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Japan's banking sector closed fiscal 2025 with stronger earnings, expanding credit, deep deposit funding, and
robust capital as positive yen interest rates improved core banking profitability. The strategic test for 2026 is
to convert normalization into durable returns without allowing securities, real-estate, overseas-credit, cyber,
or demographic risk to outpace control capacity.

Bank of Japan data show deposits and CDs of approximately JPY 1,060 trillion and loans of JPY660.7 trillion
in December 2025. The Financial Services Agency reported major-bank profits of JPY5.97 trillion, up 32.7%,
and regional-bank net income of JPY1.80 trillion, up 38%. Major-bank and regional-bank NPL ratios remained
low at 0.64% and 1.54%, respectively.

This brief uses Financial Services Agency, Bank of Japan, and banking-group disclosures as its primary
evidence base. It translates sector indicators and the shift away from ultra-low rates into practical implications
for asset-liability management, credit discipline, regional-bank strategy, technology investment, and
operational resilience.

NOTABLE FROM THE REPORT

JPY1,060tn JPY660.7tn 12.51% JPY5.97tn 0.64%
Deposits and CDs Loans outstanding Major-bank CET1 Major-bank net profit Major-bank NPL ratio
Dec. 2025 Dec. 2025 Mar. 2026 FY2025 Mar. 2026

Japan entered 2026 with stronger earnings capacity, high-quality capital, stable funding, and low headline credit
impairment. The priority is to protect these gains through disciplined repricing, securities-risk management, selective
credit growth, and modernization of regional-bank operating models.

SCOPE OF THIS EDITION

This Full-Year 2025 Executive Report is designed as a concise market-intelligence summary for executives, boards, investors,
and institutional stakeholders. It is not intended to replace a full banking-sector diagnostic, supervisory assessment, or analysis
of any individual institution. Future editions may expand peer-group profitability, funding composition, portfolio concentration,
digital adoption, and operational-resilience indicators.

Note: Figures have been rounded for executive presentation. Banking-sector loan and deposit figures are December 2025 averages; major-bank and
regional-bank financial results cover the fiscal year ended March 31, 2026. Definitions and institutional populations vary across FSA and BOJ datasets.
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1. Executive overview

Average loans across major, regional, and shinkin banks reached approximately JPY660.7 frillion in
December 2025, up 4.4% year on year. Deposits and certificates of deposit across city, regional, shinkin, and
other surveyed domestically licensed banks reached approximately JPY 1,060 trillion, up 0.9%, confirming a
deep funding base but also a widening gap between loan and deposit growth.

Profitability strengthened materially. Profits attributable to owners of the parent at the seven major banking
groups increased 32.7% to JPY5.97 trillion, driven by higher domestic net interest income, improved loan
margins, greater lending volume, and stronger fee income. Regional-bank net income rose 38% to JPY1.80
trillion, supported by higher interest income and equity-sale gains.

Capital and asset quality remained resilient. The four internationally active major banking groups reported a
12.51% CET1 ratio and 16.44% total capital ratio. Major-bank NPLs were JPY3.0 ftrillion, or 0.64% of loans;
regional-bank NPLs declined to JPY5.4 trillion, or 1.54%. These buffers support continued intermediation but
should not obscure portfolio-specific and market-risk exposures.

The sector remains concentrated at the top and fragmented regionally. MUFG, SMFG, Mizuho, and Japan
Post Bank together held assets exceeding JPY1,280 ftrillion, while regional banks face structural pressure
from population decline, limited local credit demand, rising operating costs, and the need to modernize legacy
platforms.

Exhibit 1
Deposit funding remained deep as lending accelerated

Deposit funding remained deep as lending accelerated
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Source: Bank of Japan, Principal Figures of Financial Institutions, December 2025; FinQuest analysis.
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2. Sector scale, funding depth, and liquidity capacity

The clearest 2025 balance-sheet signal was faster lending growth than deposit growth. Major-bank loans
increased 5.7%, regional-bank loans 4.1%, and shinkin-bank loans 1.4% year on year. The funding base
remained large, but competitive deposit pricing and customer sensitivity increased as policy rates normalized.

