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Major Rating Factors
Strengths:

Weaknesses:

• Globally systemic universal bank with
well-diversified revenue by business lines and
geographies.
• Strengthening balance sheet, with a comfortable
bail-inable debt cushion and a higher regulatory core
capital ratio.
• Diversified funding profile with good access to
wholesale debt markets.

• High cost base in comparison with recurring
revenue.
• Rising loan impairments amid the downturn
triggered by the COVID-19 pandemic and pressure
on revenue, notably retail revenue.
• Persisting strategic challenges in the investment
banking division, returns from which lag direct
peers'.
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Outlook: Negative

The negative outlook on French bank Société Générale (SG) and its core bank subsidiaries reflects increased risks
to asset quality and earnings from the economic and market impact of the COVID-19 pandemic. Although we view
positively SG's robust balance sheet profile and the unprecedented fiscal and monetary response from both French
and European authorities, a deep and extended economic downturn could materially increase loan losses and
weaken revenue over our two-year outlook horizon. We consider that the adverse operating environment means
management must deliver on its commitment to improve cost efficiency and address the strategic challenges faced
by the underperforming investment banking division in order to preserve profitability metrics.

Downside scenario
We would consider a negative rating action if we think the operating environment for banks in France has
substantially weakened. The main catalyst for such a change would be a further and longer lasting deterioration of
domestic banks' asset quality and profitability prospects in 2021 and beyond. For SG specifically, this could happen
if loan impairments do not improve in 2021 from the approximately 80 basis points (bps) peak we expect in 2020,
or if cost to income continues to deteriorate from the 70%-72% observed in 2018 and 2019. Additional pressure
could also come from insufficient issuance of senior nonpreferred debt to meet an additional loss-absorbing
capacity (ALAC) ratio of 8% of S&P Global Ratings' risk-weighted assets (RWAs), either because the access to
capital markets proves volatile and difficult, or RWA inflation proves stronger than we expected.

Upside scenario
We could revise the outlook to stable if SG's earnings and balance sheet metrics remain resilient, which would
hinge on both governments and central banks successfully averting a deep and long-lasting recession. For us to
revise the outlook to stable, management would have to turn around the investment banking division, restoring its
risk-adjusted profitability in particular, and improve the group's efficiency.

Rationale
SG's 'bbb+' group stand-alone credit profile (SACP) is at the lower end of the range we apply to its peer group. This
group comprises other major French banks and large diversified European banks with substantial wholesale banking
activities like Natwest (the former Royal Bank of Scotland group), Credit Suisse, Deutsche Bank, and Barclays.
Higher-rated peers typically have stronger, more consistent earnings, and tend to have completed internal
restructuring programs.
Like peers, we expect SG will face elevated impairment charges and revenue pressure for at least the remainder of
2020 and early 2021, but we think the bank will nevertheless maintain a robust balance sheet. Results in the first nine
months of 2020 included a high 67 bps annualized credit loss charge, reflecting deteriorated macroeconomic
assumptions and SG's exposure to cyclical segments in the corporate portfolio. Investment banking revenue, especially
in equities, has been under pressure this year. Management has announced its intention to reduce the size and
complexity of certain capital market activities, aiming to deliver stronger and more stable risk-adjusted profitability.
The bank displays only average efficiency metrics, with a cost-to-income ratio exceeding 70% over the past three
years and expected at about 75% at end-2020. Pressure from the low-interest-rate environment and fierce price
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competition in France, notably on residential real estate loans, heighten the necessity to tackle this issue rapidly to
avoid further erosion of profitablity. We expect the bank will be loss-making in 2020, but profitability will rebound in
2021.
SG has built up a large buffer of bail-inable debt to meet regulatory and ALAC requirements, providing greater
protection to senior preferred debt holders. We expect the ALAC buffer will continue to exceed 8% of S&P Global
Ratings' RWAs, even if by a relatively thin margin, and therefore incorporate two notches of ALAC uplift in our 'A'
long-term rating.

