Banks Warn They’re Not Ready for European Central Bank’s Historic Climate Test
by Frances Schwartzkopt and Nicholas Comfort
Sep. 6, 2021 – A milestone moment for European regulators risks ending as a flop, as banks warn they won’t have the client data they need in time for climate stress tests next year, according to a survey of the industry conducted by Bloomberg.
The European Central Bank has already voiced concern that lenders appear unprepared for the upheaval that’s ahead, as extreme weather becomes more frequent and carbon emissions grow increasingly costly.  Behind the scenes, the ECB is ratcheting up pressure on the finance industry to adjust, according to people familiar with the process.  The stakes are high.  Banks that fall behind risk more onerous capital requirements, leaving less for shareholders.
A survey of 20 major European banks shows there’s near universal agreement that the industry has little likelihood of being ready by 2022, in large part because much of the client data needed to inform the tests won’t be available until a year later.  For that reason, banks are lobbying to ensure the results aren’t made public.
It’s the latest sign that the finance industry is struggling to adapt to Europe’s ambitious goal of steering capital away from polluters, as scientists warn time is running out to save the planet from a climate catastrophe.  For asset managers, the Sustainable Finance Disclosure Regulation is intended to prevent greenwashing.  For banks, a green asset ratio and climate stress tests are tools designed to make sure the industry can stay solvent through the transition.
Jo Lock, a financial trainer at Fitch Ratings in London, says she’s fielding lots of calls from banks asking for help to deal with rules for handling environmental, social and governance risks.  “The banks are getting quite pressured from their regulators as to what they need to do, what they need to show, what their plan is,” she said in an interview.  “Nobody is entirely sure where to start, really.”
In the meantime, Fitch says the industry should prepare for the likelihood that there’ll be additional capital requirements tied to climate risk.  “We may see things start with some kind of add-on or buffer, or just more of a nominal charge to capital,” Lock said.
That’s likely to feed through to shareholders and clients.  Banks may need to cut dividends and impose higher fees on borrowers whose climate risk triggers extra capital requirements.  Banks’ funding costs may also rise.
Catharina Belfrage Sahlstrand, the head of sustainability at Svenska Handelsbanken AB, says investors will “look closely into the disclosure of banks to look for elevated risk levels.”  If they don’t like what they see, the cost of issuing debt and equity will probably go up, she said.
DWS Probes
The ECB has made clear that it’s unhappy with the industry’s progress to date.  President Christine Lagarde said in July that a “substantial majority” of the banks overseen by the ECB’s supervisory unit “are not meeting” expectations.  According to an ECB survey, banks themselves have admitted that 90% of their climate reporting either doesn’t meet, or only partially meets, the supervisor’s expectations.
The finance industry faces an increasingly robust regulatory landscape, in which patience is running out for foot dragging.  The shift in mood was underlined last month, as it emerged that the asset management arm of Deutsche Bank AG, DWS Group, is the subject of investigations in the U.S. and Germany for allegedly publishing puffed up claims about its ESG commitments. 
The probes into DWS, which says it did nothing wrong, have reverberated throughout Europe’s investment management industry, as firms nervously review the ESG material they’ve published to make sure they’re not vulnerable to similar legal risks.
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