_survey/html/index.en.html
https://www.eba.europa.eu/sites/default/files/2025-12/063a8860-830a-49e6-9515-7003db629d89/RAQ%20Booklet%20graphs%20Autumn%202025.pdf

RISK ASSESSMENT REPORT OF THE EUROPEAN BANKING AUTHORITY — DECEMBER 2025 European

Banking
Authority

eha

finance is increasing, mainly driven by banks in the Western European countries?®. At the same
time, only a handful number of banks have the intention to deleverage their portfolios (Figure 8).

Figure 8: EU/EEA banks’ expectations on increasing/decreasing exposures by portfolio
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Source: EBA Risk Assessment Questionnaire

Geopolitics influence sector-specific lending and affect sovereign exposures risk profile

While corporate lending growth has been relatively subdued compared to households, there are
sectors that have benefitted more due to policy direction influenced by geopolitics and need for
support for increase in defence spending and investment in infrastructure. For example, the biggest
increase in relative and absolute values across all sectors was for exposures towards energy and
related utilities sector. Banks increased their lending by more than 10%, or EUR 33 bn on a YoY
basis. These activities include mainly power plants (fossil fuels, nuclear, hydro, solar, wind, etc.) but
also grid operation and electricity supply to end-users. This presumably reflects not only the need
for strategic autonomy in electricity production, but also the turn to a greener and more sustainable
European economy. The activity with the second fastest growth rate was information and
technology (5%, or EUR 11 bn YoY), which presumably reflects the drive towards digitalisation of
European economies.

According to responses from the EBA’s risk assessment questionnaire, these trends are anticipated
to further intensify in the future. More than half of the banks expect loan demand for security and
defence as well energy and utilities to increase in the next 12 months, while around 40% of the
banks expect increasing demand from the technology and telecommunication sector. At the same
time EU/EEA banks are increasingly prioritising project financing, with a heightened focus on
infrastructure development lending. In addition, the EU’s strategic priorities related to security and
defence continue to have a notable impact on banks’ lending strategies, especially across Western
and Eastern Europe, while larger institutions are more likely to participate in or plan for this type
of financing (Figure 9).

19 For the purpose of this analysis Western European countries include Austria, Belgium, France, Germany, Luxembourg
and the Netherlands. Eastern European countries include Bulgaria, Czechia, Hungary, Poland, Romania, Slovak Republic.
Nordic European countries include Denmark, Estonia, Finland, Iceland, Ireland, Latvia, Lithuania, Norway and Sweden.
Southern European countries include Croatia, Cyprus, Greece, Italy, Malta, Portugal, Slovenia and Spain.
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Figure 9: EU/EEA banks’ plans to support EU defence and security objectives
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Rising defence spending requirements and growing fiscal deficits in several EU member states have
brought renewed attention to the risks associated with sovereign holdings for EU/EEA banks (see
Chapter 1). While defence spending may have a positive economic growth effect, it also poses risks
given the high debt levels of some countries. Notwithstanding the broader economic effects of
worsening sovereign fiscal conditions (e.g. through increased funding costs, higher country risk
premium, limited fiscal capacity of countries to support economic growth if needed), banks, as
borrower, bear direct market and credit risks for these exposures. Banks may face higher market
risk from mark-to-market losses for sovereign debt securities held at fair value if yields or spreads
increase, as well as rising funding costs. This was partially demonstrated by the market fluctuations
resulting from the political uncertainty in France. They may also encounter greater credit risk due
to potential spillover effects in corporate and financial sectors.

This issue has become increasingly pertinent considering the heightened sovereign exposures
within the EU/EEA banking sector. As of June 2025, EU/EEA banks reported EUR 4 tn in sovereign
exposures, representing a 14% increase compared to June 2024 (EUR 3.5 tn)%. This rapid uptick
reflects a broader, long-term pattern of gradual but consistent growth in sovereign exposures (see
also changes in HQLA composition in Chapter 3.2). The ratio of sovereign exposures to CET1 has
accordingly further increased to 226% as of June 2025, marking its highest level since the onset of
the pandemic. Nevertheless, there is considerable variability among countries, as banks in certain
jurisdictions report sovereign exposures exceeding 300% of their capital, with significant part
towards domestic exposures. Supervisory reporting indicates a continued shift by banks away from
domestic sovereign holdings, with a growing preference for exposures to other EU/EEA countries.
As of June 2025, 45% of banks’ sovereign exposures were allocated to their home countries,
compared to 53% in June 2018, while exposures to other EU/EEA countries increased to 31%, up
from 25% over the same period (Figure 10). This might not least be due to the particularly strongly
rising debt levels in some countries such as Germany, whereas sovereign debt growth was lower in
other countries (see Chapter 1 on sovereign debt developments).

20 This includes all exposures (i.e. bonds and loans, to general governments, i.e. including municipalities).

23



RISK ASSESSMENT REPORT OF THE EUROPEAN BANKING AUTHORITY — DECEMBER 2025 Eu ropean

e b a Banking
Authority

Figure 10: Sovereign exposures as % of CET1 by country and distribution by domicile of counterparty
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The sovereign risk is partially mitigated by the maturity profile and accounting classification of these
exposures. EU/EEA banks have maintained a relatively stable maturity profile for their sovereign
exposures in recent years. Supervisory data shows that 48% of these exposures have maturities
exceeding five years, while 21% mature within one year. Although the typically long duration of
sovereign exposures renders them susceptible to spread widenings and market fluctuations, only
40% of these exposures have a direct impact on banks’ capital positions or profitability. Banks
classify 19% of their sovereign exposures under fair value through P&L including trading and 21%
through other comprehensive income.

Market volatility may expose vulnerabilities within the financial sector

EU/EEA banks report around EUR 6.3 tn (+8% YoY) of their assets at fair value, representing 21.7%
of their total assets. Most of these assets were classified as Level 2 (58.4%) and Level 1 (36.7%). The
significant proportion of fair valued assets amid elevated market valuations and increased
macroeconomic uncertainty exposes banks to valuation and liquidity risks?!. Geopolitical including
geoeconomic tensions have contributed to periods of market volatility over the past year. Should
market conditions change rapidly — as was the case following the US tariffs announcements in
April 2025 (Box 4) — the observable inputs for valuing these assets may become more volatile,
potentially resulting in asset re-pricing and exerting pressure on banks’ earnings and capital.

These risks are even more relevant as banks increased considerably their exposures towards other
credit institutions and other financial corporations (corresponding to NBFIs). Loans and advances
towards credit institutions increased by 7.6%, or EUR 82 bn amounting to EUR 1.2 tn, while for
other financial corporations they increased by 10%, corresponding to EUR 134 bn, amounting to
EUR 1.5 tn in June 2025 (as covered in Chapter 3.1 on funding, interbank funding also increased on
the liability side). These exposures, usually, take the form of interbank deposits, repos, derivatives
or direct lending. Similarly, banks increased their debt holdings issued by other financial
corporations by 5% (EUR 13 bn) and those issued by credit institutions by 10% (EUR 60 bn), yet
these exposures are less significant for the EU/EEA banking sector. This follows a longer-term trend

2 warns about the risk of stretched market valuations and possible price
adjustments.
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of increasing debt securities holdings towards these counterparties, along with general
governments (Figure 11).

Figure 11: EU/EEA banks’ debt securities exposures by counterparty (June 2022 = 100)
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The higher reliance of inter-financial sector funding is partly caused by shifts towards tighter
monetary policy and the end of TLTRO (see on the funding related considerations Chapter 3.1).
While these inter-financial sector linkages can improve liquidity circulation and market efficiency,
they also raise questions around systemic risk and financial stability. Elevated exposures may reflect
surplus liquidity in the system or heightened demand for funding among certain institutions, while
in some cases they may signal a search for yield behaviour among credit institutions that shift their
excess funds towards NBFIs offering relatively higher returns. A shift toward wholesale/interbank
funding can make banks more vulnerable in periods of stress (see chapter 3 on liquidity), while
stronger interconnections within the banking sector as well as with NBFIs raise the potential for
stress at idiosyncratic cases to spread quickly to other institutions. Pronounced market fluctuations
may expose and exacerbate vulnerabilities arising from liquidity mismatches and elevated leverage
within certain segments of the financial sector. This may be amplified by the relevant opacity of
NBFIs, which makes risk concentration harder to monitor.

NBFI financing drives the increase of exposures to third countries

Transparency concerning exposures to NBFls is particularly crucial, given that a significant portion
of these exposures is towards third countries. The total non-EU exposures held by EU/EEA banks
have risen over the past two years, a trend that is closely linked to the increase in NBFl-related
activities. Exposures to non-EU counterparties totalled EUR 4.6 tn, representing a 4.8% increase
compared to June 2023 levels (EUR 4.4 tn). Following their previous strong rise, exposures towards
non-EEA remained stable during the last year. The growth since June 2023 was primarily attributed
to significant increases towards the US (+14%, or EUR 163 bn) and the Cayman Islands (+64%, or
EUR 82 bn). Exposures to the US amounted to EUR 1.3 tn and towards the Cayman Islands to
EUR 210 bn. During the last year, exposures towards UK counterparties also increased notably
(+3.2%) to EUR 940 bn, while exposures towards Japan decreased by more than 20% to EUR 171 bn
(Figure 12).
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Figure 12: EU/EEA banks’ exposures to third countries
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The increase in exposures towards counterparties domiciled in the Cayman Islands and the UK was
mainly due to growth in NBFI financing. The rise in UK exposures reflected increased lending by
French and German banks to UK NBFls and investment in UK sovereign debt, while that to the
Cayman Islands was driven by French and Spanish banks.

The total exposures to NBFIs domiciled in third countries amounted to EUR 1.2 tn, representing a
10% YoY increase and close to 30% in the last two years. Of this amount, more than EUR 475 bn is
attributed to US counterparties (even larger than total exposure to US corporates which amounted
to EUR 375 bn), while approximately EUR 200 bn relates to entities domiciled in the UK and Cayman
Islands. Although exposures to EU-domiciled NBFIs entail certain risks, these are at least partially
mitigated by the presence of harmonized EU regulations, supervisory oversight, and robust legal
protections. In contrast, third-country NBFIs are not necessarily subject to such safeguards,
rendering them more challenging to supervise, less transparent, and potentially more likely to
exacerbate shocks for EU banks.

2.2 Asset quality trends

NPL volumes declined slightly albeit with diverging country and segmental trends

The effects of macroeconomic uncertainty, geopolitical risks or the impact of new tariffs have not
been, so far, reflected in the overall level of non-performing loans (NPLs) in the EU/EEA. The lower
interest rate environment, coupled with the robust employment market have helped to mitigate
the impact on asset quality. Nevertheless, there are certain divergences across countries and
segments.

As of June 2025, EU/EEA banks reported EUR 373 bn of NPLs. This remains unchanged from the
previous year, and slightly above their lowest level reported since the EBA has collected supervisory
reporting data (EUR 357 bn in March 2023). The NPL ratio was reported at 1.84% (2bp lower than
a year before), while the NPL coverage ratio slightly decreased to 41.7% (42% in June 2024). These
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metrics offer a reassuring outlook for the banks’ asset quality, which is confirmed by preliminary
supervisory data for Q3, according to which the volume of NPLs and the NPL ratio remained stable.
Nevertheless, there are differing trends across the EU/EEA. Several Southern European countries,
which had in the past comparatively high NPL levels, including Spain (-8%), Italy (-7%), Portugal (-
16%), Greece (-11%), and Cyprus (-21%), have reported further reductions in their NPL volumes. In
contrast some of the large countries with comparatively lower NPL levels in the past such as France
(+2%) and Germany (+12%) reported NPL increases compared to June 2024. Banks in these two
countries reported an NPL increase of EUR 5bn. At the same time, some smaller countries such as
Romania reported a much higher increase (+25%) (Figure 13).

Figure 13: EU/EEA banks’ NPLs by country, EUR bn and YoY % change
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Divergences are not only evident across countries but also across different segments. EU/EEA banks
reported a slight increase in the NPLs of unsecured segments while NPLs of secured lending
marginally edged down. As a result, consumer credit (5.4%) and SME loans (4.6%) recorded slight
increases in NPL ratios. In contrast, NPL ratios of mortgages (1.4%) and CRE exposures (4.2%) were
lower compared to a year earlier (Figure 14:).
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Figure 14: EU/EEA banks’ NPL ratios by loan segment
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The marginal differences reported in the NPLs mask the actual flows of defaulted assets through
banks’ balance sheets. An examination of flows in and out of non-performing status, reveals that
the NPL inflows remain significant and have not slowed down. In the first half of 2025, banks
reported total NPL inflows of around EUR 110bn, broadly unchanged from the previous year,
against outflows of nearly EUR 114 bn. Outflows, were reported higher reflecting the efficiency of
banks to effectively manage these loans - either through cures, write-offs or selling of these assets.
Segment level data show that the biggest contributor to NPL inflows was SMEs (EUR 32bn) and
consumer credit (more than EUR 20bn), yet for both segments banks also reported significant
outflows (EUR 31 bn and EUR 19bn). Real estate collateralised lending (RRE and CREs), on the other
hand reported a net outflow of NPLs, mirroring the stabilisation in the real estate markets.

Loan-to-value ratios for real estate-related loans indicate positive trends

Loan-to-Value (LTV) data show that overall collateralisation of real estate loans has improved,
especially in the residential segment. By June 2025, 57% of RRE exposures had an LTV below 60%
(up from 52% a year earlier), while the share of loans exceeding 100% of property value fell from
6% to 3%. This points to a more resilient risk profile in household mortgage portfolios. The picture
has improved but is less benign for CRE loans, where the share of low-LTV exposures rose modestly
(to 64%), but high-LTV loans (>80%) still account for nearly 20% of the portfolio.

Country-level differences, however, remain material. France and Germany stand out with relatively
low shares of high-LTV loans in the CRE segment, supporting the resilience of their banks against
potential shocks in CRE markets. Similarly, Greece and Slovakia show a declining proportion of loans
with LTVs above 80%, suggesting an improving risk profile. By contrast, several Eastern European
countries report a notably higher share of high-LTV CRE exposures, in some cases exceeding 30%
of their portfolios. This concentration of riskier loans highlights potential vulnerabilities should
property valuations weaken again (Figure 15).
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Figure 15: EU/EEA banks’ CRE (EUR bn, right) and distribution by LTV bucket (%, left), by country
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The cross-country variance underscores the need for continued monitoring of CRE exposures,
which remain a potential source of vulnerability given their cyclicality and sensitivity to interest rate
changes and the structural changes that took place in the sector post-pandemic. The relatively
stronger position of large core jurisdictions helps to offset some of the systemic risk, but pockets
of vulnerabilities persist in smaller markets with structurally higher LTV ratios.