Anchor:'bbb+', reflecting geographically diverse assets and the industry risk in the French banking
system
We use our Banking Industry Country Risk Assessment methodology and our economic risk and industry scores to
determine a bank's anchor, the starting point in assigning an issuer credit rating. We assess economic risk for SG based
on our calculation of the bank's weighted-average credit exposures in the countries and regions in which it operates.
We weigh each jurisdiction according to the geographic distribution of its credit exposures (see chart 1). The
weighted-average economic risk score for these territories is about '3.5' on a scale of '1' to '10' ('1' representing the
lowest risk and '10' the highest).
Chart 1
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Table 1

Societe Generale Group--Key Figures
--Year ended Dec. 31-(Bil. €)

2020*

Adjusted assets

1,283.7 1,169.9 1,141.5 1,110.2 1,242.3

Customer loans (gross)

2019

2018

2017

2016

459.2

441.4

432.6

416.7

417.7

Adjusted common equity

44.9

44.2

41.3

38.2

39.0

Operating revenues

10.5

24.5

25.3

25.1

25.1

8.5

17.4

17.6

17.6

17.0

(0.8)

3.7

4.2

4.4

3.5

Noninterest expenses
Core earnings
*As of end-June. Source: Company Financials,

Business position:Benefits of diversity are yet to be reflected in a strong operating performance
Our business position assessment balances SG's strong customer franchises and sound geographic diversification with
its less favorable track record than better-performing peers in achieving consistent performance levels through the
cycle. SG's main challenge remains the improvement of its investment bank's risk-adjusted profitability.
SG is a globally systematically important bank with a large asset base of €1,472 billion at end-September 2020 and
ranks among the 10-largest European banks. The group follows a universal banking strategy. It is a leading retail and
commercial bank in France and is active in corporate and investment banking internationally. SG has other leading
positions in financial services to corporations, namely in equipment financing, car leasing, and fleet management. The
group's international retail banking operation is geographically diverse, with a sizable presence in the Czech Republic,
Romania, and Russia, as well as expanding retail businesses in Africa and consumer finance operations across Western
Europe. However, these strengths do not fully translate into strong earnings, as they typically do for higher rated peers.
Asset management, wealth-management, and insurance each make a more limited contribution to the group's
franchise, which is a weakness in the French retail market where cross-selling is essential. With more than two thirds of
its credit exposures in France or Western Europe, the group remains predominantly exposed to low-risk economies.
We estimate the share of riskier, but higher growth emerging economies at about 10% of credit exposures (see chart 2).
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Chart 2

The bank posted a cumulated €728 million loss for the first three quarters of 2020 and we expect it will be loss making
in the full year. Despite the downsizing of the group's markets activities over the past years, the bank's earnings remain
sensitive to volatile conditions in capital markets (see chart 3).
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Chart 3

In particular, the structured equity derivatives business, which is one of the bank's historic area of expertise, was hit
hard in early 2020. This was due to the large wave of dividends cancellations, which weakened the performance of
equity indices to which many structured products are linked, as well as high hedging costs in times of extreme market
volatility. The decline in equities-related revenue in the first two quarters of the year could not be offset by the
otherwise-well-performing fixed-income division (see chart 4). Indeed, we estimate that SG's markets revenue is more
reliant on structured equity derivatives than most European peers like BNP Paribas, Credit Suisse, or Barclays.
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Chart 4