+ Interest-rate normalization improves margins but raises repricing risk. Deposit betas, product
migration, wholesale-funding spreads, and customer behavior should be modeled under multiple rate
paths rather than extrapolated from the first phase of normalization.

+ Liquidity and securities duration should be governed together. Banks should integrate deposit stress,
collateral capacity, yen- and foreign-currency funding, interest-rate risk in the banking book, and
unrealized securities losses into a single ALCO and recovery framework.

Exhibit 2
Loan growth was broad across bank categories

Loan growth was broad across bank categories
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Source: Bank of Japan, Principal Figures of Financial Institutions, December 2025; FinQuest analysis.

3. Profitability, cost discipline, and reinvestment capacity

Major-bank profits reached JPY5.97 ftrillion, compared with JPY4.50 ftrillion in the prior year. Net interest
income increased to JPY7.88 trillion and net fees and commissions to JPY5.83 ftrillion. Regional-bank net
interest income rose to JPY4.97 ftrillion, although losses on government-bond sales and higher operating
expenses reduced part of the benefit.

This earnings recovery creates internal capacity to modernize core systems, data platforms, Al-enabled
controls, cyber defenses, digital channels, and financial-crime monitoring. Investment should be prioritized
where it reduces manual processing, accelerates customer and credit decisions, and strengthens
management information.
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The operating-model implication is that higher rates are not a substitute for structural efficiency. Banks should
separate cyclical margin improvement from sustainable revenue, simplify products and platforms, strengthen
cost attribution, and measure transformation through lower unit cost, better control performance, and improved

customer outcomes.

The operating-model implication is clear: rate normalization is a strategic opportunity only if banks
convert cyclical margin expansion into sustainable revenue, lower structural cost, stronger data and

controls, and better capital productivity.

Exhibit 3
Major-bank profits increased 32.7%

Major-bank profits increased 32.7%
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Source: Financial Services Agency, Overview of Major Banks’ Financial Results as of March 31, 2026; FinQuest analysis.
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4. Credit deployment and asset-quality discipline

Headline asset quality remained favorable, but the risk profile is becoming more differentiated. The Bank of
Japan identified continued growth in real-estate lending and the need to monitor overseas credit, foreign non-
bank financial institutions, private funds, leveraged exposures, and the effects of higher interest rates on
borrowers and securities portfolios.

Major-bank credit costs increased even as the aggregate NPL ratio declined, while regional banks continued
to carry a higher NPL ratio than the major groups. The constructive interpretation is not to constrain productive
lending broadly, but to sharpen sector limits, borrower-level early warning, collateral discipline, and cross-
border exposure management.

Low system-wide NPL ratios should not lead to broad complacency. Risk governance should become
more granular across real estate, regional borrowers, overseas portfolios, private funds, and securities
exposures as rates and global conditions normalize.

Exhibit 4
Capital remained robust while NPL ratios stayed low

Capital remained robust while NPL ratios stayed low
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Source: Financial Services Agency, major-bank and regional-bank financial results, fiscal year ended March 31, 2026; FinQuest
analysis.
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5. Market structure, concentration, and industry consolidation

Japan combines globally scaled financial groups with a large regional-banking network. The major groups
benefit from diversified domestic and international earnings, capital-markets capabilities, and technology
investment capacity. Regional banks retain strong local relationships but face weaker demographic growth,
narrower revenue pools, and higher technology and compliance costs per customer.

The strategic question for regional institutions is not consolidation alone. It is whether each bank can sustain
an economically viable role through shared infrastructure, alliances, selective M&A, fee-based services,
business succession support, and disciplined reduction of duplicative branches, products, and systems.

Scale advantages are substantial, but regional relevance can remain economically viable where
institutions simplify operations, share infrastructure, specialize in local client needs, and treat
consolidation as one tool rather than the entire strategy.

Exhibit 5
Japan’s largest financial groups operate at global scale

Japan’s largest financial groups operate at global scale

431.7

400-
328.5
302.0
300 -
200 -
100-
0-

MUFG SMFG Mizuho Japan Post Bank

JPY trillion

=3

o

Source: MUFG, SMFG, Mizuho Financial Group, and Japan Post Bank, fiscal 2025 results and annual disclosures; FinQuest analysis.
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6. FinQuest view: 2026 priorities for banks

Manage normalization as an integrated balance-sheet program. Link loan and deposit pricing,
securities duration, liquidity, capital, and earnings-at-risk through clear board limits and scenario analysis.

