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Key insights from the report

« Europe faces two defining economic challenges: reversing a prolonged period of weak growth and declining competitiveness, while financing an
unprecedented investment agenda that will shape economic resilience, strategic autonomy and long-term prosperity over the coming decade

« Our analysis suggests Europe’s additional annual investment needs could reach approximately €1.4 trillion, significantly above historical investment
levels and the €800 billion estimate highlighted in the 2024 Draghi Report

« The challenge is not only the scale of capital required, but also the nature of the financing needed. Much of Europe’s future investment demand is
concentrated in long-duration, capital-intensive and higher-risk assets, requiring financing across a broader range of risk profiles and investment horizons

« Europe does not lack savings. European households held approximately €37 trillion in financial assets in 2023. However, too little of this capital is
currently being channeled towards productive investment, particularly in the strategic sectors that will drive future growth and competitiveness

« Europe’s financing continuum is not currently configured to meet these needs at scale. We estimate that banks can target only around 20% of
private-sector investment needs under the current framework, while alternative financing channels remain less developed than in other major economies

« Savings and Investment Union initiatives represent an important step towards deeper and more integrated capital markets. However, Europe’s
investment needs are immediate, and building the scale and depth of capital markets required to meet them will take time

+ Banks remain at the heart of Europe’s financing model and will be indispensable to closing the investment gap. As the primary source of financing
for much of the European economy, banks play a critical role in supporting businesses, households and infrastructure investment, while also connecting
savings to productive investment opportunities and supporting capital markets development

« Europe has substantially strengthened the resilience of its banking system since the global financial crisis. The next challenge is ensuring that
regulation, supervision and market structures continue to safeguard financial stability while enabling banks to play their full role in financing
growth, innovation and strategic investment

+ The seven recommendations in this report are designed to strengthen Europe’s financing ecosystem by increasing banks' financing capacity,
supporting a stronger Savings and Investment Union, reducing fragmentation and improving the efficiency with which capital is mobilised and allocated
across the European economy
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Europe’s investment needs stand at €1.4 trillion annually

EU annual additional investment needs
€BN per year until 2030-2031
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Source: Draghi report on EU competitiveness (2024); World Economic Forum, Europe has the capital to compete — it just needs to fix its financial plumbing (2026); EIB Investment gaps to achieve sustainable targets in the bioeconomy (2025); ECB Green Investment

Needs in the EU and their funding (2025); ECB Time to be strategic: how public money could power Europe’s green, digital and defence transitions (2025); European Commission Boosting Investment in Social Infrastructure in Europe (2018); EPRS Benefits of EU strategic
investment in high-tech digital innovation (2025); Oliver Wyman analysis
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Much of Europe’s investment needs are concentrated in capital-intensive, long-

duration and higher-risk assets

Estimated financing needs by risk and duration profile
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Source: EDA, European Commission, EIB, ECB, Oliver Wyman analysis
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Europe’s financing continuum is not yet capable of meeting these needs

Debt to non-financial sector in EU and US
$TN, 2024
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Source: EBA, FRED, Preqin Ltd, Pitchbook, Oliver Wyman analysis
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Europe needs a fully functioning financing continuum

Europe’s financing continuum - corporate view

Listed Debt
Channel Bank Lending Investment Grade High Yield Private Credit PE/VC Equity
Risk . Low-medium Low-medium Medium Medium-high
allocation
Avg. cost for Benchrate + Bench rate + Bench rate + Bench rate + )
Corporates 100-150 bps 200-450 bps 450+ bps 700+ bps
2024 Assets ~€18 TN loans ~€9 TN (~€2,5 TN non-financials) ~€0.5 TN AUM ~€1.5 TN AUM —€14tn
Observations ('~=€6.5'TN non- Still Inaccessible to smaller corporates in Nascent Selective Fragmented
financials) EU
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. securitization fees ; role for banks
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Source: ECB; Preqin; Pitchbook; World Economic Forum; Europe has the capital to compete — it just needs to fix its financial plumbing (2026); Oliver Wyman analysis
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Banks can help bridge the gap — but current constraints limit their ability to
finance Europe’s investment needs

Annual additional private-sector investment needs by financing channel
€BN, based on current risk/duration appetite

Increasing risk across the continuum >
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Note: Indicative; estimated annual investment needs broken down by sub-sector and mapped to financing channels based on estimated duration, debt:equity ratios, credit ratings and listings. Share of public financing (assumed to be

20% in total) varies across funding types (e.g., a higher proportion for public funding in defence).
Source: Draghi report on EU competitiveness (2024); EIB; ECB; European Commission; EPRS; Oliver Wyman analysis
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Drill down on economics of lending

The current framework limits Banks' ability to finance Europe’s investment needs that often sit in higher risk and duration buckets

Bank lending economics

Stylised Risk-Adjusted Return On Capital (RAROC) calculation

Revenue - Funding cost - Liquidity cost - Expected credit loss - Operating cost

[asoc-

Allocated capital

Illustrative lending economics matrix

Risk rating
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risk-adjusted return exceeds
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Note: Lending attractiveness reflects a stylized assessment of risk-adjusted returns. Actual outcomes vary by
bank, borrower, structure, collateral and prevailing market conditions

Evolution of EU bank balance sheets since the GFC

Total Assets - flat since the GFC (despite growth and M&A)
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Source: ECB; SNL; Oliver Wyman estimates and analysis
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Addressing common misconceptions

Banks are not constrained in
granting credit

Banks will lend where it offers attractive
returns. Increasing capital requirements
absorb banks’ earnings.