Most European banks are facing structural challenges in delivering risk-adjusted capital in their investment banking
divisions, SG included. Challenges include fierce competition from larger, more scalable and truly global U.S peers, the
upcoming increase in regulatory RWAs with the Fundamental Review of the Trading Book (FRTB) by 2023, and a high
cost base. In August 2020, SG announced measures to reduce the risk profile and revenue sensitivity of its structured
products activities. SG estimates that this transition to simpler structured products could reduce revenue by €200
million-€250 million annually. In contrast, the bank also announced a further cost reduction of about €450 million for
the investment banking division by 2022-2023.
SG enjoys a strong French retail and commercial banking franchise with domestic market shares of about 9% in loans
and deposits. However, this segment is not immune from pressure from low interest rates, fierce competition, and the
costly ongoing transformation of its business model and branch network. SG's online and digital offering helps the
group deal with changing technologies and customer behaviors. Still, the high cost of client acquisition prevents
Boursorma, SG's online bank, contributing more strongly to the group's profits. In September 2020, SG announced it
had launched a feasibility study to potentially merge its two physical retail networks, highlighting the group's increased
focus on streamlining its cost base. In addition, a strategic challenge for the bank's efficiency improvement in retail
banking is to derive more synergies with its insurance, asset management, and private banking businesses. These are
relatively smaller than those of French peers, but which are essential for cross-selling.
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Retail and commercial operations overseas present typically higher growth potential than French activities, but are
higher risk. SG holds a dominant position in the Czech Republic via Komercni Banka, one of the most profitable assets
of the group. SG also holds top-tier position in Romania, while it is more a second-tier player in Russia. The group is
also successful in many other countries, including in Africa, and has ambitions to develop a long-term growth strategy
there. Still, this setup overall does not yet provide the same strength as operating in multiple strong home markets, like
that of some European competitors such as BNP Paribas in Belgium/Italy, UniCredit in Austria/Germany, or ING in
Belgium/Germany. In the past few years, SG has disposed of several sub-scale entities, or entities which offered
limited synergies with the rest of the group, notably in smaller Eastern European countries. We note that ALD S.A. is a
global leader in car leasing and fleet management, and a strong contributor to the group's profits.
In November 2017, SG unveiled its medium-term strategic plan up until 2020 (Transform to Grow). However, the
impact of the COVID-19 pandemic has made many of the initial financial targets hard to achieve. We believe SG has
succeeded in strengthening its balance sheet. SG is the largest issuer of bail-inable instruments among French banks
relative to its risk-weighted assets, and asset disposals have been used to beef up solvency without any harm to the
franchise. However, profitability related goals, like developing future revenue growth and efficiency improvement
drivers, are yet to be achieved. We will closely monitor if the group can continue to decrease its cost base in absolute
terms and achieve its €16.5 billion target in underlying costs in 2020, compared with €17.4 billion in 2019.
Chart 5
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Table 2

Societe Generale Group -- Business Position
--Year ended Dec. 31-(%)

2020*

2019

2018

2017

2016

Total revenues from business line (mil. €)

10.6

24.5

25.3

25.3

26.3

Commercial banking/total revenues from business line

19.9

18.0

17.8

8.8

9.0

Retail banking/total revenues from business line

57.3

54.4

53.3

63.9

60.7

Investment banking/total revenues from business line

16.6

21.2

20.6

22.4

22.6

Asset management/total revenues from business line (%)

4.4

3.9

3.8

3.9

3.8

Other revenues/total revenues from business line (%)

2.0

2.6

4.5

1.0

3.9

(5.9)