Banks’ survey indicates a positive outlook for asset quality

Banks have reported a generally positive outlook regarding potential changes in asset quality. RAQ
results reflect an improved perspective for asset quality in secured lending. According to the survey,
5% of participating banks anticipate a decline in mortgage asset quality. Banks’ view is presumably
driven by the robust employment and lower interest rates. Over the past 2.5 years, expectations
across all segments have also improved. However, about 35% of banks continue to expect a possible
deterioration in the asset quality of SME loans, particularly among banks located in Western and
Eastern European countries (Figure 16).

Figure 16: Share of EU/EEA banks expecting a deterioration in asset quality by portfolio
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Box 1: The allocation of Stage 2 loans indicates a cautious approach to asset quality assessment

While NPL volumes have remained close to their historic lows over the past year, Stage 2 exposures
further increased compared to June 2024 data. By the end of second quarter of 2025, banks
reported close to EUR 1.6 tn of exposures at amortised cost in Stage 2. This equals 9.4% of total
loans classified at amortised cost, and this share is very close to the highest level reported (which
was 9.7% in December 2024) since the introduction of IFRS 9. Preliminary data as of Q3 2025 shows
a slight decrease in the share of stage 2 loans to ca. 9.2%.

Stage 2 loans have been increasing since the pandemic. The worsening of the economic
environment because of geopolitical tensions amid Russian’s aggression against Ukraine and the
abrupt inflationary pressures that followed caused deterioration in the asset quality. EU/EEA banks
have reported a rise of around 18% in loans with significant increase in credit risk (SICR) since end
of 2021, growing from EUR 1.3 trillion. This corresponds to an increase in Stage 2 loans of close to
EUR 240 bn within 3.5 years. This increase is due to a number of reasons, including deterioration
in CRE and RRE markets, strong and sudden rise in interest rates affecting borrowers’ capacity to
repay their obligations, geopolitical tensions and disruption in supply chains affecting SME
performance as well as prudential treatment of some specific portfolios.

Household lending, predominantly mortgages, served as the primary driver for the rise in Stage 2
loans, consistently contributing approximately EUR 30 bn annually through to the end of 2024.
Over this period, the cumulative increase in Stage 2 mortgages totalled EUR 80 bn. The material
rise in Stage 2 mortgages is also related to higher interest rates, which have impacted the
repayment capacity of certain households, alongside geopolitical factors affecting economic
growth, which has been subdued in several countries. Nevertheless, robust labour markets and low
unemployment rates have helped mitigate further deterioration in asset quality, which this then
reflected in NPL volumes and ratios. The increase in Stage 2 allocation for mortgage was broad-
based. However, Dutch banks contributed significantly to this increase as a result of reclassification
of a substantial cohort of interest only mortgages as a prudential act. In addition to mortgage
exposures, banks increased the allocation in Stage 2 of consumer credit. This was particularly
evident in 2024, when EU/EEA banks reported an increase of EUR 27 bn in the Stage 2 consumer
credit. This was partly driven to re-organisation of a single credit institution, and the reallocation of
certain lease receivables under Stage 2.

Along with the increase in allocation in Stage 2 of household loans, banks substantially increased
Stage 2 loans in NFCs too. Since the end of 2021, EU/EEA banks have increased Stage 2 allocations
for loans collateralised by CREs by approximately EUR 30 bn. These increases were primarily as a
response to the post-pandemic deterioration in CRE markets and related to structural changes
around office markets, for instance. During 2022, EU/EEA banks also moved a substantial portion
of their large corporate loans in Stage 2, which happened in response to geopolitical tensions and
supply chain disruptions that affected corporates. By comparison, the allocation of SMEs loans in
Stage 2 rose by around EUR 5 bn over this period (Figure 17). While this may be partly attributable
to government support measures aimed at SMEs, it could also reflect a slower adjustment in
response to potential changes in asset quality within this segment.
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Figure 17: Yearly % (left) and EUR bn volume changes (right) in Stage 2 loans allocation by segment
(June 2022 to June 2025)
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Despite the fact that during the first half of 2025 EU/EEA banks have decreased marginally the loans
allocated in Stage 2 by around EUR 16 bn, mostly due to decreases in CREs and mortgages, the
share of Stage 2 loans remains elevated. As of June 2025, the highest share of Stage 2 loans was
reported in CRE lending (17.1%), followed by SMEs (14.9%). Although consumer credit and
mortgages had the biggest incremental increase since end of 2021, they were still reported
substantially lower than the corporate segments. In particular the share of consumer credit Stage
2 was at 11.5% and for mortgages at 7.9% (Figure 18).

Figure 18: EU/EEA banks’ share of stage 2 loans by segment

20%

15%

10%
) I I I
0%

Non-financial of which: SMEs of which: CREs Households of which: mortgages of which: credit for
corporations consumption

@ Jun-21 Jun-25
Source: EBA supervisory reporting data

While the Stage 2 allocation remains elevated, this is hardly linked to neither the evolution of NPLs,
nor the cost of risk, which remain under control and near their lowest multi-year levels. Despite
some cyclicality observed in the data, EU/EEA banks reported CoR at 48 bps in June 2025, close to
the lowest level reported since the pandemic. The data shows that 75% of the allowances and
provisions used by EU/EEA banks are related to stage 3 loans. Movements in allowances and
provisions for Stage 2 are primarily influenced by increases resulting from new Stage 2 loans;
however, these movements do not appear to be closely linked to changes in IFRS9 Stage 2
outstanding loan amounts (Figure 19).
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Figure 19: Changes in stage 2 allowances and provisions by category and quarterly stage 2 loans
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There may be several explanations for this potential de-link between the high level of Stage 2 loans
and low cost of risk. Banks might opt to lean towards a more conservative approach when allocating
loans under Stage 2 loans or they seem reluctant to transfer these loans back to stage 1. In such
case the impact on related allowances / provisions would presumably be limited. Banks also use
management overlays to overcome credit risk model deficiencies and to address increasing
exogenous risks like geopolitical tensions and macroeconomic uncertainty. RAQ results support this
idea, showing that more than 60% of the banks use overlays to address political and geopolitical
uncertainties and around 40% to address sectorial and geographical uncertainties and model
deficiencies. Further to this, the increase in Stage 2 loans is mostly related to secured lending. The
improvement in real estate markets, both commercial and residential, have increased the value of
the related collateral of these loans, and therefore require relatively lower provisions. Lastly, the
classification of loans under Stage 2 which are related to prudential treatment rather than higher
credit risk of the portfolios (e.g. classification of Interest only mortgages for policy decisions and
reclassification of lease receivables) would not require substantial increase in provisions and
allowances from the banks.
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3. Liabilities: funding and liquidity

3.1 Funding —state of play
Stable liability structures underscore the significant importance of deposits

Banks’ liabilities grew strongly by around 4% YoY, reaching EUR 27 tn as of Q2 2025 (preliminary Q3
data shows only a marginal change compared to Q2). The composition of liabilities remained
broadly unchanged. Within liabilities, customer deposits from households and debt securities
issued represent the largest share of total liabilities. Their shares remained broadly unchanged Yoy,
accounting for 30.7% for customer deposits from households in Q2 2025, and for 20.1% for debt
securities issued. Deposits from credit institutions showed the highest YoY increase by 3% — which
confirms a similar trend on the asset side, according to which interbank funding exposures
increased — while customer deposits from NFCs showed the highest YoY decrease of 3%. This
development confirmed banks’ intention regarding their funding mixes as expressed in the RAQ,
where retail deposits are the funding instruments most respondents intend to focus on going
forward, while the share of respondents indicating to focus on wholesale deposits has decreased.
Preliminary Q3 data also indicates that banks have further grown their customer deposits due to a
rise in NFC deposits on a quarterly basis, while deposits from credit institutions also increased.

Figure 20: Breakdown of financial liabilities composition by country, June 2025
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The share of other liabilities, which include central bank funding, has slightly increased YoY to
13.5%. This constitutes a changing trend after banks have significantly reduced the share of other
liabilities while they wound down their exposure to central banks, from 21.3% three years ago
(Q2 2022). Regarding the liability mix, dispersion among countries has remained wide. Whereas
certain Eastern and Baltic banks, as well as Cypriot, Lithuanian and Portuguese banks strongly rely
on household deposits, banks from Scandinavia and from some other countries have a dependency
on market-based funding (Figure 20).
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Increasing issuance volumes since spring amid improving market conditions

Primary funding market conditions have been more challenging around March and April 2025. At
that time, a deteriorating macroeconomic outlook and uncertainty about tariffs globally
contributed to higher market interest rate and spread volatility and rising yields for bank debt
instruments and resulted in reduced primary market activity. Funding market conditions have
improved since May, supported by benign market perceptions about banks, continued strong bank
profitability, and easing immediate tensions about tariffs after the EU reached an agreement with
the US on tariffs. Spreads for all instruments across the capital stack decreased again to levels
observed in the first two months of this year, when market conditions were benign and issuance
volumes were high. With decreasing spreads since May and improving market conditions, issuance
volumes increased again. Pent up demand after reduced supply in March and April also contributed
to higher issuance volumes since then (Figure 21).

Figure 21: Cash asset swap (ASW) spreads of banks’ EUR-denominated debt and capital instruments
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Covered bond issuance volume has been reduced so far in 2025 compared to the same period last
year. After very low covered bond issuing in the first months of this year, volumes increased
markedly since May. They are still, however, lower than last year’s issuance volumes. Contributing
to this development are presumably tighter spread differentials between covered bonds and
sovereign, supranational, and agency (SSA) bonds, making covered bonds relatively less attractive
for investors. At the same time spreads between senior preferred and covered bonds tightened,
which makes issuance of the latter relatively less attractive for banks. The share of green covered
bonds, green senior preferred bonds and green Tier 2 instruments relative to total issuance volume
of these instruments has increased notably compared to the previous two years, as green bonds
have become more mainstream products and are increasingly used in the financing of green
projects (Figure 22).

22 With regard to IHS Markit in this chart, and any further references to it in this report and related products, neither
Markit Group Limited (‘Markit’) nor its affiliates nor any third-party data provider make(s) any warranty, express or
implied, as to the accuracy, completeness or timeliness of the data contained herewith nor as to the results to be obtained
by recipients of the data. Neither Markit nor its affiliates nor any data provider shall in any way be liable to any recipient
of the data for any inaccuracies, errors or omissions in the Markit data, regardless of cause, or for any damages (whether
direct or indirect) resulting therefrom.
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Decreasing total issuance volume of debt and capital instruments in 2025

The total issuance volume of senior preferred instruments increased compared to the previous
year, while issuance volumes of all other instrument types decreased (Figure 22). Senior preferred
were banks’ favourite funding instrument during episodes of higher volatility and market
uncertainties. They are also one of the key components that EU/EEA banks, independent of their
size, used to meet their MREL-related funding needs, while offering price advantages for issuing
banks compared to more subordinated instruments. Well-functioning funding markets for these
instruments are important for all groups of banks, not least to meet their ongoing MREL
requirements. In comparison, senior non-preferred funding plays a similarly important role for
Global Systemically Important Institutions (G-Slls) and top tier institutions?®. But is of smaller
relevance for the group of ‘other’ banks, not least because the latter group needs to meet
subordination requirements only on a case-by-case basis, depending on resolution authorities’
assessment of no creditor worse off risks.

Figure 22: EU/EEA banks’ 1 January to 31 October debt and capital instrument issuances (EUR bn,
bars), 2023-2025 and share of green bonds per debt class (%) (rhs; triangles)?.
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Funding intentions going forward broadly reflect developments in 2025

With a share of nearly 47% in banks’ total liabilities, customer deposits from NFCs and households
are the most important funding instruments. While their share in total liabilities slightly decreased
between Q2 2024 and Q2 2025, their volumes increased by 2.5%. Despite periods of uncertainty
and decreasing remunerations for depositors as deposit rates decreased, banks have maintained a
nearly steady deposit base. EU/EEA banks intend to maintain a focus on retail deposits, and they
will be a key focus area in their funding mixes for the next 12 months, based on RAQ results. Banks
intend to decrease their focus on wholesale deposits, which have been more volatile than retail
deposits in the past. The share of customer deposits from NFCs decreased by 0.5 p.p. YoY in
Q2 2025. Reflecting increased issuance volumes this year, senior preferred is the most popular

23 Banks with total assets exceeding EUR 100 bn under the MREL framework.

24 Based on publicly available market data, which may not completely reflect all issuances of the different types of debt
and capital instruments.
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market funding instruments banks intend to focus on going forward according to the RAQ, with
49% agreement. More banks compared to the previous iteration of the RAQ also intend to focus on
covered bonds (44% agreement) and non-preferred senior instruments (42% agreement) (Figure
23). These expectations might imply that issuance volumes of covered bonds and non-preferred
senior bonds increase going forward reverting this year’s trend of declining issuance volumes.

Figure 23: Funding instruments banks intend to focus on in the next 12 months
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The asset encumbrance ratio is increasing

The asset encumbrance ratio (i.e. the ratio of encumbered assets and collateral received to total
assets and collateral received that can be encumbered) increased to 24.7% in Q2 2025, 60 bps
higher than in Q2 2024, and with significant country dispersion. Preliminary data as of Q3 indicates
a marginal decrease in the asset encumbrance ratio to 24.6%. This constitutes a changing trend
after the ratio continued to decrease until last quarter from its 2021 peak of ca. 29%, which was
not least driven by repayments of high amounts of central bank funding. In December 2024 it stood
at 24.1%, 60 bps below the 24.7% reported in December 2023. The volume of encumbered assets
(i.e. the numerator) increased by nearly 5% in the first two quarters of 2025 and exceeded the
increase of the denominator (i.e. total assets and collateral received). Data analysis of the sources
of encumbrance indicates that repo-based funding and increasing issuance volumes of asset backed
securities were important drivers of the new development of rising encumbered assets (see on the
rise of interbank funding in this Chapter further above and Chapter 2.1). Collateral requirements
related to exchange traded derivatives also contributed to the rise, as well as, for example, other
sources of encumbrance.

3.2 Liquidity positions and NSFR

EU/EEA banks retained their robust liquidity position as of June 2025. Their liquidity was not
affected by the declining trend of cash and excess reserves due to monetary tightening and the
reduction of the ECB’s balance sheet. During the last year banks continued readjusting their
liquidity buffers by declining cash, central bank assets and central bank reserves and increasing
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their buffers of sovereign debt, covered bonds and Level 2 assets. In effect, EU/EEA banks’ liquidity
buffers increased by 2% on a yearly basis since June 2024, while net outflows increased by 3% in
the same period. As a result, the weighted average LCR decreased in June 2025 (161.7%) compared
toJune 2024 (163.1%). On average, LCR of EU/EEA banks remains well above minimum
requirements and the pre-pandemic levels (147% as of December 2019). Preliminary Q3 data
indicates that the LCR declined on a quarterly basis by around 1p.p..