Calls to simplify the prudential framework are

Higher capital requirements are not
a problem for lending

Empirical evidence shows the
macroeconomic costs of excessive capital
requirements outweigh the benefits.

effectively calls for deregulation and weaker resilience under US rules

Simplification reduces unnecessary complexity, eliminates
duplication and addresses unintended incentives that have
arisen from cumulative layering of requlations over time.

Surveys show no evidence of a credit
squeeze

Surveys are point in time and lack the
granularity to reflect Europe’s additional
investment needs.

EU banks would face higher capital requirements

Structural and regulatory differences across markets influences
banks’ asset composition, biasing results. Analysis did not
account for upcoming changes (e.g. Basel III implementation).
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Europe needs a financing system capable of mobilising capital at scale; banks
remain at the heart and will be critical to close the investment gap

Europe’s strategic challenges >

Enabling banks to play a greater role > Recommendations to improve EU bank competitiveness

@ Low economic growth

Geopolitical
re-alignment

o Massive investment
needs across digital,

energy, defence

@ Regulatory complexity
and risk aversion

Overly complex and
overlapping rules

Enable greater financing capacity
and durable growth

Unlock a savings and investment
financing continuum

Foster scale and integration

Rationalise and recalibrate European capital add-ons

Embed durable growth and competitiveness in regulatory and
supervisory objectives

Modernise the rulemaking framework

Unlock the full potential of the Savings and Investment Union
across public and private markets

Unclog securitization pipes to free up lending capacity and
support European infrastructure build outs

Review targeted prudential rules that constrain EU activity

Remove fragmentation and barriers to integration
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Recommendations to improve EU bank competitiveness

‘ Rationalise and recalibrate European capital add-ons

The EU should conduct a targeted review of the full capital stack to

rationalise overlaps and ensure requirements are appropriately calibrated
to risk.

Embed durable growth and competitiveness in regulatory and
supervisory objectives

Europe should consider following other major jurisdictions to strike a better
balance between financial regulation, resulting supervision, and growth

Modernise the rulemaking framework

The cumulative impact of regulation and supervision on EU banks is
significant. Independent cost-benefit analysis, periodic reviews, and
phased implementation of new rules would allow policymakers to identify
overlapping or outdated requirements and preserve resilience

Unlock the full potential of the Savings and Investment
Union across public and private markets
Europe has no shortage of capital, but it struggles to channel it towards

productive investment. Deepening both public and private markets is
essential to mobilising household savings.

Unclog securitization pipes to free up lending capacity and
support European infrastructure build outs

Recent proposals represent an important step forward but risk being a
missed opportunity for Europe. Europe should accelerate progress to
enable securitisation to play a larger role in financing strategic investment.

Review prudential rules that constrain EU activity

A range of narrower provisions continue to discourage the type of lending
Europe needs. They should be reviewed to remove avoidable frictions that
suppress lending and investment without weakening financial stability.

Remove fragmentation and barriers to integration

Advancing the Banking Union and reducing barriers to cross-border
integration would increase efficiency of the European banking sector,
improve the allocation of capital across the single market and enhance
banks' ability to support investment and growth.

' Enabling banks to deepen their role
. Enabling banks to expand their role

Enabling banks at the centre of a functioning financing continuum

© Oliver Wyman
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Together, these recommendations enable banks to deepen and expand their role in financing

Europe’s investment needs at the centre of a fully functioning financing continuum

Estimated financing need by risk and duration profile
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Qualifications, assumptions, and limiting conditions

This report was commissioned by the European Banking Federation (EBF) and represents the view of Oliver Wyman as
independent experts, and may not necessarily represent the views of the EBF or its members. The analysis and conclusions
presented in this report have been developed by Oliver Wyman based on credible and trustworthy sources, and are directed
towards providing an independent and balanced informational overview and global perspective to the reader on the subject
matter addressed. This report does not provide arguments in support of a particular mandated position. Information furnished by
others, upon which all or portions of this report are based, is believed to be reliable but has not been verified. No warranty is given
as to the accuracy of such information. Public information and industry and statistical data are from sources we deem to be
reliable; however, we make no representation as to the accuracy or completeness of such information and have accepted the
information without further verification. The findings contained in this report may contain predictions based on current data and
historical trends. Any such predictions are subject to inherent risks and uncertainties. In particular, results could be impacted by
future events which cannot be predicted or controlled, including, without limitation, changes in business strategies, the
development of future products and services, changes in market and industry conditions, the outcome of contingencies, changes
in management, changes in law or regulations. Oliver Wyman accepts no responsibility for actual results or future events. The
opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report. No obligation is
assumed to revise this report to reflect changes, events or conditions, which occur subsequent to the date hereof. This report does
not represent investment advice, nor does it provide an opinion regarding the fairness of any transaction.
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