4.8

6.1

4.0

6.1

Return on average common equity

*As of end-June. Sources: Company financials, S&P Global Ratings

Capital and earnings: Adequate capital buffers,but weak short-term earnings outlook
The group's capital position had strengthened before the emergence of COVID-19, which should help mitigate the
upcoming economic downturn and earnings pressure triggered by the pandemic.
SG's risk adjusted capital (RAC) ratio increased to 9.1% at year-end 2019 from 8.0% a year earlier (see table 4), partly
reflecting a lower exposure to corporates, notably in the global markets business. In common with most EU banks, SG
cancelled its proposed 2019 final dividend following a recommendation from the European Central Bank, and deferred
decisions on future dividends until early 2021. We expect our RAC ratio will decline to 8.0%-8.5% by year-end 2022
(see chart 6). We assume in our projections that dividends will restart in 2021 and SG will return to its about 50%
distribution policy.
Chart 6
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The bank guided a CET1 ratio in excess of 12% at end-2020, down from 13.2% at end September 2020 (including
International Financial Reporting Standards [IFRS] 9 phasing and pro forma the impact of the sale of SG Finans in the
Nordics). We expect SG's capital management will maintain broadly unchanged. We note the minimum requirement
reduced to 9.02% from 10% before the pandemic due to the elimination of the countercyclical buffer in France and the
Czech Republic, as well as other capital-relief measures.
Therefore, even if SG's regulatory capital ratios remain average compared with those of the largest European banks,
the CET1 ratio was 420 bps above the Maximum Distributable Amount (MDA) at end-September 2020, which is a
comfortable margin and compares well with that of peers.We consider the quality of the group's capital satisfactory. At
end-2019, Additional Tier 1 (AT1) instruments represented 15.0% of the total adjusted capital (TAC).
The bank faces two profitability challenges: i) the erosion of the net interest margin of retail banking activities in
France, coupled with the necessary ongoing cost of digital transformation and ii) the risk-adjusted profitability of the
investment banking division. Like many peers, the short-term profitability outlook is weak. The bank posted a €728
million net loss over the first three quarters of 2020. Although the third quarter was better, the resurgence of the
pandemic in Europe starting October will inevitably cloud the outlook for the end of the year and early 2021. We
expect the bank will be loss making in 2020, with a likely net loss of €500 million-€800 million, before recovering to
about €2 billion of profit in 2021.
Durably low interest rates will continue to hamper SG's net interest margin in its domestic retail activities. In addition
to this structural pressure, the lockdown measures in France have had an effects on the level of commissions and new
business volumes. For the first nine months of 2020, revenue from French retail activities reduced by 5.5% compared
with the same period of 2019. The cost base went down by about the same percentage, demonstrating the efforts
made in streamlining operations and optimizing the digital offer.
Equities-related revenue collapsed in the first two quarters of the year, before rebounding nicely in quarter three. We
expect a gradual recovery in equities revenue toward normal levels going forward, but we know any resurgence of
market volatility could weigh on this revenue. The investment banking division should therefore see a substantial
revenue decline in 2020 despite the good performance in fixed income and advisory divisions.
Overall, we expect the group's revenue will decline by about 10% in 2020, before rebounding in 2021. The bank's key
objective to bring back the cost base to €16.5 billion in absolute terms in 2020, from €17.4 billion a year before, is
realistic, but we believe that it will take some time before the group's cost to income ratio returns to 70% (we forecast
it at about 72% in 2021). The main challenge for the bank over time is to see how it can continue to lower its cost base
without damaging its customer franchise and revenue generation capabilities, hence the critical importance of digital
offer optimization and revenue growth in businesses with high synergies potential.
We assume a loan loss rate of approximately 80 bps in 2020, compared with 67 bps (annualized) at end September
2020, and 50-60 bps in 2021.
Nonrecurring items will affect SG's results this year and next, explaining the magnitude of the expected accounting loss
in 2020. The bank depreciated €684 million of goodwill assets (in the investment bank) and impaired €650 million of
deferred tax assets in the first half of the year--two nonrecurring noncash items that highlight long-term profitability
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challenges in some businesses. In addition, we expect some restructuring costs in the investment banking division in
the next two years.
Table 3

Societe Generale Group--Capital And Earnings
--Year ended Dec. 31-(%)

2020*

2019

2018

2017

2016

2017 RAC
Criteria

2017 RAC
Criteria

2017 RAC
Criteria

2017 RAC
Criteria

2017 RAC
Criteria

Tier 1 capital ratio

14.6

15.1

13.4

13.8

14.5

S&P Global Ratings' RAC ratio before
diversification

N.A.

9.2

8.0

8.2

7.9

S&P Global Ratings' RAC ratio after
diversification

N.A.