Since June 2024, the upward trend in liquid assets was underpinned by the increase in Level 1
sovereign debt holdings that compensated the declined observed in Level 1 central bank reserves.
The share of Level 1 sovereign assets has doubled since June 2022, when it represented 20% of
high-quality liquid assets (HQLA), up to a share of 40% as of June 2025. The assets that increased
the most on a yearly basis were Level 1 sovereigns, followed by covered bonds, whereas the rest of
Level 1 assets and Level 2A and 2B declined. As shares of total assets, liquid assets
represented 20.5% in June 2025 (compared with 20.7% as of June 2024), while the net outflow
ratio remained broadly unchanged at 12.7% (Figure 24). On a yearly basis, both metrics declined
because of an increase in the total assets (for the total sample) of 4% since June 2024, outpaced
the growth observed for HQLA (2%) and for net outflows (3%).

Despite the changes observed in the composition of the liquidity buffer, cash and central bank
reserves continued to dominate HQLA (Figure 24), still accounting for 49% of all HQLA (down from
57% in June 2024). Conversely, government assets and Level 1 covered bonds increased their share
of total liquid assets to 40% and 7%, respectively, bylune 2025, up from 33% and 6%
in June 2024%. Lastly, the share of Level 2A and Level 2B assets remained stable, both of them
accounting for 2% of all HQLA (down from 3% and 2%, respectively, in June 2024). The rising share
of sovereign assets makes the LCR also more susceptible to potential sovereign bond related
vulnerabilities, including for instance market volatility. This can have some impact on their fair value
and as such on the LCR.

Figure 24: LCR evolution and main components of the LCR as a share of total assets, evolution (left)
and composition of liquid assets as of June 2024 (inner circle) and June 2025 (outer circle) (right )
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The decline in Level 1 cash and central bank reserves is explained by the drop in excess reserves,
which is in line with the ongoing reduction in size of the EU central banks’ balance sheets. Level 1
central bank reserves, which is the most important asset class in the stock of HQLA, dropped by

25 Government assets include in the analysis here for instance central and regional governments as well as public sector
entities etc..
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12% on a yearly basis since June 2024. Level 1 central bank assets and cash declined by 13% and
4%, respectively.

Total outflows increased because of higher outflows mainly from secured lending, other liabilities
and operational deposits that were only partially matched by lower outflows from non-operational
deposits and collateral swaps. The increase of outflows from secured lending is explained by the
need to replace central bank funding in the context of the ongoing central bank balance sheet
reduction policies as well as increased activity of EU banks in repo markets after the release of
collateral since the TLTRO lIl repayments?®. There has also been a continuing increase in issuance
of covered bonds over the past several years, with the exception of 20247

Weighted average LCRs for USD remained stable above 100%

The LCR value in EUR — reported by those banks domiciled in non-euro area countries — was 155%
as of June 2025. On an annual basis, the LCR value in EUR declined up to a level that is slightly below
the overall LCR. The weighted average LCR of GBP was reported at 140%, higher than a year earlier
(131%), but still lower than the overall LCR. The weighted average LCR of USD, however, stood
lower at 118%, with several banks still reporting below 100% (first quartile remains below 100% as
seen in previous years). This indicates that the mismatch remains relevant for 39% of the banks (26
banks out of 66 banks of the sample which report the USD as a significant currency). Low levels of
LCR in one or several foreign currencies may create vulnerabilities in periods of high volatility, as
the possibility of banks to raise funding in other currencies or to cover the risk of FX moves on
markets may be challenged. Nevertheless, the number of banks with LCR in USD below 100% has
decreased over time and represent 39% of the total sample as of June 2025 (Figure 25).

NSFR confirms a comfortable liquidity position of EU/EEA banks

The NSFR saw an increase in 2024, as deposit growth has been positive since the beginning of the
monetary policy easing cycle?®. During the first half of 2025, the NSFR remained stable and
maintained its level observed as of December 2024. As of June 2025, the NSFR stood at 127.2%,
indicating a satisfactory level for all EU/EEA countries. Preliminary data as of Q3 indicates a ca.
40bps decrease of the ratio. By country, the NSFR ranges from 115.2% (France) to 204.9%
(Romania). All banks in the sample recorded NSFR levels exceeding 100% as of June 2025. Yet, there
may be some pockets of vulnerabilities in the foreign currency liquidity positions of EU/EEA banks.
The weighted average NSFR in USD declined, falling to 97.5% in June 2025, down from 105% a year
earlier. The number of banks with NSFR in USD below 100% remained stable in 2025 and represents
32% of the total sample as of June 2025 (Figure 25).

26 See the ECB’s report on repo markets: from
July 2024.

27 See the , chapter 15.6 on issuance volumes of covered
bonds.

28 See also (May 2025).
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Figure 25: Evolution of the LCR (left) and NSFR (right) in USD and share of banks with LCR and NSFR
in USD below 100%
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Retail deposits constitute nearly half of the bank's total Available Stable Funding (ASF), confirming
the role these deposits have in banks’ funding composition. The second largest component are
liabilities with undetermined counterparties, accounting for 14.9% of the total ASF. This is followed
by capital at 13.1%, funding from non-financial customers at 12.4%, and funding from financial
customers and central banks at 7.8% — the latter not least reflecting the decline in central bank
funding of previous years. Other components, including funding from operational deposits, account
for the remaining 3.7% of total ASF. On the denominator side of the ratio, loans are the dominant
component, comprising over three-quarters of the total required stable funding (Figure 26).

Figure 26: Components of the Net stable funding ratio (ASF — left, RSF — right), June 2025
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Source: EBA supervisory reporting data

Box 2: Interaction between stablecoins and the European banking sector

The global market for so-called stablecoins is one of the fastest growing the last decade, as it grew
from nearly non-existent in 2014 to around of USD 300 bn market capitalisation in 2025. So far, this
is a highly concentrated market dominated by two issuers, Tether and Circle. Yet, there is growing
interest. As per ESMA register, under the Markets in Crypto Assets Regulation (MiCA) there are 27
electronic money tokens (EMTs; tokens that aim to maintain a stable value by reference to a single
fiat currency) which are issued by 17 institutions (2 credit institution, 15 e-money institutions),
established in 10 EU/EEA member states. However, generally, issued EMT volumes are not material.
Recently there have been initiatives from several EU banks to launch MiCA-compliant euro-
denominated EMTs, following similar initiatives in the global landscape.

The emergence of EMTs can interact with the banking sector in several ways, increasing risks for
the sector that need to be prudently managed. EMTs can serve as substitutes for traditional bank
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deposits (albeit issuers are prohibited from offering interest on EMTs), challenging banks’ core
funding base. As banks may compete against EMTs for retail and corporate deposits, they may not
only experience higher funding costs but also assume pressure on interest margins. Potential
deposit outflows towards electronic money institutions (EMls) issuing EMTs can undermine banks’
liquidity positions — if they happen in times of stress — making the banking sector potentially more
susceptible to liquidity related challenges. Vulnerabilities to liquidity shocks can be exacerbated
particularly for those banks that hold EMT issuers’ reserves as they may encounter large outflows
linked to EMT redemptions which may destabilise their liquidity position 2. The relatively
concentrated market of stablecoins, in effect creates a concentration risk where a small number of
EMT issuers may place large reserve balances with a limited number of banks, creating
dependencies that can lead to sudden funding gaps if reserves are withdrawn rapidly. Furthermore,
albeit the regulation envisages reserves concentration limits for each EMI issuing EMT by deposit
taking institution, there is no limit for a credit institution to take as many deposits from as many
issuers it may wish. Furthermore, as so-called stablecoins can be used for cross border payments
or money transfers, this might also negatively affect banks’ fee income.

In addition to broad-based risks for the banking sector, there may be idiosyncratic risks for banks
interacting with EMTs. For example, EMT issuer banks may face reputational risk, as concerns
regarding EMTs may impact confidence in the bank’s overall operations. Operational and cyber risks
are heightened due to reliance on new ICT infrastructures and smart contracts, which might be
susceptible to technical issues or cyber-attacks. In addition, banks face heightened ICT expenditure
— CAPEX and OPEX related ones — when implementing EMT related services and similar, also
competing for expert staff in an area where competition for getting experienced personnel is
strong. Legal and compliance risks might also arise, in particular with regard to AML/CFT issues.
Finally, EMT issuers might affect sovereign bond markets amid their partially large holdings of this
debt. If they need to convert these holdings in relatively short term into cash this might trigger a
yield widening in the market and indirectly affect banks — besides financial markets more broadly.

29 See also the
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EU/EEA banks’ capital ratios have remained at record levels driven by strong organic capital
creation. The total capital ratio reached 20.4% as of Q2 2025, which is a YoY increase of 27 bps. This
was primarily driven by the CET1 component, which rose by 23 bps. Additional Tier 1 (AT1) stood
at close to 1.4% and Tier 2 at 2.6% of total RWA. The CET1 ratio reached a new all-time high at
16.3% in Q2 2025%. Preliminary supervisory data suggests that capital ratios have remained stable
in Q3. Similarly, EU/EEA banks’ leverage ratio has increased by 10 bps and stood at 5.9% as of
Q2 2025 (Figure 27).

Figure 27: Capital and leverage ratios (%)
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Source: EBA supervisory reporting data

Overall, the volume of CET1 capital rose by EUR 73 bn (5%) in the last year (EUR 1.65 tn as of
Q2 2025). The increase in CET1 capital was mainly due to rising retained earnings, which increased
by EUR 88 bn (10%) on the back of strong profitability (see Chapter 5). This increase was partly
offset by increasing goodwill and other intangible assets as well as deferred tax assets, which banks
are required to deduct from CET1 capital. Those deductions increased by EUR 18 bn (8%) in the last
year (Figure 28).

Figure 28: CET1 components (EUR bn)
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30 CET1 ratio as per applicable transitional arrangements specified in the CRR.
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Capital headroom above requirements expands

EU/EEA banks’ CET1 headroom above overall capital requirement (OCR) — which consist of Pillar 1,
Pillar 2 and the combined buffer requirements (CBR) — and Pillar 2 Guidance (P2G) has increased by
16 bps in the last year and stood at almost 500 bps in Q2 2025. The headroom increase is the result
of a higher CET1 ratio (+24 bps) outpacing the increase in OCR (8 bps). The rise in the OCR was
primarily due to an increase in the combined buffer requirement, which rose by 8 bps in the last
year (Figure 29).

Figure 29: CET1 requirements and P2G vs. CET1 ratio (%)
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Source: EBA supervisory reporting data

The main driver behind higher combined buffer requirements in the last year was the systemic risk
buffer (SyRB), which increased by an average of 7 bps and stood at 0.29% of total RWA as
of June 2025. The average countercyclical capital buffer increased by 2 bps in the last year and
amounted to 0.75% of total RWA as ofJune 2025. The buffer for systemically important
institutions, which represents for each bank the higher of either OSll or GSII buffer, decreased by 1
bps in the last year and stood at 1.11% of total RWA. The capital conservation buffer is fixed at 2.5%
of total RWA as per CRD rules (Figure 30).

Figure 30: Combined buffer requirements (%)
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Both changes in CET1 ratios and CET1 requirements in the last year as well as overall levels observed
as of Q2 2025 varied across banks and countries. Banks in Hungary and Italy reported increases in
CET1 requirements of 50 bps or more in the last year. While the increase in the SyRB was the main
driver for banks in Italy, banks in Hungary reported an increase in both CCyB and P2G. In contrast,
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banks in Luxembourg reported a decrease in CET1 requirements of 50 bps or more in the last year.3!

This was due to a decrease of both P2R and P2G since June 2024. CET1 ratios for Q2 2025 range
from 13.2% for banks in Spain to 26.6% for banks in Cyprus. Changes in banks’ CET1 ratios in the
last year ranged from an increase of more than 330 bps for banks in Cyprus to a decrease of more
than 160 bps for banks in Finland. As of Q2 2025, CET1 requirements ranged from 8.5% of total
RWA for banks in Poland to 16.9% for banks in Norway (Figure 31).

Figure 31: CET1 requirements, P2G and CET1 ratio by country (Q2 2025, in %)
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Risk-weighted assets increase driven by operational risk

Total RWAs increased by 3% in the last year and stood at EUR 10.1 tn in Q2 2025 and remained
broadly stable in Q3. The increase was mainly due to operational risk which increased by more than
EUR 300 bn (30%). This increase can mainly be explained by the new rules regarding the calculation
of operational risk that were introduced with the CRR3 and are applicable since January 2025. With
CRR3/CRD, all existing approaches for the calculation of the own funds requirements on operational
risk were replaced by a single approach, the business indicator component (BIC). The BIC bases the
capital requirements for operational risk on the business indicator (BI), a financial statement-based
proxy for operational risk. For banks previously using the internal model approach, the new
approach typically results in higher RWA. Total operational risk RWA stood at EUR 1.3 tn as of
Q2 2025, representing ca. 13% of total RWA.

Credit risk RWA decreased by EUR 116 bn (-1%) and stood at close to EUR 8.0tn in Q2 2025. Credit
risk remains the largest RWA segment for banks, accounting for 80% of total RWA with market risk
representing 4% of total RWA and CVA and other risks accounting for the remaining 3% (Figure 32).
For banks under the IRB approach, the impact of the output floor stood at EUR 2 bn as of Q2 2025
(0.02% of total RWA). While this impact on banks’ Q2 2025 CET1 requirements and CET1 ratio was
negligible, the progressive phase-in of the new CRR3 rules is expected to lead to more meaningful
impacts over time. Full CRR3 implementation will occur in 2033, giving banks time and room to
adjust their balance sheets until then and manage their fully loaded CET1 ratios. According to
the 2025 EU-wide stress test results, the impact of the final CRR3 rules on the EU banks’ aggregate

31 For Luxembourg, data variation is explained by a change in the sample considered in June 2024 data.
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CET1 would be a decrease of around 130 bps on a fully loaded basis (assuming the final ruleset
applicable as of 2033 was front-loaded on Q4 2024 data), coming mainly from the output floor, and
showing wide dispersion among banks32.

Figure 32: RWA by type of risk (EUR tn)
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Comparing credit risk RWA movements with trends in underlying credit exposures shows a parallel
downward shift. Total credit risk exposures decreased by EUR 192 bn or -0.7% in the last year, which
compares with the -1.7% decline in credit risk RWA. The overall trend was driven by a decrease in
exposures to corporates (EUR 290 bn or -3.6%) and to institutions (EUR 377 bn or -16.2%)> Retail
exposures, on the other hand, increased by EUR 290 bn (3.6%) in the last year and other exposures
by EUR 137 bn (17.7%). Exposures to central governments and central banks also increased by
EUR 50 bn (0.7%) in the same period (Figure 33).

