PREFACE

Financial stability can be defined as a condition
in which the financial system — comprising of
financial intermediaries, markets and market
infrastructures — is capable of withstanding
shocks and the wunravelling of financial
imbalances, thereby mitigating the likelihood
of disruptions in the financial intermediation
process which are severe enough to significantly
impair the allocation of savings to profitable
investment opportunities. Understood  this
way, the safeguarding of financial stability
requires identifying the main sources of risk
and vulnerability such as inefficiencies in the
allocation of financial resources from savers to
investors and the mispricing or mismanagement
of financial risks. This identification of risks
and vulnerabilities is necessary because the
monitoring of financial stability must be forward
looking: inefficiencies in the allocation of capital
or shortcomings in the pricing and management
of risk can, if they lay the foundations for
vulnerabilities, compromise future financial
system stability and therefore economic stability.
This Review assesses the stability of the euro area
financial system both with regard to the role it
plays in facilitating economic processes and with
respect to its ability to prevent adverse shocks
from having inordinately disruptive impacts.

The purpose of publishing this Review is to
promote awareness in the financial industry
and among the public at large of issues that are
relevant for safeguarding the stability of the euro
area financial system. By providing an overview
of sources of risk and vulnerability for financial
stability, the Review also seeks to play a role in
preventing financial crises.

The analysis contained in this Review was
prepared with the close involvement of, and
contributions from, the Banking Supervision
Committee (BSC). The BSC is a forum for
cooperation among the national central banks
and supervisory authorities of the European
Union (EU) and the European Central
Bank (ECB).
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