11.1

9.4

9.9

9.4

Adjusted common equity/total adjusted capital

89.2

85.0

84.0

85.0

85.2

Net interest income/operating revenues

52.1

45.6

43.6

41.6

37.8

Fee income/operating revenues

22.6

21.4

21.9

27.2

26.7

Criteria reflected in RAC ratios

Market-sensitive income/operating revenues
Noninterest expenses/operating revenues
Preprovision operating income/average assets
Core earnings/average managed assets

7.4

18.0

20.4

21.5

25.2

81.4

70.9

69.7

70.4

67.8

0.3

0.5

0.6

0.6

0.6

(0.1)

0.3

0.3

0.3

0.3

N.A.--Not available. RAC--Risk-adjusted capital.

Table 4

Societe Generale Group--Risk-Adjusted Capital Framework Data
Exposure*

Basel III RWA

Average Basel III
RW(%)

S&P Global
Ratings RWA

Average S&P Global
Ratings RW (%)

231,040.5

8,166.8

3.5

6,269.5

2.7

19,693.9

1,319.2

6.7

960.3

4.9

Institutions and CCPs

101,834.7

17,795.0

17.5

23,550.2

23.1

Corporate

305,336.0

139,172.3

45.6

236,240.4

77.4

Retail

205,197.9

56,245.8

27.4

114,573.6

55.8

Of which mortgage

110,762.0

13,426.9

12.1

41,502.1

37.5

32,275.8

3,956.1

12.3

13,688.6

42.4

(Mil. €)
Credit risk
Government & central banks
Of which regional governments and
local authorities

Securitization§
Other assets†
Total credit risk

29,514.0

26,607.7

90.2

53,375.4

180.8

905,199.0

251,943.7

27.8

447,697.7

49.5

--

2,587.5

--

7,197.3

--

Credit valuation adjustment
Total credit valuation adjustment
Market Risk
Equity in the banking book

3,601.5

3,854.0

107.0

29,725.3

825.4

Trading book market risk

--

14,512.5

--

20,028.2

--

Total market risk

--

18,366.5

--

49,753.6

--
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Table 4

Societe Generale Group--Risk-Adjusted Capital Framework Data (cont.)
Operational risk
Total operational risk

--

47,962.5

--

63,392.3

--

Exposure

Basel III RWA

Average Basel II
RW (%)

S&P Global
Ratings RWA

% of S&P Global
Ratings RWA

RWA before diversification

--

346,501.7

--

568,040.8

100.0

Total Diversification/
Concentration Adjustments

--

--

--

(97,483.8)

(17.2)

RWA after diversification

--

346,501.7

--

470,557.0

82.8

Tier 1 capital

Tier 1 ratio (%)

Total adjusted
capital

S&P Global Ratings
RAC ratio (%)

Capital ratio before adjustments

51,942.0

15.0

51,975.0

9.1

Capital ratio after adjustments‡

51,942.0

15.1

51,975.0

11.0

Diversification adjustments

Capital ratio

*Exposure at default. §Securitization Exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure
and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.
‡Adjustments to Tier 1 ratio are additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets.
RW--Risk weight. RAC--Risk-adjusted capital. Sources: Company data as of 'Dec. 31 2019', S&P Global Ratings.

Risk position: Well-managed portfolios but substantial pockets of risk
Our analysis reflects the relatively high weighting of capital markets activities in SG's business model, the inherent
complexity of some of its activities, and some exposure to cyclical sectors in its corporate portfolio. However, we
believe that SG's risk management capabilities are sound.
Credit risk mainly stems from large corporate exposures and, to some extent, emerging markets. SG's corporate
lending includes exposures to sectors that are vulnerable to the ongoing COVID-19 pandemic triggered recession and
lower oil prices. Exposure to commercial real estate (CRE) represents some 3.4% of the group's exposure, with average
loan to values (LTVs) of 50%-60% and a moderate share (20%) of retail assets, the most sensitive to the pandemic (see
chart 7). Exposures to other vulnerable sectors are manageable compared with the overall group's exposures at
end-September 2020: oil and gas (2%), automotive (1%), transportation and logistics (2.4%), hotels and catering (0.6%).
Still, they may be vulnerable to the deterioration of individual and nongranular exposures.
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Chart 7