Figure 33: Exposures (top) and credit RWA (bottom) for selected exposure classes, excluding
securitisation and equity (EUR tn)
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32 See the

33 portfolios/segments are differently defined in financial reporting (FINREP), which forms the basis for the analysis in
Chapter 2.1, and in common prudential reporting (COREP), which forms the basis for the analysis in this chapter. These
different definitions of portfolios/segments are the reason that the respective data cannot be fully reconciled with each
other. Furthermore, the concept of the carrying amount of loans differs from the concept of exposure amount. The latter,
for instance, also includes loan commitments. Securitisations, like significant risk transfers (SRTs) might in some cases
also contribute to these differences.
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RW density for credit risk exposures decreased in the last year by 30 bps and stood at 27.4%. A
lower RW density means that banks are required to hold less capital for their credit risk exposure,
suggesting either a lower overall risk profile, an improvement in asset quality, or a less conservative
methodology to calculate RWA (or a combination of different aspects). Given the change in rules
regarding RWA calculation (CRR3) that came into effect as of January 2025, part of the change will
be due to the revised methodology. The two most relevant credit risk portfolios, corporate and
retail, showed slightly different trends in the last year. For corporate exposures, RW density
declined by 121 bps and stood at 50.5% in Q2 2025. For retail exposures, RW density has a much
less decrease by 11 bps and stood at 25.5% in Q2 2025 (Figure 34).

Figure 34: Credit risk exposures, RWA (lhs, EUR tn) and RW density (rhs, %)
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Source: EBA supervisory reporting data
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Despite downward pressure from NIlI, banks continue to deliver high profits

EU/EEA banks’ return on equity remains at high levels, standing at 10.7%, although it has declined
by around 20 bps over the past year. The continuous negative impact of net interest income
contributed to 185 bps to the RoE decline. Other revenue items (NFCl and NTI) contributed to this
decline — despite their increase in absolute values — while other operating income had a positive
contribution. However, the lower contribution of NFCl and NTI was mostly compensated by the
positive impact of the expense items (Figure 35). There are notable RoE disparities between
countries, with many Eastern countries exceeding a 15% RoE, whereas several Western countries
fall below the 10% threshold (Figure 36). Going forward, most banks do not expect an increase in
their RoE (67% of banks answered negatively in their responses to the RAQ). First indications from
Q3 supervisory reporting data are that EU/EEA banks’ RoE remained stable.

Figure 35: RoE and contribution of the main profit and loss (P&L) items (as share of equity) to the
RoE’s YoY change, comparison between June 2024 and June 2025 (%)
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Cost of Equity (CoE) remains for most banks between 8 and 12%. However, historical data suggests
a convergence towards the 10% to 12% bucket, with less banks reporting lower values and less
banks reporting higher values (Figure 37).

Figure 37: EU/EEA banks’ estimates of their cost of equity (%)
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Other income streams face challenges in compensating for NIl fall

Operating income of EU/EEA banks has risen by around 3.5% YoY. However, when measured as
share of equity, it has declined by around 120 bps YoY, now standing at 34.6% (Figure 38). The main
driver of this decrease is the continued drop in NII. Relative to equity it fell from 21.7% to 19.9%,
and its absolute amount declined by around 2.9% YoY. This trend is largely explained by the ongoing
decline in interest rates, whereas the steepening of the rate curves does not seem to have had a
positive impact, at least for now (on inflation and interest rates and yields see Chapter 1). While
interest-earning assets increased, the overall decrease of NIl is primarily due to a drop in the net
interest margin (NIM) from 1.68% in June last year to 1.58% in June 2025. Indications from Q3
results are that the NIM remained stable. In contrast to NI, NFCI and NTI rose (absolute amounts)
YoY, but their share of equity — i.e. their contribution to RoE — declined on a yearly basis. Other
operating income increased in absolute value, and has more than doubled as share of equity, rising
from 1.1% to 2.3% of equity. However, this increase cannot be considered sustainable as it is, in
many cases rather due to extraordinary developments than banks’ core business activity.

Figure 38: Revenue composition by country (as share of equity)3*
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34 Qutliers cannot least be explained by the specificities of the sample of banks for respective countries, which might for
instance depend on the business models of some major banks operating outside of one country. For Lithuania, for
example, the data are highly influenced by one bank’s specific business model.
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The decline in margins not least reflects a faster decline in interest rates for exposures to NFCs and
HH vs. rate cuts for deposits over time. Rates for NFC loans and debt securities dropped by 70 bps
to 4.7%, while HH loan rates decreased only slightly by 10 bps to 3.9%. Deposit rates have also
declined, with NFCs to 2.2% (-50 bps) and HHs to 1.4 (-20 bps). The difference between NFC and HH
rates is accordingly tightening, as NFC rates decline faster than HH rates. There are also country-
level discrepancies: while most countries saw a negative variation in NFC loan rates, they rose in
two countries. For HH loans the picture is more mixed, with several ones seeing a rise in HH loan
rates. Deposit rates have seen only marginal moves in many countries, while others have
experienced more significant changes, most of them downwards (Figure 39, Figure 40).

Figure 39: YoY variation in HH and NFC loan rates by country (p.p.)
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Figure 40: YoY variation in HH and NFC deposit rates by country (p.p.)
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Although NFCI has been a negative contributor as a share of equity, its absolute value has increased,
reflecting banks’ strategic focus on this income stream. All components of fee and commission
income have grown, especially corporate finance (+17.9%), asset management (+8.9%), and
custody services (+8.6%). Going forward, NFCI also remains a main priority by banks to boost their
profitability (61%), as seen in RAQ answers. NIl ranks second and is associated with expectations of
increased loan volumes and a positive effect from steepening yield curves. There is also a rising
relevance of operating expenses and cost reduction to support profitability going forward, which

35 Analysis based on implicit interest rates.
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might not least indicate a strategic shift from income generation to expense management amid
declining NII (Figure 41).

Figure 41: Banks’ targets for profitability increase in the next 6 to 12 months (1- high priority, 4- low
priority)
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Source: EBA Risk Assessment Questionnaire

Box 3: Analysis of fee and commission income trajectory

Fee and commission income represents a cornerstone of banks’ revenue, providing a relatively
stable and recurring source of earnings throughout the economic cycle. Although its composition
and magnitude vary across institutions, depending on business models and size, it remains one of
the rather resilient components of bank profitability contributing close to 30% of total revenues. At
the same time, the design and transparency of fee structures play a critical role in shaping
competitiveness, consumer welfare, and financial inclusion. Over the last five years, EU/EEA banks
reported a steady growth of net fee income (fee income minus fee expenses) across EU/EEA banks,
which increased by 37% between June 2020 and June 2025. In absolute terms, total fee income
rose by approximately EUR 20bn, while fee expenses increased by EUR 13 bn over the same period.
Banks’ fee income showed resilience during the COVID-19 period, with only limited decrease as a
result of the slowdown in economic activity. In the post-pandemic period, banks have managed to
consistently increase their net fee income reporting an overall increase of around 22% by the end
of the first quarter of 2025. This consistent growth underscores the increasing strategic importance
of fee-based revenue streams for EU/EEA banks (Figure 42).

Figure 42: Total fees, expenses and net fees development over the last 5 years (EUR bn)
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Payment services have been the primary source of fee revenue, followed by asset management
and customer resources®. Collectively, these three categories account for over 59% of the total fee
income generated by the EU banking sector (Figure 43).

Figure 43: Fee breakdown across the 6 largest contributors (left) and evolution (June 2020=100,
right)
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Source: EBA supervisory reporting data

Asset management fees had the strongest cumulative growth since 2020. This was not least
supported by favourable market conditions. Yet, the benefits of the increase in asset management
fees were concentrated. In the first half of 2025, approximately 75% of total asset management
fees were generated by banks headquartered in just four Member States, highlighting the
significant geographical concentration of this income source within the EU/EEA banking sector.
Conversely, payment service fees are more evenly distributed across institutions and jurisdictions,
given the universal nature of this service. This structural asymmetry suggests that while payment
services provide broad-based resilience, asset management revenues amplify cross-country
heterogeneity in banks’ profitability profiles.

As far as payment services are concerned, data shows that the underlying transaction volumes have
remained broadly stable, fluctuating within a range of EUR 14 tn to EUR 19 tn over the last three
years. In contrast, fee income from payment services has continued to rise, suggesting that the
overall increase in revenues is primarily price-driven rather than volume-driven. Until mid-2023,
current accounts represented the dominant source of payment service income, accounting for up
to 30% in 2021. Since then, a gradual decline in current account-related fees has been offset by a
steady increase in debit card fees, which became the largest contributor by mid-2025. Currently,
the three core components—current accounts, debit cards, and credit cards—each account for
roughly 20% to 25% of total payment service income. This evolution highlights the growing
relevance of card-based payment fees for banks, reflecting both changing consumer payment
behaviour and the increased digitalisation of retail financial services. This data also shows the rising
importance of card payment service-related fees for banks, which might come under pressure

36 ‘Payment services’ shall refer to the payment services listed in Annex | of Directive (EU) 2015/2366 of the European
Parliament and of the Council of 25 November 2015 on payment services in the internal market, amending Directives
2002/65/EC, 2009/110/EC and 2013/36/EU and Regulation (EU) No 1093/2010, and repealing Directive 2007/64/EC (O)J
L 337, 23.12.2015, p. 35, ELI: ). For the assets involved in Payment Services
the starting date of the data is Q1 2022. ‘Payment services’ shall refer to the payment services listed in Annex | of
Directive (EU) 2015/2366. ‘Other’ in asset management fees include the fee and commission income generated by the
institution that cannot be allocated to any of the other listed items. The whole list of fees income flows includes:
securities, corporate finance, fee-based advice, clearing and settlement, asset management, custody, central
administrative services for collective investment, fiduciary transactions, payment services, customer resources
distributed but not managed, structured finance, loan servicing activities, loan commitments given, financial guarantees
given, loans granted, foreign exchange, commodities, other fee. Customer resources distributed but not managed (by
type of product) comprise fee and commission income for distribution of products issued by entities outside the
prudential group to its current customers.
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taking account of potential new instruments such as so-called stablecoins and, depending on design
features (including remuneration mechanisms) (e.g. central bank digital currencies) (CBDCs) (Figure
44),

Figure 44: Assets involved in Payment Services (EUR tn, left) and main components of payment
services (right)
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The evolution of payment service fees has important implications for households and the broader
economy. As banks increasingly rely on fee income derived from payment services, the cost burden
may be gradually transferred to consumers. Given that households account for approximately 48%
of total deposits in the EU banks, they are directly exposed to changes in payment fee structures.
Persistent increases in these charges can erode household disposable income.

From a broader perspective, the growing dependence on payment service income also introduces
structural vulnerabilities in banks’ revenue composition. While such income is typically more stable
than interest-related revenue, it remains sensitive to cyclical factors such as consumption trends
and transaction volumes. Moreover, the concentration of fee generation in a limited number of
activities — predominantly payments and asset management — may signal an insufficient
diversification of fee income sources. This concentration risk could amplify earnings volatility under
adverse macroeconomic or market conditions.

Cost efficiency to move more to the forefront for sustaining profitability

Total costs as a share of equity have decreased from 24.6% to 24.0% YoY, even though they rose in
absolute terms by around 4%. The cost-to-income ratio went accordingly up from 51.8% to 52.4%
on a yearly basis. In relative terms, all major cost categories have declined, including staff expenses
(from 10.5% to 10.4%) and other admin expenses (from 7.9% to 7.8%). Provisions (from 0.67% to
0.38%), other costs including taxes (from 2.55% to 2.48%), and contributions to the DGS and RF
(down to 0.4%) also contracted. Indications from preliminary analysis of Q3 data are that banks’
cost to income ratio further improved slightly on a quarterly basis, showing banks’ efforts to
manage their cost basis.

Given the decline in credit risk impairments and despite high levels of Stage 2 exposures, the cost
of risk (CoR) is at the lower end compared to historical levels (see on this a more detailed analysis
in Chapter 2.2 on asset quality). It fell by 3 bps to an average of 0.48% for EU/EEA banks, and most
countries report CoR between 0 and 50 bps (Figure 45). Q3 indications are that CoR slightly declined
by 1bp on a quarterly basis. Going forward, RAQ results show that key cost-cutting strategies
include automation and digitalisation, , and overhead and staff costs reduction, which gained 4 pp
over the past year.

51




RISK ASSESSMENT REPORT OF THE EUROPEAN BANKING AUTHORITY — DECEMBER 2025 European

eb a Banking
Authority

Figure 45: Key components of costs and expenses as a share of equity (top) and cost of risk by
country (bottom)
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M&A is gaining prominence in EU/EEA banks strategies

Market concentration across the EU remains moderate, with Herfindahl indices for most countries
ranging between 0.1 and 0.2. Throughout 2024, nearly every EU country recorded at least one
merger or acquisition, with the majority of countries seeing between one and five transactions

(Figure 46). However, there does not seem to be a ‘direct’ link between market concentration and
(announced) M&A transactions.

Figure 46: Concentration — measured using the Herfindahl index — as of year-end 2023 and
number of announced M&A transactions among countries in 2024
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Fewer banks are reporting no interest in M&A activities, with the share declining by 5 pp over the
past year, according to RAQ responses. This trend is particularly noticeable in Western Europe,
where only 20% of banks now indicate they are not considering any mergers or acquisitions. There
has been a growing interest in merging with or acquiring NBFls, up by 5 pp, while interest in FinTech
acquisitions has declined (Figure 47; on further interlinkages between banks an NBFls see also
Chapter 2.1 on asset composition and exposures).
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Figure 47: Mergers & Acquisitions considered by EU/EEA banks
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6. Operational risks and resilience

6.1 General trends

Risks to operational resilience have increased in recent years. Operational risk is defined as the risk
of losses stemming from inadequate or failed internal processes, people and systems or from
external events. It is embedded in all banking products and activities, and includes e.g. IT and cyber
risk, fraud risk, and legal risk. Operational resilience has become a key bank sector risk, given
digitalisation and technological advances, globalisation of the financial system, and materialisation
of several large losses events in the past years. Risks to operational resilience have become
increasingly complex and include a range of aspects. Reflecting their systemic relevance, capital
requirements for operational risk are the second most important component of banks’ RWA
composition after credit risk. They have increased significantly to 12.9% of operational risk capital
requirements, up from 10.2% in Q2 2024. The strong increase this year is also driven by the new
rules regarding the calculation of operational risk introduced with the CRR3 and applicable
since January 2025 (see Chapter 4 on capital requirements).