Sharpen real-estate and cross-border credit surveillance. Apply portfolio limits, borrower-level early
warning, collateral revaluation, and counterparty transparency to real estate, overseas credit, private
funds, and NBFI exposures.

Convert stronger earnings into structural modernization. Prioritize core-system simplification, data
quality, Al governance, cyber resilience, fraud and AML analytics, and automation with measurable
operating returns.

Reset regional-bank economics. Use alliances, shared infrastructure, selective consolidation, business-
succession services, and branch and product rationalization to address demographic and cost pressure.

Strengthen operational and third-party resilience. Test cyber recovery, cloud and vendor concentration,
payment continuity, crisis governance, and cross-border service dependencies against severe but
plausible disruption.

7. 2026 outlook

Full-year 2025 indicators support a constructive outlook, but profitability will become more dependent on
execution as normalization progresses. Higher yen rates should continue to support domestic margins, while
deposit competition, operating costs, securities valuation, foreign-currency funding, and uneven regional
demand will determine how much of the benefit converts into sustainable return.

The most important strategic shift is from benefiting from rate normalization to actively governing it: disciplined
deposit and loan repricing, integrated balance-sheet and capital planning, granular credit monitoring, tighter
overseas-risk governance, and targeted technology investment that lowers structural cost and strengthens
resilience.

FinQuest perspective: Japan’s banking sector enters 2026 with stronger earnings, robust capital, and
stable funding. The opportunity is to turn monetary normalization into sustainable returns while
containing securities, real-estate, overseas-credit, cyber, and demographic risk.
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8. Country operating context

The Bank of Japan raised the policy rate to around 0.5% in January 2025 and maintained that level through
the remainder of the year while reducing government-bond purchases. This represented a material operating
change for banks after an extended period of near-zero and negative rates, improving margins but increasing
deposit repricing, securities, and borrower-affordability risk.

The Bank of Japan continued to assess the financial system as stable, with sufficient capital and stable funding
to withstand stress. Its April 2026 Financial System Report nevertheless emphasized real-estate exposure,
foreign non-bank and private-fund risk, funding sensitivity, securities valuation, geopolitical uncertainty, and
the long-term effects of population decline.

Supervisory expectations increasingly combine financial resilience with operational capability. Banks are
expected to strengthen cyber and third-party risk, data governance, Al controls, financial-crime prevention,
customer protection, and recovery preparedness while adapting business models to an aging and shrinking
population.

Japan’s shift to positive rates improves the economics of intermediation but raises the standard for
asset-liability management. Banks that integrate pricing, capital, liquidity, credit, technology, and
resilience decisions will capture more durable value from normalization.
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9. Sources and use note

This report was prepared by FinQuest using publicly available data and publications issued by Japanese
regulatory, central-bank, and banking institutions. Figures are rounded for executive readability and should be
reconciled against the original releases before external publication, regulatory submission, or client-specific
advisory use.

* Financial Services Agency, Overview of Major Banks’ Financial Results as of March 31, 2026.

* Financial Services Agency, Overview of the Japanese Regional Banks’ Financial Results for the Fiscal Year Ended
March 31, 2026.

* Bank of Japan, Principal Figures of Financial Institutions, December 2025.

* Bank of Japan, Financial System Report, April 2026.

* Bank of Japan, Statements on Monetary Policy and Outlook for Economic Activity and Prices, 2025-2026.
* MUFG, SMFG, Mizuho Financial Group, and Japan Post Bank, fiscal 2025 annual results and disclosures.
* Financial Services Agency, Strategic Priorities and financial-sector policy publications, 2025-2026.

* Coverimage: Tokyo skyline at night, Hippopx, public-domain image.

This document is designed as a market-intelligence executive report. It is not a statutory audit, credit
rating, legal opinion, tax opinion, regulatory filing, or investment recommendation. It should be tailored
and reviewed before external publication or distribution to clients, banks, regulators, investors, or
media outlets.
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