The leveraged buyout portfolio is overall relatively small, at about €5 billion, and is closely monitored.
The quality of the French residential real-estate loans is strong. As for the industry, maturities have lengthened but we
consider underwriting practices sound, with strict control of debt-to-income and debt-service ratios. In addition, about
80% of those loans benefit from a guarantee from Credit Logement. Arrears in French retail are expected to remain
very low. The consumer finance book is of modest size compared with that of French and some international peers. At
end-September 2020, nearly two thirds of the exposures were in the form of secured auto loans and about 40% of the
exposures are in Germany, where we consider the credit quality of borrowers to be strong. Exposure to Russia,
Romania, and Africa present pockets of risk, although collectively small in the group context (the each represent less of
3% of on and off-balance sheet exposure). The exposure to Russian risk has decreased over time because the group
has substantially de-risked Rosbank.
SG stated its nonperforming loan ratio was 3.4% at end-September, marginally up from 3.2% at end 2019. The
coverage of stage 3 loans by provisions stood at 52% at the same date, which we view as adequate. Despite the
pandemic-triggered recession, we believe problem loans will increase only moderately in 2020 and early 2021, due to
the substantial government's measures implemented in most European countries (notably France and the Czech
Republic) to support the local economy. Nevertheless, we think that once these measures cease, nonperforming loans
will inevitably increase and peak either later in 2021 or in 2022.
SG's reported loan loss rate soared to an annualized 67 bps in the first nine months of 2020, primarily due to the
application of the forward-looking guidance under IFRS 9 and the impact of ratings migrations. We think the large first
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and second quarter figures represent a significant head start in recognizing losses likely to emerge through the current
recession. We project SG's reported loan loss rate at about 80 bps for full-year 2020 and 50-60 bps in 2021, compared
with 29 bps for 2019 and 24 bps in 2018.
SG's €15.9 billion of level 3 assets were just above 30% of TAC at mid-year 2020, up from 20% at end 2019 due to
market illiquidity in the first and second quarters. This is a high level in a global context. Even though we note the
efforts to manage down market risks over the recent years, SG remains a complex group that engages in derivatives
and other traded products, which induces substantial market and counterparty risks. One of the group's objectives is to
derisk its equity structured products segment (notably autocalls) and to focus on simpler products. The average
value-at-risk was €34 million in third quarter and €40 million in second quarter 2020, up from €26 million in first
quarter 2020 and an average €23 million in 2019, reflecting the substantial market volatility in the second quarter. The
risk controls and framework have improved because the group have learned from past crises and litigation, but the size
of capital markets activities creates earnings volatility, in our view.
We think that the group's diversified and international business profile leaves it exposed to a wide range of
nonfinancial risk, notably reputational, compliance (including "know your customer" procedures), and operational. We
have not observed any material conduct or misselling cases with the retail clientele in France, a country with a
consumer-friendly legislation, especially regarding consumer loans, or in the Czech Republic.
Table 5

Societe Generale Group--Risk Position
--Year ended Dec. 31-(%)

2020*

2019

2018

2017

2016

8.1

2.0

3.8

(0.3)

4.1

Total diversification adjustment/S&P Global Ratings' RWA before diversification

N/A

(17.2)

(15.8)

(17.2)

(16.4)

Total managed assets/adjusted common equity (x)

32.4

30.7

31.7

33.4

35.5

New loan loss provisions/average customer loans

0.9

0.3

0.2

0.2

0.4

Growth in customer loans

Gross nonperforming assets/customer loans + other real estate owned
Loan loss reserves/gross nonperforming assets

4.1

3.9

4.4

5.0

5.7

64.1

61.7

60.0

60.4

62.4

*As of end-June. N.A.--Not available. RWA--Risk-weighted assets.