Geopolitical risk has enhanced operational risk

Risks to operational resilience including digital and cyber risks are not least amplified by heightened
geopolitical risks, which also contributed to AML and sanction-related compliance risks (on
geopolitical risks see the separate Chapter 7 as focus topic). These risks may be a main driver of
operational risks e.g. by state-sponsored malicious cyber activity or potential acts of sabotage
affecting the financial infrastructure. Such risks require close attention of financial institutions and
supervisors, not least since cyber and digital risks are not contained by jurisdictional borders.

These developments are reflected in RAQ responses, which indicate cyber risks and data security
as the highest of the operational risks (ca. 80% agreement). Risk of ICT failures as a related risk
remains high as well. Fraud risk has grown strongly and continues to be the second most significant
contributor to operational risk, with a 55% consensus, and on a rising trend. Conduct and legal risks
are identified as the third most significant contributors to operational risk, with a 44% consensus,
and on broadly steady trend (Figure 48). While digitalisation and technological advances, including
cyber risk, are the key drivers of operational risk, financial institutions and supervisors are also
closely monitoring outsourcing risk, the risk of financial crime, including ML risk, and further
conduct-related and legal risks to which they are exposed.
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Figure 48: Main drivers of operational risk as seen by banks®’
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Operational risk losses affect banks concerned

Operational risk events may not only cause direct financial losses but might also imply reputational
damage. This may result in decreasing revenues if (e.g. a bank exits certain business areas or faces
challenges to retain or attract customers). Costs might, moreover, indirectly increase because of
materialising operational risk, when higher investments in compliance, governance, and
technology, become necessary. Country-by-country data on new operational risk losses in 2024
shows that losses are widely dispersed. While in six countries operational risk losses were at about
1% of CET1 capital or above, several jurisdictions reported relatively low loss amounts of less than
0.1% of CET1 capital (Figure 49).

Figure 49: Total losses in new operational risk in 2024 as a share of CET1 by country
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Technology impacts increasing fraud risk

The relevance of fraud risk as a key driver of operational risk continues to grow further in the last
two iterations of the RAQ. Fraud risk is considered the second most relevant contributor to
operational risk, at 55% agreement, and ahead of conduct and legal risks (44% agreement), and
continues to trend upwards. Risks related to digitalisation and innovation, but also to increasing
use of artificial intelligence (Al), have contributed to a continuously growing risk of fraud and

37 Agreement to up to three options was possible for respondents.
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financial crime. An increase in fraud could pose a significant threat to financial stability as it can
undermine public trust in financial institutions and the integrity of the financial system. When
consumers lose confidence in the security and reliability of financial services, they may withdraw
funds, limit participation in formal markets, or shift to unregulated channels. Such behavioural
responses could lead to heightened liquidity pressures and weaken credit intermediation.
Persistent concerns about institutional resilience to fraud can also elevate systemic risk and
increase the cost of capital. Strengthening fraud prevention and detection is therefore essential to
preserving confidence and maintaining financial stability.

Theft or breach of customer credentials and social engineering have been identified as main drivers
of increased fraud risk, followed by online and cyber-fraudulent activities and payment fraud.
Growing usage of Al in financial crime is additionally facilitating technology-driven fraudulent
activities. The EBA has identified that criminals are increasingly using Al to e.g. automate laundering
schemes, forge documents, generate deepfakes to impersonate individuals and evade detection3®.
While Al is a driver of innovation and offers various benefits, financial institutions face challenges
to keep pace with the sophisticated threats that Al tools may enable. This highlights that the need
for responsible Al use and robust monitoring remains important,

Conduct and legal risk resulting in high redress payments persists

Conduct and legal risks are identified as the third most significant contributors to operational risk,
with a 44% consensus. Over recent years, these risks have already been a major driver of
operational risk for banks, evidenced by high levels of legal and redress payments that financial
institutions had to render. Underlining the continued high relevance and financial impact of
materialising conduct and legal risk for banks concerned, the share of banks having paid out in the
last three years over 2% of their equity in in the form of litigation, compensation, redress or similar
payments has increased to 12% in the RAQ, from 9% in the last iteration. The increase was strongest
for banks having paid out large amounts of over 4% of their equity and indicates that high volumes
of legal and redress payments persist.

Dependencies on third-party providers pose risks

Outsourcing risks has increased considerably in banks’ perceptions, according to the RAQ. Reliance
on outsourcing business activities and data has grown and is often provided by third party service
providers domiciled in third countries outside the EU. A high dependency on such service providers,
for example cloud service providers, and other financial service providers, such as payment
services, may have contributed to increased outsourcing risk perceptions. Important services are
often outsourced to few large service providers only, with increased reliance of the banking system

38 See the A
July 2025.

39 The Al Act — Regulation EU 2024/1689 of the European Parliament and of the Council of 13 June 2024 laying down
harmonised rules on artificial intelligence and amending Regulations (EC) No 300/2008, (EU) No 167/2013, (EU) No
168/2013, (EU) 2018/858, (EU) 2018/1139 and (EU) 2019/2144 and Directives 2014/90/EU, (EU) 2016/797 and (EU)
2020/1828 (0J L, 2024/1689, 12.7.2024, ELI: ) already identifies prohibited
practices and aims promoting a safe and trustworthy Al. It provides a single set of rules for how Al systems are developed,
sold, and used across the EU.
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on these providers and potential systemic implications. Anecdotal evidence for instance also
suggests that related to cyber risks contagion channels and weak links are often not least related
to the outsourcing company“.

Reporting of AML/CFT weaknesses through EuReCA

From 1 October 2024 to 30 September 2025, 36 national competent authorities and the ECB
reported to EuReCA, the EU’s central database for AML/CFT, 833 serious deficiencies, or ‘material
weaknesses’, that they had detected in credit and financial institutions exposing them to ML/TF
risks*1. Most reports concerned credit institutions, followed by an increase in deficiencies detected
in E-money institutions and payment institutions. Most material weakness reported during this 12-
month period were related to customer due diligence (CDD) failures, followed by deficiencies in
institutions’ wider AML/CFT system and controls and suspicious transaction reporting. The most
common measures in response to material weaknesses reported by competent authorities were
orders to correct the deficiencies, followed by orders to implement measures and by fines
(Figure 50).

Figure 50: Financial crime risks, October 2024 to September 2025
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6.2 Digitalisation and ICT-related risks

Cyber- and ICT-related risk as well as data security are by far the most prominent driver of
operational risk for banks as the digital transformation advances. According to ENISA, the financial
sector continues to be among most targeted sectors of cyber-attacks in the EU in 2025 %2,
Distributed denial of service (DDoS) attacks were identified as the dominant incident type and
accounted for 77% of reported incidents in 2025. The greater part of DDoS attacks were deployed

40 To address third-party outsourcing risk, the EBA has prepared and publicly consulted draft Guidelines on the sound
management of third-party risk. The Guidelines focus on third-party arrangements in relation to non-ICT related services
provided by third-party service providers and their subcontractors with a particular focus on the provision of critical or
important functions. In line with DORA, the Guidelines will update the previous EBA Guidelines on outsourcing,
from 2019.

4 see further explanations on the
42 See the , October 2025.
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by hacktivists, while cybercriminal operators® represent only a minor portion. Ransomware is
identified as the most impactful threat in the EU. The role of Al in cyberattacks has grown and has
become a key trend of the rapidly evolving threat landscape. Cybercriminals increasingly use Al to
optimise their malicious activities and make them more effective. Threat actors use Large Language
Models to enhance phishing and automate social engineering activities. Looking forward,
developments in quantum computing might add additional risks, as it might facilitate password
hacks and exploit vulnerabilities in ICT systems. This includes the risks from ‘store now decrypt later’
(SNDL) actions from attackers*.

The Digital Operational Resilience Act (DORA) came into effect in January 2025 aiming to enhance
and harmonise operational resilience requirements for financial entities. DORA also requires an
effective management of ICT related incidents, including their classification, management, and
dissemination. Supervisors report major ICT-incidents received by financial entities to European
Supervisory Authorities (ESAs), which assess them and then share them with authorities of other
Member States in case the incident has a cross-border impact.

Information collected on ICT-incidents also allows the ESAs as well as participating competent
authorities to assess the possibility to activate the EU systemic cyber incident coordination
framework (EU-SCICF), with the purpose of ensuring suitable coordination and communication
among authorities and an effective EU-level response in case of a systemic cyber incident.

The volume of incidents driven by cyberattacks may indicate some levelling

While the overall number of cyber incidents on financial institutions remains high, the share of
banks that had not been victim of at least one cyberattack in the second half of 2025 has increased
for the first time in the last three years. In their RAQ responses, close to 50% of banks had not been
victim of a cyberattack that resulted or could have potentially resulted in a ‘major ICT-related
incident’, compared to 42% in the spring 2025.

Also, the share of banks that were more significantly affected by cyber incidents and had fallen
victim of at least 11 cyberattacks had decreased from 10% to 7% (Figure 51). RAQ responses also
suggest that, amid a decreasing volume and frequency of cyber-attacks, the share of responding
banks having faced at least one successful attack which resulted in an actual major ICT-related
incident decreased to 28%, from 35% in the last iteration of the RAQ, and after a steady increase
since 2023. These figures might indicate that cyber threats may have levelled, albeit staying overall
high.

On the types of major ICT related incidents, the largest share of RAQ respondents experienced
system ‘failure/malfunction’, followed by ‘external event’ and ‘malicious action’ in the second half

43 Cybercriminals are malicious actors who use technology to carry out unlawful activities. Hacktivism is the act of
computer hacking for politically or socially motivated purposes.
44 In case of a SNDL action attackers get access to data now and will use it in future when they will have access to quantum

computing capacities. On risks related to quantum computing see for instance also
from February 2025.
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of 2025. RAQ respondents also indicate that DDoS attacks were the technique most commonly
applied by thread actors for successful cyber-attacks which resulted in major ICT-related incidents.

Figure 51: Number (in intervals) of cyberattacks to which banks fell victim in the first half of 2025
in the last semi-annual assessment period®
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45 This relates to an ICT-related incident with a potentially high adverse impact on the network and information systems
that support critical functions of the financial entity (Article 3(8) of DORA).

59



RISK ASSESSMENT REPORT OF THE EUROPEAN BANKING AUTHORITY — DECEMBER 2025 Eu ropean

e b a Banking
Authority

7. Geopolitical and geoeconomic risks:
evolving threats in the EU/EEA
banking sector

Background on geopolitical developments and the EBA’s role

Intensifying competition between major powers, ongoing conflicts, and the erosion of the
international rules-based order have led to a shift towards protectionism, reshoring, and economic
nationalism. The rise of nationalism and populism is increasingly influencing public opinion and
policy choices, further undermining multilateral cooperation. At the same time, rapid technological
change is redefining strategic rivalries and access to critical resources such as energy and rare
metals have further strengthened geopolitical tensions. These developments are not only altering
trade and technological flows, but they are also challenging the foundational assumptions of open
markets and global financial integration.

Figure 52: Evolution of geopolitical risk (1985-2025) (January 1985=100)
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Source: EBA calculations based on FED data (lacovello and Caldara).

The old paradigm of risk management operated on a foundational assumption: a stable, rules-based
international system where business could operate within predictable and investible frameworks.
However, this does not apply anymore: geopolitical and geoeconomic developments have become
a new parameter in economics and major concern for businesses, as such also affecting banks?®.
The rise of geopolitical risks is reflected in the Geopolitical Risk (GPR) index, which has surged by
approximately 30% from 2020 to 2024 (Figure 52). However, the level of the GPR index is still far
from levels of 2001 (Iraq war) or 1991 (Gulf war), whereas economic and trade policy uncertainty

46 This chapter distinguishes between geopolitics and geoeconomics, which reveal different mechanisms of risk
transmission. Geopolitics is for the purpose of this analysis considered as a method of foreign policy analysis that
interprets international political behaviour primarily through geographical variables, such as territory, borders, proximity,
migration flows, natural resources, and maritime access. It assumes that states pursue national interests through military
and diplomatic tools. Geoeconomics, by contrast, refers to the use of economic instruments (trade policy, investment
flows, sanctions, technological standards) to advance geopolitical objectives and defend national interests. See for
instance  the results of the World Economic  Forum’s  Global Risks Perception  Survey
( ), which points out that geoeconomic
confrontation is the third most cited risk cited by business leaders as presenting a material crisis on a global scale.
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are reaching unprecedented levels far from any previous record (Figure 56). The reaction of bank
stock prices to recent tariff announcements provides evidence that such events can be relevant for
the EU banking sector (see Box 4).

Box 4: EU banks’ vulnerability to US tariffs

On 2 April 2025, the second Trump administration announced the ‘Liberation Day’ tariffs, consisting
of a broad package of import duties on nearly all countries in the world. The announcement and
the Chinese government's retaliatory measures caused a sharp drop in global stock prices and
increased stock price volatility. EU stock markets were also affected by these announcements.
When a three-month pause on tariffs was announced, except for China, the stock market saw
significant upward movements. Looking at the timeline of tariff announcements and the reaction
of EU banks’ stock prices, it appears that US tariffs and retaliatory measures are important for EU
banks. However, the initial announcement of reciprocal tariffs was associated with a relatively more
muted overreaction compared to the announcement of retaliatory actions from China, while the
subsequent general pause of tariffs for three months led to positive overreactions for EU banks’
stock prices (Figure 53).

Figure 53: EU bank abnormal returns following ‘Liberation Day’ tariff announcements
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Notes: The chart shows the reaction of bank stock prices beyond what is expected based on recent historical
behaviour relative to the broader stock market. Cumulative abnormal returns for events taking place on 3-4
and 9-10 April 2025. Abnormal returns are estimated as the difference between the realised daily return
compared to the expected daily return. Expected daily returns are predicted using a market model. Market
index is EuroStoxx600 and estimation window one year up to 20 March 2025. Fifty-five publicly traded EU27
banks are included.

The relatively lower reaction of EU bank stock prices to the initial announcement of the US
administration could be interpreted as banks not being perceived as more exposed to US economic
conditions than other firms. The EBA analysis presented in Spring 2025 RAR showed that EU bank
direct credit exposures to the US and sectors directly exposed to tariffs are limited on aggregate®’.
Nevertheless, the complexity and integration of global value chains means that impacts can
propagate via upstream and downstream relationships across countries and sectors. Calculations

47 See a detailed analysis on exposures to the US and selected sectors in the EBA’s spring 2025 edition of the Risk
Assessment Report.
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of a synthetic measure proxying banks’ non-financial corporates’ indirect exposure to US economic
conditions shows considerable variation, with some banks showing a notably higher dependence
to the US than what their direct exposures would suggest. Shares of banks with relatively higher
indirect NFC exposures to the US showed somewhat more negative reactions following the
‘liberation day’ announcements (Figure 54).

Figure 54: EU banks’ indirect and direct non-financial corporates’ exposures to the US (left) and
difference in the stock price reactions of banks with different degrees of exposure to the US (right)
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Notes: The left chart shows at bank level the relationship between indirect exposure metrics to the US and the
share of direct non-financial corporates exposures to the US. The x-axis presents the share of each banks’ non-
financial corporate loans to US counterparties. The y-axis shows for each bank a proxy for dependence of each
banks’ NFC exposures to US final demand, calculated using OECD TiVA data for the share of domestic value
added in US final demand to total sectoral value added. The metric shows the weighted average share using
country-sector exposure weights. The data is averaged from 2015 to 2022 to smooth out trade flow variations.
The right chart shows the difference between the abnormal stock price returns on 3 April 2025 for three sets
of banks together with the 90% confidence interval. The difference is based on a dummy variable indicating if
a bank belongs to each group. Groups include banks with high direct lending to the US, high NFC lending to
the US, and high indirect NFC exposures to the US. Banks with high shares are those above the median of the
sample of 55 listed EU banks.

EU banks’ stock prices reacted strongly to China’s retaliatory announcements and the suspension
of most tariffs, indicating that markets are especially concerned about how trade wars may impact
the EU banking sector due to effects on global growth and financial conditions. The 2025 EU-wide
stress test findings highlighted that in a worldwide economic contraction scenario following
escalating geopolitical tensions and inward-looking trade policies globally, which cause energy and
commodity prices increases and disruptions in supply chains, NPE and loss rates could increase
steeply. This particularly applies for the most vulnerable sectors. At the same time, the banking
sectors’ operating income and profitability would come under pressure mostly, via large NIl
declines.

In light of heightened geopolitical tensions and economic volatility, the EBA has a role to further
enhance crisis preparedness across the EU/EEA banking sector. Through its risk assessment
framework, the EBA supports both market participants and supervisors in identifying and mitigating
the transmission channels of geopolitical and geoeconomic risks and in promoting a forward-
looking approach that strengthens financial stability and informs supervisory responses. This
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chapter aims to provide an overview of the implications of geopolitical and geoeconomic factors
on the EU banking sector and analyse the potential impact of these implications“®.

Relevance of geopolitical and geoeconomic factors for the EU banking sector

EU/EEA banks are nowadays more used than in the past to navigate an uncertain, fragmented and
volatile environment, where credit, market, liquidity or operational risks, such as those related to
trapped assets or exposures to politically motivated economic and financial shocks, are the norm.
So far, banks seemed to have addressed the challenges from geopolitical shocks, thanks, for
instance, to their diversified portfolios and available headroom above capital requirements, which
was further evidenced by the EBA stress test results this year (see Chapter 4 on capital). However,
EU/EEA banks keep facing multi-faceted and immediate threats from geoeconomic confrontation
and their possible repercussions.

Figure 55: Relevance of potential geoeconomic factors for EU banks
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Source: EBA Risk Assessment Questionnaire and EBA’s calculations

According to EBA’s RAQ results, among the spectrum of geopolitical and geoeconomic risk related
factors impacting the EU/EEA banking sector, cyber and technology-related threats stand out as the
most concerning one (Figure 55). This category encompasses a wide array of sources of risks: from
cyber espionage, sabotage, ransomware and DDoS (including extortionary DDoS) attacks or
disinformation campaigns. Those sources of risks have the potential to be further enhanced by the
implications of two technological domains (Al and DLT), with both having recently emerged as focal
points in geoeconomic confrontations. These dynamics can pose significant operational risks,
including service disruptions and restricted access to core infrastructure. Additionally, reputational
risks play an increasingly relevant role, due to implications of client data breaches or prolonged
service outages.

Restrictions on access to financial infrastructure — such as payment systems, ICT resources, and key
service providers such as SWIFT — represent the second most relevant risk factor related to

48 Besides the usage of market and similar data as well as supervisory reporting and RAQ results, parts of the analysis in
this chapter are based on interviews with several selected banks, covering geopolitical risks and how banks address them.
The interviews were held in September and October 2025.
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geopolitical and geoeconomic developments. These constraints not only affect banks directly but
also expose them to second-order risks via their counterparties. The implications range from
liquidity stress to operational disruption, particularly when access to critical infrastructure is
curtailed due to geopolitical tensions.

Trade-related geoeconomic instruments, including tariffs, blockades, and intensified customs
checks, can also carry risks. Sudden shifts in trade policy can trigger market volatility, margin calls,
and pricing shocks, thereby elevating market risk including counterparty credit risk. Credit risk as
such may also rise, as tariffs negatively impact directly and indirectly several sectors, disrupting
trade flows*’. Moreover, the need to enhance security amidst rising geopolitical tensions requires
a substantial investment on behalf of sovereigns. However, countries, especially those highly
indebted, may be challenged by limited fiscal capacity. Sovereign debt-related measures, such as
repayment standstills, sanctions on government debt, or defaults can thus rapidly erode market
confidence and trigger repricing events. A potential resurgence of the sovereign-bank nexus could
amplify such risks, in line with EU banks’ level of concern in responses to the EBA’s RAQ.

Other factors such as export controls, exchange rate volatility or manipulation, economic sanctions
on high-risk third-country jurisdictions or companies and investment restrictions (e.g. FDI or
outbound investment screening) can also have implications for the EU/EEA banking sector.
However, banks appear to be less concerned with their implications, not least due to their
longstanding experience in managing and mitigating these kinds of risks.

Implications of geopolitical and geoeconomic factors for EU/EEA banks

Geoeconomic risks can have broad implications for credit supply and the stability of the banking
sector. RAQ results show that macroeconomic and trade policy uncertainty is among the most
concerning implications of geoeconomic factors for EU/EEA banks. Current outstanding levels of
uncertainty (Figure 56), comparatively more prominent that geopolitical risk (Figure 52), can have
broad implications for banks, such as the indirect effects on banks’ stock prices or contractions in
lending, particularly regarding banks with borrowers heavily exposed to global trade flows.

Banks may also adjust their lending strategies to avoid enforcement risks due to potential targeted
sanctions, as seen in the differentiated responses of EU/EEA banks to sanctioned countries,
depending on the jurisdiction of their subsidiaries and branches. Among rising geopolitical
uncertainty, banks might aim to reduce cross-border lending or lending to certain sectors, while
simultaneously increasing exposure to sectors linked to military or defence-related businesses or
projects.

49 See the November 2024 edition of the Risk Assessment report, Chapter 2.1, in which US tariffs and their potential
impact on EU/EEA banks’ exposures are covered.
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Figure 56: Top 5 implications of geoeconomics for EU/EEA banks (average score, with 1 —low impact
and 5 — high impact) (left) and Indicators of macroeconomic and trade for EU/EEA banks’ policy
uncertainty (1985-2025) (right)
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The EBA RAQ results also show that banks appear to be concerned about potential implications of
geoeconomic factors on asset quality or in an increase of credit risk that affect provisioning,
including overlays. However, despite the elevated geopolitical uncertainty, macroeconomic
conditions have proven more resilient than expected, and the EBA has not yet observed a material
deterioration in asset quality. This has led to a cautious approach where banks appear to have
applied managerial overlays, based on expert judgment, to account for potential downside risks.
These overlays appear to be calibrated to reflect, for instance, sectoral vulnerabilities, particularly
in industries exposed to geopolitical disruptions or sensitive to tariff increases, or potentially
negative rating decisions, when these are linked to geopolitical or geoeconomic factors. However,
the absence of a direct and observable impact on default rates has limited the extent of provisioning
changes, reinforcing the view that geoeconomic risks appear to be more strategic and long-term
than immediate and quantifiable (on asset quality developments and trends see also Chapter 2.2).

Quantitative and qualitative approaches to geopolitical and geoeconomic risks

Despite the sophistication of quantitative methods extensively used by financial institutions across
the EU/EEA to identify and assess geopolitical and geoeconomic risks (see below Box 5), the EBA’s
market intelligence found that quantitative indicators face critical limitations. Most are inherently
backward-looking, reflecting the aftermath of geopolitical events rather than providing insights into
future scenarios or potential bank-specific forecasts, as they might materialise in developments
with limited prior foresight or anticipation.

Some are also focused on data from US or anglosphere sources. Incorporating qualitative
assessments (based on expert judgement) to existing approaches (e.g. scenario analysis or strategic
foresight assessments, remain indispensable for understanding the motivations, trajectories, and
potential spillovers of geopolitical developments, and ultimately their impact on banks). As such,
while quantitative tools offer valuable inputs, they should be seen as complementary to, rather
than substitutes for, qualitative analysis in banks’ risk frameworks.
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Figure 57: Most common measures EU banks are adopting against geopolitical risks
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Among qualitative methods to manage geopolitical and geoeconomic risks, scenario planning has
emerged as the most widely adopted approach by EU/EEA banks according to the EBA’s RAQ (Figure
57). Additional anecdotal evidence suggests that this also reflects a strategic shift in recent years,
as banks integrate geopolitical scenarios — such as energy price shocks or regional conflicts — into
stress testing frameworks. Larger institutions, particularly cross-border universal banks, are leading
this evolution, often supported by dedicated geopolitical risk committees and scenario working
groups. These entities coordinate inputs from other teams such as finance, strategy, and research
teams to assess the probability and impact of adverse geopolitical developments. Enhanced due
diligence and crisis management playbooks also feature prominently, especially among smaller
banks, which rely on these tools to navigate complex environments with limited resources.

RAQ results also show — supported by anecdotal evidence — that regional aspects and business
models shape how banks perceive and respond to geopolitical threats®. Universal banks with cross-
border operations are particularly accustomed to geopolitical risk management, given their
exposure to jurisdictions with varying governance standards and regulatory environments. These
banks often engage local experts and maintain strong connections with peers on the ground to
enhance their risk identification capabilities. Large banks not only rely heavily on scenario planning
but also report using other measures such as internal modelling, country risk watchlists and cross-
sectoral analyses. In contrast, smaller banks prioritise due diligence, often lacking the scale to
implement more complex risk mitigation strategies. Finally, Western and Southern European banks,
in particular, tend to place greater emphasis on investment diversification, reflecting for instance
their in general broader international exposure.

50 These RAQ results are consistent with recent research, which shows that banks relying on foreign funding seem to be

less inclined to reduce foreign investments, suggesting that funding models influence strategic adjustments. According

to researchers, this behaviour contrasts with responses to traditional country risks, such as macroeconomic instability or

sovereign credit deterioration, highlighting the distinct nature of geoeconomic threats. See for instance the
from August 2025.
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Box 5: EU/EEA banks’ approach to geopolitical risks management®!

Desk-based research and anecdotal evidence suggests that most banks for which geopolitical risks
play a major role due to their geographical outreach or their business models, seem to have a
definition for this risk driver in place. However, the scope of such definition seems to differ across
EU/EEA banks, and geopolitical risk has become an overarching risk driver, which affects existing
risk categories, like credit, market, liquidity risk or operational risks, and including third-party risk
management. In this line, the EBA has observed that, in order to better understand risks arising
from geopolitical and geoeconomic factors, banks have started to develop centres of expertise for
geopolitical risks.

Moreover, in their assessment of geopolitical risks, some banks seem to rely on quantitative
indicators, with a growing array of methods and tools attempting to capture the intensity and
implications of global tensions. Media-based indices such as the Geopolitical Risk (GPR) Index and
its extensions or variants (e.g. bilateral, country-specific, region-specific, bank-specific or GPR
sentiment index), proprietary geopolitical risk indicators, country risk or conflict intensity monitors
developed by banks (e.g. powered by open-source global conflict databases or the use of General-
Purpose Al) offer banks real-time tracking of geopolitical conflicts>2. Other methodologies leverage
market data, such as indices that capture volatility across asset classes, or trade-based indicators,
as well as structured political risk ratings provided by rating agencies.

To the extent possible, banks use their internal network of experts from diverse areas to undertake
gualitative assessments (e.g. potential materialisation of geopolitical risks into sector-specific

impacts). The output of these assessments is then further considered in risk teams or other
departments, often in direct link to teams responsible for assessing immediate crisis measures and
further escalation across the bank’s hierarchy.

Geopolitical risk assessment seems to be often linked with banks’ internal country risk rating or
similar exercises, which have been in place for long already. However, there are now differences in
the approach to country risk categorisation which, for instance, nowadays also considers the
movability of assets and threat to that amid potential sanctions. It might also include parameters
like a country’s military stance and situation and military relationships®3. Besides a regional or
country view, there also seems to be more focus on sectoral views now. This for instance includes
‘chain view’ of loans and other clients, looking at their supply and distribution chains and similar.

EU/EEA banks are formalising their geopolitical risk governance, integrating qualitative insights into
budget exercises, country limit definitions, and portfolio management processes. Geoeconomic

51 For the purposes of the analysis in this box, expressions such as geopolitical risk (management), geopolitical shocks,
geopolitical factors, etc., should be understood as capturing also the geoeconomics dimension.

52 have proposed a euro-area specific GPR index which
addresses the limitations of the US-centric anglosphere perspective of the previously known GPR index. The euro area
GPR index appears to react more strongly to regionally proximate shocks (e.g. the Russian invasion of Ukraine or the 2023
Israel-Gaza conflict) than the GPR index.

53 There seems to be particular focus on geopolitical risks emerging from Russia, the Middle East, the US (in general and
amid tariff related developments), elections in several European countries, China / Taiwan tensions, and Eastern
European countries.
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factors are increasingly influencing both ex ante and ex post risk management practices. Ex ante,
geoeconomic risks affect portfolio and capital allocation management, ALCO teams, management
of interest rate and FX risks, collateral or hedging requirements, and reporting to senior
management. Geopolitical risk is now also increasingly considered in banks’ ICAAP, ILAAP, and
(reverse) stress tests. Ex post, banks monitor margin calls and credit tightening, especially in sectors
or regions affected by conflicts or geoeconomic confrontations. In crisis scenarios, geoeconomic
confrontations may lead banks to adopt de-risking strategies such as freezing new credit lines or
withholding rollovers of short-term exposures, driven by concerns over collateral liquidity and
market stress. The structure of foreign operations — whether through local subsidiaries and
branches or cross-border lending — also determines the transmission of geopolitical shocks. Local
funding models can help mitigate exposure to cross-border restrictions, allowing banks to offset
asset losses by adjusting liabilities.