Funding and liquidity: Sound position, but structural wholesale funding needs remain
We regard SG's funding as average and its liquidity as adequate. The group relies on wholesale funding markets and is
an active borrower in the confidence-sensitive wholesale markets.
In our view, SG's funding structure has several strengths, notably stemming from its loyal and granular retail deposit
base in France and Czech Republic. We expect our measure of net customer loans to deposits will remain at
105%-110% in 2020-2021. The ratio was close to 103% at September 2020 due to the strong increase in deposits in
times of lockdown. The sale of structured products and private placements also represents a major competitive
advantage. Funding diversity has been regularly enhanced and is now complemented by the issuance of secured bonds
and securitization deals. The group indicated, as part of its third quarter results, that it had already completed 96% of
its vanilla funding program at the parent company level for 2020.
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Typical from a universal bank with capital market activities, SG is a large user of wholesale funding. Short-term
wholesale funding typically represents 30%-35% of total funding, which might appear high, but is essentially used to
fund short-term assets, in particular the nonloan assets (securities, reverse repos, for example) from the investment
banking platform (see chart 8).
Chart 8

We believe that the group has adequate liquidity management and contingency plans. Its liquid assets buffer reached a
high €233 billion at end-September 2020, and the group reported an average Basel III liquidity coverage ratio of 176%
over the third-quarter of 2020. Our measure of the group's broad liquid assets to short-term wholesale funding has
remained at 1.2x-1.4x in recent years, and our stable funding ratio stood at around 100%, which indicates limited
maturity mismatch risks.
SG's metrics are broadly in line with those of peers. We note that French banks in general display weaker metrics than
many European peers. Moreover, a large amount of regulated saving plans (mostly Livret A) collected by French banks
are centralized in part at the public body Caisse Centrale des Dépôts et Consignations. Consequently, we adjust our
funding and liquidity metrics to reflect that these deposits are not available for asset financing.
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Table 6

Societe Generale Group--Funding And Liquidity
--Year ended Dec. 31-(%)
Core deposits/funding base
Customer loans (net)/customer deposits

2020*

2019

2018

2017

2016

46.1

44.6

44.2

45.6

43.8

101.7

108.9

109.4

105.7

103.8

Long-term funding ratio

68.4

68.4

69.1

69.1

65.4

Stable funding ratio

98.1

97.7

100.3

102.9

99.7

Short-term wholesale funding/funding base

33.5

33.7

32.9

32.9

36.8

1.3

1.2

1.3

1.4

1.3

61.5

59.9

58.1

59.6

64.6

Broad liquid assets/short-term wholesale funding (x)
Short-term wholesale funding/total wholesale funding

*As of end-June. Sources: Company financials, S&P Global Ratings

Environment, Social and Governance
The group is exposed to a wide range of nonfinancial risks, notably reputational, compliance, and operational. Most of
these risks lie in the markets and asset-gathering operations. SG, like many large European and U.S. banks, has not
been immune in the past decade from large-scale litigations. They stemmed mainly from shortcomings in
control/monitoring but also from an historically high-risk appetite in certain investment banking activities. We note
the decisive steps taken in 2018 leading to the settlement of the most recent large litigation cases, eliminating this
material risk. We also note SG's exposure to markets where governance practices could be weaker than in France. This
can expose the bank more to know-your-customer or compliance risks. So far, SG has managed those risks well,
though.
Furthermore, one of SG's main social challenges is the management of its large branch network, which is likely to
continue to reduce over time. We will monitor how the group manages the adaptation of its workforce to a more
digitally advanced model while remaining customer centric. We have not observed any material conduct cases or
misselling with the retail clientele in France, but we are closely monitoring how the group maintains high underwriting
standards, including for consumer loans, to avoid any emerging social risks.
We view positively the detailed articulation of SG's strategy in this area including in its Task Force on Climate-related
Financial Disclosures (TCFD) Report, a G20 initiative focusing on the identification of risks and opportunities for the
group. As with any global bank with a large corporate book, SG lends to and invests in carbon-intensive industries and,
as such, will have to manage energy transition risks emanating from climate change in its portfolio. Even though SG
has well-advanced policies to reduce or restrict its financing to sectors with elevated greenhouse gas emissions, the
magnitude of changes needed over time to rebalance the portfolios and adjust lending criteria (and pricing), both in the
retail and corporate sectors, are significant. Another activity sensitive to evolving environmental norms and customer
preferences is SG's leading position in car leasing and fleet management through its majority owned subsidiary ALD
S.A.