Finally, anecdotal evidence suggests that ICT and cyber risk do not seem to be in all cases as
integrated into the overall geopolitical risk management as other source of geoeconomic risks. EU
banks identify the relevance of the increased intensity and sophistication of cyber-attacks
nowadays but consider that attacks do not always relate to geopolitical or geoeconomic factors.
Moreover, banks face challenges due to a growing use of non-EU third-party providers (TPPs) for
ICT services (necessary to avoid falling behind the curve of competitors’ innovation pace), which
often results in a power imbalance vis-a-vis their non-EU counterparts, ultimately affecting their
capacity to negotiate contractual provisions, ensure regulatory compliance or ensure protection
against privacy and data protection risks®*. Anecdotal evidence also suggests that some banks are
undertaking in-depth analysis to find ways to reduce dependencies on non-EU ICT providers, but
face significant limitations in their efforts. Another operational and organizational aspect banks
address is considering how worst-case scenarios in respect of geopolitical developments might
affect the operations and the impact on their staff, who might for instance drawn for military or
similar service in such cases. This aspect not only shows that geopolitical risks do not only affect
major big banks, but also small institutions with only limited geographical outreach.

54 See also Regulation (EU) 2025/532, supplementing DORA, which for instance requires banks that use ICT TPPs with
subcontracting structure related to critical or important functions etc. perform geopolitical risk related assessments.
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Article 9(1) of Regulation (EU) No 1093/2010 requires the EBA to develop retail risk indicators
(RRIs) for the timely identification of potential consumer harm. For this purpose, the EBA is
publishing a list of 11 RRIs (Figure 58) that covers different types of products in the EBA’s consumer
protection remit (e.g. mortgage credit, consumer credit and payment accounts)>. The indicators
aim to facilitate the monitoring of the banking market in the EU/EEA, by measuring the risk of
detriment arising to consumers from the misconduct of financial institutions, and from wider
economic conditions.

They provide information that helps the EBA and national competent authorities to identify issues
and prioritise their regulatory and supervisory work in the area of consumer protection, with a view
to mitigate those issues. An explanation of the methodology for the calculation of the RRIs,
including related data limitations, can be found on the EBA’s website®®. The EBA published the RRIs
for the first time in 2022 and updates them annually, which will allow the presentation of helpful
time series and trends over time.

55 The 11 indicators were selected by the EBA from an initial long list of 50 indicators, the suitability of each of which was
assessed against criteria such as measurability, data availability, data accuracy, implementation cost, geographical
representativeness, and actionability

56 See the
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Figure 58: EBA Retail Risk Indicators
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Product L Indicator Value — EU/EEA )
Name of indicator Reference period
category number average
Share of household loans with forbearance measures 30/06/2025
MC1 1.2% (1.4%
I. Mortgage over total household loans v dos (30/06/2024)
e Share of NPLs collateralised by immovable property over MC2 3 1.3% (1.5%) 30/06/2025
total loans collateralised by immovable property (30/06/2024)
1l. Oth
er Share of NPLs from credit for consumption over total
consumer . . OCL1 30/06/2025
credit for consumption = 5.3% (5.3%)
loans (30/06/2024)
fh. Paymer?t Percentage of deposit interest expenses paid by banks to
and deposit ) PDA1
. households over total household deposits U 1.4% (1.6%) 30/06/2025
accounts FRONSIRC (30/06/2024)
Share of fraudulent card payments over total card 0.02% 2024
payments (in terms of volume and value of total CDC1
transactions) 0.03% 2024
IV. Credit &
Eebitleanc Difference
Ch t i f the fraud | b b
ca:;ng: ;:;:\:::rssyear IR AL CDC2 12% between 2023
= and 2024
Share of fraudulent credit transfer payments over total 0.001% 2024
transfer payments (in terms of volume and value of total OPI1
V. Other transactions) 0.002% 2024
payment
instruments Difference
Ch t i f the fraud | b b
e ot o o seemans
and 2024
The percentage of people age‘d 15+. w!m h‘ave‘ an account AFS1 U 94% (96%) 2024 (2021)
at a bank or another type of financial institution
VI. Access
+
to financial The.percenta.ge of res!)ondents aged 15+ who report AFS2 1 90% (87%) 2024 (2021)
N having a debit or credit card
services
The percentage of respondents aged 15+ who report
borrowing any money from family, relatives, or friends in AFS3 = 15% (15%) 2021 (2017)
the past year

Mortgage credit and other consumer loans

For mortgage credit and consumer loans, the EBA’s RRIs capture the risks to consumers by

measuring consumers’ ability to repay their loans. Overall, as will be explained in more detail below,

the relevant indicators point to improvements in consumers’ ability to repay loans, especially in

Member States with high proportion of relevant loans. However, the data should be interpreted

cautiously and seen in the wider context of the economic situation in a given Member State and

the EU/EEA (see also Chapter 1 on macro-economic developments).
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More specifically, the share of loans with forbearance measures aims at assessing the access of
consumers to forbearance measures. In general, a decrease of this ratio may indicate the overall
strength of the economy and fewer customers requiring forbearance measures, or transitioning
from a period in which higher levels of forbearance measures were needed to one in which fewer
measures are necessary. However, it may also indicate that consumers experience detriment
because their access to forbearance measures is lower over time. Between June 2024
and June 2025, the share of household loans with forbearance measures over total household loans
decreased from 1.4% to 1.2% across the EU/EEA which follows the trend from the previous year
(Figure 59). The fall was significant in Member States with comparatively high level of such loans —
Greece, Cyprus, and Hungary, as well as Denmark, Germany and Luxembourg where the fall is
significant but from a low level. The proportion of such loans increased only in France, Iceland,
Lithuania and Sweden, but not significantly, and from a relatively low level, especially in the case of
Lithuania and Sweden.

Figure 59: Share of loans with forbearance measures over all household loans (%) (MC1)
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The share of non-performing loans collateralised by residential immovable property aims at
measuring whether consumers face difficulties to make their mortgage payments. In general, a
decrease of this ratio indicates that consumers’ financial situation is improving. However, it may
also be the case that over time the indicator could for instance decrease if banks change their
business model and/or limit providing mortgage products to certain consumers, and/or dispose of
such loans. Between June 2024 and June 2025, the share of NPLs collateralised by immovable
properties over all such loans decreased from 1.5% to 1.3% across the EU/EEA (Figure 60). Among
the Member States where the ratio decreased, the most significant falls were observed in Member
States with a high proportion of NPLs, such as Cyprus and Hungary, and to a lesser extent in Greece,
as well as Bulgaria, Estonia and Norway where the figures decreased from a lower base. The only
countries where the proportion of such loans increased noticeably were those where the
proportion of NPLs was very low in the previous year, like in Iceland.
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Figure 60: Share of non-performing loans collateralised by immovable property over all loans
collateralised by immovable property (%) (MC2)

8%
6%

4%

O ——

) ‘ |
LEEVE R v wn v v
FFET IR PECLR R IFSFE O EFOEOdFEIOF

@® Jun24 Jun-25

Source: EBA supervisory reporting

The share of NPLs from credit for consumption remained largely stable between June 2024
to June 2025 at 5.3% (Figure 61). The proportion of such NPLs decreased the most in Norway,
Denmark, Lithuania and Poland while increasing the most in Luxembourg, albeit from one of the
lowest levels in the EU/EEA.%’

Figure 61: Share of non-performing loans from credit for consumption overall credit for

consumption (%) (OCL1)
8%
S d e F & &£

10%
6%
4%
2%
0%
ok & (f Q—O &
@® Jun-24 Jun-25

& o
Source: EBA supervisory reporting

(&  —
O —
——
O —
S —
Il’o —

G -
<L mm

& &

~
(3
K
[
%
<&

& &

Payment and deposit accounts

For payment and deposit accounts, the EBA’s RRIs capture the risks to consumers by measuring the
profitability of holding deposits. The percentage of deposit interest expenses paid by banks to
households over total household deposits measures the costs of holding deposits for banks, and in
turn, the benefit to consumers. In general, a decrease of this ratio would mean that ceteris paribus
holding deposits is less profitable for consumers. On the other hand, an increase would mean that
ceteris paribus consumers are benefiting more from holding their deposits at a bank.
Between June 2024 and June 2025, the ratio decreased from 1.6% to 1.4% indicating that deposits
have become less profitable for consumers (Figure 62). In line with for instance a decline in central

57 For Luxembourg, data variation is explained by a change in the sample considered in June 2024 data.
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bank rates (see for instance also Chapter 1 on these developments). The decrease was noticeable
in most Member States, and particularly so in Sweden, Denmark and Luxembourg, while the figures
have increased in eight Member States — Iceland, Norway, Hungary, Ireland, Lithuania, Slovakia,
Croatia and Cyprus.

Figure 62: Percentage of deposit interest expenses paid by banks to households over total
household deposits (%) (PDA1)
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Payment services

For payment services, some of the risks to consumers are captured by measuring the ratio of
fraudulent payments in general and the losses borne by consumers as a result of fraud in
particular® With regard to the former, the share of fraudulent card payments aims at measuring
the share of fraudulent transactions in the total volume and value of card payments. An increase
of this ratio would indicate that consumers are more exposed to fraud in the context of their card
payments. In 2024, 0.015% of the volume of card payments in the EU/EEA were fraudulent and
ranged from 0.03% in France to close to zero in Estonia, Latvia, Poland and Romania (Figure 63).
The value of fraudulent card payments compared to the total value of card payments was 0.033%
in the EU/EEA. In two Member States — France and Hungary — the value of fraudulent payments
exceeded 0.05%.

58 The figures presented here are elaborated from statistical data on fraud relating to different means of payment that,
according to the provisions of Article 96 PSD2, are sent to the EBA and the ECB by the NCAs based on the fraud data
reported by their respective providers of payment services (PSPs) — i.e. credit institutions, payment institutions and
electronic money institutions.

73



RISK ASSESSMENT REPORT OF THE EUROPEAN BANKING AUTHORITY — DECEMBER 2025 Eu ropean

e b a Banking
Authority

Figure 63: Share of fraudulent card payments over total card payments - volume and value (%)
(cbcl)
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Another indicator is the share of fraudulent credit transfer transactions in the total volume of such
payments. An increase of this ratio may indicate that consumers are more exposed to fraud in the
context of their use of credit transfers. In 2024, 0.002% of credit transfers in the EU/EEA were
fraudulent and the proportion ranged from 0.015% in Lithuania and 0.009% in Malta, to close to
zero in Liechtenstein, Iceland, Bulgaria, Cyprus and Greece (Figure 64). The value of fraudulent
credit transfers as a proportion of the value of all such transfers was 0.001% in the EU/EEA in 2024
with highest share of fraudulent transfers in Slovenia and Lithuania, and lowest figures in the
Netherlands and Liechtenstein. Putting these two figures together, it becomes clear that in most
Member States high volume is accompanied by high value — e.g. in Lithuania and Malta — and vice
versa, and only in some Member States one of the figures is relatively high while the other is low —
as is the case for example in Austria, Ireland, Italy and the Netherlands.

Figure 64: Share of fraudulent credit transfer over total credit transfers — volume and value (%)
(OPI1)
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Source: EBA payment fraud reporting data

Furthermore, changes to the volume of losses due to fraud that are borne by card payment services
users are also monitored. From 2023 to 2024, the total value of losses from this type of payment
increased by 12% in the sample of 27 EEA countries for which the EBA has data, reversing the
decrease of 12% from the year before (Figure 65). The increase from 2023 to 2024 was mainly
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driven by increase of fraud losses in France which has the highest losses in absolute terms.
Disregarding France, the results show that for the remaining 26 EEA countries the increase was on
average 4%. Even though the total value of losses across the EU from this type of payment increased
by 12%, the total value of losses due to fraud borne by card payment services users decreased in
13 of the 27 EEA countries between 2023 and 2024. The greatest percentage increase occurred in
Malta, Iceland, and Finland, while the greatest percentage reduction took place the Netherlands,
Cyprus and Greece. However, the quality of the data underlying this particular indicator requires
further improvements to arrive at robust conclusions and, thus, results should be interpreted
carefully.

Figure 65: Change to the previous year fraud losses borne by users of card payments
between 2023 and 2024 (%) (CDC2)
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Source: EBA payment fraud reporting data

Turning from credit card payments to credit transfers, the EBA RRI shows an 11% increase during
the past year in the value of losses due to fraud that are borne by the users, which is the same
increase as the year before (Figure 66). The results seem to be driven mainly by significant increase
in losses in Member States where the overall level of losses is high, such as France, Germany and
Norway. Between 2023 and 2024, the total value of losses due to fraud borne by users of credit
transfers increased in 21 of the 28 EEA countries for which the EBA has data for both years. The
greatest percentage increase occurred in Liechtenstein and Lithuania, while the greatest
percentage reduction took place in the Netherlands and Malta. However, akin to the caveat for
figure 65 above, the quality of the data underlying this particular indicator requires further
improvements to arrive at robust conclusions and, thus, results should be interpreted carefully.

Figure 66: Change to the previous year fraud losses borne by users of credit transfers
between 2023 and 2024 (%) (OPI12)
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Source: EBA payment fraud reporting data
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Access to financial services

Concerning access to financial services, the EBA RRIs include three indicators based on World Bank
survey data — the percentage of people aged 15+ who have an account at a bank or another type
of financial institution, those who report having a debit or credit card, and those who report
borrowing any money from family, relatives or friends in the past year. As the Word Bank updates
these particular indicators only every 3-4 years, but the EBA publishes its RRIs on an annual basis,
these RRIs remain unchanged for several years. One indicator shows the percentage of people aged
15+ who report having an account at a bank or another type of financial institution or report
personally using mobile money services in the past year. The higher the figure the higher the
proportion of the adult population with access to the most basic financial service. The latest data
available is for 2024 and shows that on average in the EU/EEA 94% of people had a bank account
(Figure 67). While in more than half of EU/EEA states the figure is close to 100%, in Romania,
Bulgaria, Italy, Poland, Greece and Hungary it is below 90%.

Another indicator is the percentage of people aged 15+ who report having a debit or a credit card.
The higher the figure the higher the proportion of the adult population with access to such payment
services. In 2024, on average 90% of people aged 15+ had a debit or credit card in EU/EEA Member
States, with close to 100% in many states in the north of the EU/EEA, and figures below 70% only
in Romania (Figure 67). Finally, the percentage of people aged 15+ who report borrowing any
money from family, relatives or friends in the past year is another RRI considered here. A higher
figure may indicate that fewer people have access to loans from financial institutions, and thus,
resort to borrowing from family, relatives or friends. A higher figure may also indicate that the costs
of borrowing have increased, making it less affordable to use financial services. In 2021, on average
15% of people have borrowed money from family, relatives or friends across the EU/EEA, with more
than 25% in Bulgaria, Greece and Romania, and less than 10% in Portugal and Italy (Figure 68).

Figure 67: Percentage of people aged 15+ who have a bank account (AFS1) — 2024 (left) and
Percentage of people aged 15+ who have a debit card (AFS2) — 2024 (right)
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Source: World Bank, EBA calculations

Figure 68: Percentage of people aged 15+ who borrowed from family or friends (AFS3) — 2021
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Source: World Bank, EBA calculations
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9. Considerations on mitigating
measures to address key risks and

vulnerabilities for the EU/EEA
banking sector

The EU/EEA faces major challenges against macroeconomic and geopolitical uncertainty, and at
the same time the need to ensure its competitiveness globally. Banks play a major role in
addressing these challenges. This includes the need to provide adequate lending to productive
sectors of the economy to help Europe to remain competitive, that innovation can thrive, that
decarbonisation is addressed and that Europe’s defence can be enhanced. It remains an important
task for the EU/EEA banking sector to support the transition of the economy towards more
sustainability and to mitigate risks stemming from climate change and broader ESG factors. Banks
have already actively facilitated and supported investments in energy, utilities, technology and
defence and they should continue to do so using prudent loan origination policies.

Sovereign spending is on a rising trend not least amid geopolitical, but also socio-economic and
other challenges and spending needs. Rising sovereign debt might raise renewed concerns about
debt sustainability. It will be important that banks ensure cautious management of their sovereign
exposures. This does not only concern banks’ assets but is for instance also related to their LCR
management. Banks with increased sovereign exposures not only face related credit and market
risks but also heightened sensitivity to political and fiscal dynamics.

Amid the uncertain, fragmented and volatile geopolitical environment, EU/EEA banks should
continue considering related emerging risks in their risk management frameworks. While for
instance country risk frameworks and regulatory capital buffers have offered resilience against past
shocks, current threats from geopolitical and geoeconomic confrontation as well as from
operational risk demand continued vigilance and updated scenarios, which consider such
circumstances. This includes operational and organisational planning for worst-case scenarios in
respect of geopolitical developments, but for instance also ensuring an explicit integration of
geopolitical risks in banks’ internal stress test scenarios.

To address geopolitical and geoeconomic risks banks should integrate qualitative assessments,
such as expert judgement and strategic foresight, into their risk frameworks. This is to
complement quantitative indicators, which face limitations despite their increasing sophistication.
To mitigate exposures to politically motivated financial and operational disruptions and trapped
assets, banks could enhance their internal intelligence and geopolitical risk capabilities and embed
geopolitical scenario planning into strategic decision-making. They can for instance conduct
enhanced due diligence and scenario analysis given their sensitivity to policy changes, technological
disruption and geopolitical risks.

Elevated geopolitical risks also affect operational risks and keep threats from the cyber and digital
space high on banks’ and supervisors’ agenda. It needs to be noted that cyber-attacks are not only
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limited to those from state- and state-sponsored actors, but also other criminal and similar groups.
Outsourced activities appear particularly vulnerable to attacks. Even though quantum computing is
not yet widespread, there is a rising risk that criminal plan and prepare for its malicious usage
already now. This can become a future vulnerability that banks should address already now.
Overall, on operational risks, the need for robust operational resilience, vigilant risk management,
and continued investment in technology and compliance remains high.

Despite macroeconomic uncertainty and geopolitical risks, EU/EEA banks have maintained strong
asset quality, with NPL ratios at historic lows and coverage ratios stable. Elevated allocation of
loans to Stage 2 under IFRS9 might indicate a cautious stance in respect of asset quality
management. Banks should ensure such conservative approaches, maintaining robust and
conservative provisioning practices. Supervisors should encourage transparency in the
classification and reporting of Stage 2 loans and promote the use of forward-looking indicators —
such as scenario analysis and qualitative assessments — to capture risks that may not be
immediately evident in quantitative metrics. In addition, supervisors should focus on banks’
sectoral concentration, ensuring that increased exposures to strategic sectors should not lead to
excessive risk-taking, or elevated exposures to a single industry.

EU/EEA banks have increased their exposures to NBFls, particularly those based in third countries
such as the US and UK. Supervisors and banks need to ensure proper understanding, monitoring
and risk management frameworks regarding these exposures. This includes proper monitoring of
concentration risks of banks’ NBFI exposures and proper risk analysis of banks’ investments into
NBFIs, to ensure proper risk management of the latter, for instance concerning possible maturity
mismatches of their assets and liabilities.

Banks have managed well to ensure stable funding through a healthy funding mix. It remains
important to ensure that they maintain this approach, for instance making use of windows of
opportunities for issuing debt. Also keeping deposits as a key part of their funding mix remains
important — not least for being prepared for a potential deterioration in funding and liquidity banks
should ensure to have sufficient free collateral available for securitised funding means.

Banks have managed well to keep profitability at healthy levels, not least through having a
properly managed revenue mix. They should maintain this approach also going forward, and at the
same time ensure that costs remain under control, despite constant needs of ICT-related
investment needs. M&A — when properly carried out — can contribute to improve profitability
and/or keep it at healthy levels. It is important to avoid any additional limitations beyond the legal,
regulatory and supervisory boundaries for EU/EEA wide banking sector M&A.

Profitability is the key contributor to healthy capitalisation. Banks need to manage their capital
prudently to ensure to be in a position to address potentially major challenges going forward.
Prudential capital management should also bear in mind any potential impact from the phase-in of
CRR3/CRD6. At the same time sustainable payouts are important to keep investors attracted to the
sector and avoid a possible rise in banks’ CoE.
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List of banks that made up the sample population for supervisory reporting and the RAQ>®:

N c Risk RAQ 2025
ame ountr
Y Indicators Autumn 2025 Transparency
exercise

BAWAG Group AG Austria X X X
Erste Group Bank AG Austria X X X*
Raiffeisen Bank .

Austria X X X

International AG

Raiffeisen-Holding

Niederdsterreich-Wien

registrierte Austria X X
Genossenschaft mit

beschrankter Haftung

Raiffeisenbankengruppe

.. Austri X X
00 Verbund eGen ustra
UniCredit Bank Austria Austria X
AG
VOLKSBANK WIEN AG VB Austria X X
Belfius Bank Belgium X X X
BNP Paribas Fortis Belgium X
Crelan Belgium X X X
Euroclear Holding Belgium X X*
Investeringsmaatschappij
Argenta - Société
d'investissements .

Belgium X X

Argenta -
Investierungsgesellschaft
Arg
KBC Groupe Belgium X X X

59 The sample of banks is regularly adjusted to take into account bank-specific developments; for example, banks that
ceased activity or underwent a significant restructuring process are not considered further. Not all banks are subject to
all reporting requirements (e.g. those for FINREP). The list of banks that are the basis for the risk indicators refers to the
sample of banks used to calculate the Q2 2025 indicators. The is available on the EBA website.
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THE BANK OF NEW YORK
MELLON

DSK Bank AD
First investment Bank AD
UniCredit Bulbank AD

United Bulgarian Bank
AD

Erste&Steiermarkische
Bank d.d.

Privredna Banka Zagreb
d.d.

Zagrebacka banka d.d.

ANCORIA INVESTMENTS
PLC

Bank of Cyprus Holdings
Public Limited Company

Eurobank Cyprus Ltd

Hellenic Bank Public
Company Ltd

The Cyprus Development
Bank Public Company Ltd

Ceska spofitelna, a.s.

Ceskoslovenska
obchodni banka, a.s.

Komerc¢ni banka, a.s.
Danske Bank A/S

Jyske Bank A/S
Nykredit Realkredit A/S
AS LHV Group

AS SEB Pank

Luminor Holding AS
Swedbank AS

Kuntarahoitus Oyj

Belgium

Bulgaria
Bulgaria

Bulgaria

Bulgaria

Croatia

Croatia

Croatia

Cyprus

Cyprus

Cyprus

Cyprus

Cyprus
Czech Republic
Czech Republic

Czech Republic
Denmark
Denmark
Denmark

Estonia
Estonia
Estonia
Estonia

Finland

eha

European
Banking
Authority

X*

X*
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Nordea Bank Abp
OP Osuuskunta

Banque centrale de
compensation

BNP Paribas

BofA Securities Europe
SA

Bpifrance

Confédération Nationale
du Crédit Mutuel

Groupe BPCE

Groupe Crédit Agricole
HSBC Continental Europe
La Banque Postale

Promontoria 19
Codperatie U.A.

RCI Banque
SFIL S.A.
Société générale S.A.

ATLANTIC LUX HOLDCO
S.AR.L.

Bayerische Landesbank

Citigroup Global Markets
Europe AG

COMMERZBANK
Aktiengesellschaft

DekaBank Deutsche
Girozentrale

DEUTSCHE APOTHEKER-
UND ARZTEBANK EG

DEUTSCHE BANK
AKTIENGESELLSCHAFT

Deutsche Pfandbriefbank
AG

Finland

Finland

France

France

France

France

France

France
France
France

France

France

France
France

France

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

eha

European
Banking
Authority
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DZ BANK AG Deutsche
Zentral-
Genossenschaftsbank,
Frankfurt am Main

Erwerbsgesellschaft der
S-Finanzgruppe mbH &
Co. KG

Goldman Sachs Bank
Europe SE

Hamburg Commercial
Bank AG

HASPA Finanzholding
J.P. Morgan SE

Landesbank Baden-
Wirttemberg

Landesbank Hessen-
Thiringen Girozentrale

Morgan Stanley Europe
Holding SE

Mdinchener
Hypothekenbank eG

Norddeutsche
Landesbank -
Girozentrale -

State Street Europe

Holdings Germany S.a.r.l.

& Co. KG
UBS Europe SE

Volkswagen Financial
Services AG

Wiistenrot Bausparkasse
Aktiengesellschaft

Alpha Bank S.A.

Eurobank Ergasias
Services and Holdings
S.A.

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Greece

Greece

eha

European
Banking
Authority
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National Bank of Greece,
S.A.

Piraeus Financial
Holdings

Kereskedelmi és
Hitelbank csoport

MBH bankcsoport
OTP-csoport
Arion banki hf
islandsbanki hf.
Landsbankinn hf.
AIB Group plc

Bank of America Europe
Designated Activity
Company

Barclays Bank Ireland plc
Bank of Ireland Group plc
Citibank Europe plc

BANCA MEDIOLANUM
S.P.A.

Banca Monte dei Paschi di
Siena S.p.A.

BANCA POPOLARE DI
SONDRIO SOCIETA' PER
AZIONI

BANCO BPM SOCIETA' PER
AZIONI

BPER Banca S.p.A.

CASSA CENTRALE BANCA -
CREDITO COOPERATIVO
ITALIANO SOCIETA' PER
AZIONI (IN SIGLA CASSA
CENTRALE BANCA)

CREDITO EMILIANO
HOLDING SOCIETA PER
AZIONI

Greece

Greece

Hungary

Hungary
Hungary
Iceland
Iceland
Iceland

Ireland

Ireland

Ireland
Ireland

Ireland

Italy

Italy

Italy

Italy

Italy

Italy

Italy

eha

European
Banking
Authority

X*
X*

X*
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FINECOBANK BANCA
FINECO S.P.A. (IN BREVE
FINECOBANK S.P.A.
OVVERO BANCA FINECO
S.P.A. OVVERO FINECO
BANCAS.P.A.)

ICCREA BANCAS.P.A. -
ISTITUTO CENTRALE DEL
CREDITO COOPERATIVO (IN
FORMA ABBREVIATA:
ICCREA BANCA S.P.A.)

Intesa Sanpaolo S.p.A.

Mediobanca - Banca di
Credito Finanziario S.p.A.

UNICREDIT, SOCIETA'
PER AZIONI

Akciju sabiedriba
"Citadele banka"

AS ‘SEB banka’
Swedbank Baltics AS
LGT Group Foundation

Liechtensteinische
Landesbank AG

VP Bank AG

Akciné bendrove Siauliy
bankas

AB SEB bankas

Revolut Holdings Europe
UAB

‘Swedbank’, AB

Banque et Caisse
d’Epargne de I'Etat,
Luxembourg

Banque Internationale a
Luxembourg

BGL BNP Paribas

Italy

Italy

Italy

Italy

Italy

Latvia

Latvia
Latvia

Liechtenstein

Liechtenstein

Liechtenstein

Lithuania

Lithuania

Lithuania

Lithuania

Luxembourg

Luxembourg

Luxembourg

eha

European
Banking
Authority

X*
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INTESA SANPAOLO
HOLDING
INTERNATIONAL S.A.

Société Générale
Luxembourg

Bank of Valletta Plc
HSBC Bank Malta p.l.c.
MDB Group Limited
ABN AMRO Bank N.V.
BNG Bank N.V.

Coobperatieve Rabobank
U.A.

de Volksbank N.V.
ING Groep N.V.
LP Group B.V.

Nederlandse
Waterschapsbank N.V.

RBS Holdings N.V.

DNB BANK ASA
SpareBank 1 SMIN
SpareBank 1 Sgr-Norge

Bank Polska Kasa Opieki
S.A.

Powszechna Kasa
Oszczednosci Bank Polski
S.A.

Santander Bank Polska
S.A.

Banco Comercial
Portugués, SA

Banco Santander Totta,
SA

Caixa Geral de Depésitos,
S.A.

Luxembourg

Luxembourg

Malta

Malta

Malta
Netherlands

Netherlands

Netherlands

Netherlands
Netherlands

Netherlands

Netherlands

Netherlands
Norway
Norway

Norway

Poland

Poland

Poland

Portugal

Portugal

Portugal

eha

European
Banking
Authority
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LSF NANI INVESTMENTS
S.AR.L.

Banca Comerciala
Romana SA

Banca Transilvania

BRD-Groupe Société
Générale SA

CEC BANK SA

Slovenska sporitelfia, a.s.

Tatra banka, a.s.

Vseobecna Uverova
banka, a.s.

AIKGROUP (CY) LIMITED

Nova Ljubljanska Banka
d.d., Ljubljana

OTP LUXEMBOURG S.A
R.L.

Abanca Corporacion
Bancaria, S.A.

Banco Bilbao Vizcaya
Argentaria, S.A.

Banco de Crédito Social
Cooperativo

Banco de Sabadell, S.A.
Banco Santander, S.A.
Bankinter, S.A.
CaixaBank, S.A.
Ibercaja Banco, S.A.
Kutxabank, S.A.
Unicaja Banco, S.A.

Aktiebolaget Svensk
Exportkredit

Kommuninvest - Grupp

Portugal

Romania

Romania

Romania

Romania
Slovakia

Slovakia

Slovakia

Slovenia

Slovenia

Slovenia

Spain

Spain

Spain

Spain
Spain
Spain
Spain
Spain
Spain

Spain

Sweden

Sweden

eha

European
Banking
Authority

X*
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Lansforsakringar Bank AB

Sweden X X
- gruppen
SBAB Bank AB - Grupp Sweden X X
Skandinaviska Enskilda

Sweden X X X
Banken - gruppen
Svenska Handelsbanken -

Sweden X X X
gruppen
Swedbank - Grupp Sweden X X X

*The bank marked (*) are included in the transparency exercise in the ‘other banks’ bucket.
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