External support: A sizable buffer of bail-in-able
We incorporate in our long-term issuer credit rating two notches of ALAC uplift because we estimate that SG's buffer
of ALAC eligible instruments stands, and will remain, above 8.0% of S&P Global Ratings' RWAs (see chart 8). At end
2019, we estimated the ALAC ratio was 8.2% (see table 7) and it should stay at this level, or increase moderately, in
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the coming three years. We expect that the bank will gradually replace maturing capital instruments, and that future
regulatory requirements will lead the group to steadily increase its outstanding bail-inable buffer. SG's 29.6% total loss
absorbing capacity ratio (including 2.5% of senior preferred debt) at end September 2020 is well above the 19.5% and
21.5% minimum regulatory requirements, set respectively for 2020 and 2022. Similarly, SG amply met its 24.4% MREL
(Minimum requirement for own funds and eligible liabilities) requirement (May 2020 notification) at the same date.
Table 7

Societe Generale--Summary Of ALAC Calculation As Of Dec. 31, 2019
(Bil. €)

% of S&P Global Ratings RWA

A

Adjusted common equity

B

Hybrids in TAC

C (A+B)

Total adjusted capital

51,975.0

9.2

D

TAC in excess of our 10% thresold

12,212.0

2.1

E

ALAC-eligible instruments

34,417.0

6.1

o/w Non-preferred senior

21,792.0

o/w Dated subordinated

13,696.0

o/w Minimal equity content hybrids
o/w Other
F (=D+E)

ALAC buffer
S&P RWA

44,187.0
7,788.0

0.0
(1,071.0)
46,629.0

8.2

568,041.0

ALAC--Additional loss-absorbing capacity. RWA--Risk weighted assets. TAC--Total adjusted capital. Source: S&P Global Ratings.

We view the French resolution regime as effective under our ALAC criteria because, among other factors, we believe it
contains a well-defined bail-in process under which authorities would permit nonviable systemically important banks
to continue critical functions as going concerns following a bail-in of eligible liabilities. We believe that the prospect of
extraordinary government support for the French banking sector is uncertain as a result of the full implementation of
the EU Bank Recovery and Resolution Directive, including bail-in powers, since Jan. 1, 2016. We do not completely
exclude the possibility of such support, but we believe the French government's ability and willingness to provide
support is lower and less predictable under the enhanced resolution framework.

Rated subsidiaries
We equalize our long-term issuer credit rating on Komercni Banka A.S., the group's Czech operations, with that on
parent SG, given the bank's core status within the Société Générale group. Komercni Banka is SG's largest and most
profitable foreign subsidiary. We view Komercni Banka as integral and strategic to SG's objectives and consider that
SG would be willing to provide support to the bank under all foreseeable circumstances and in a timely manner.
We regard the insurance subsidiary Sogécap S.A. as a core entity. Therefore, we equalize the long-term issuer credit
rating and insurer financial strength ratings on Sogécap with our 'bbb+' assessment of the group SACP on SG. A
resolution of Sogécap would be separate from that of SG, meaning that any outstanding bail-inable instruments at the
group level would not be available for the insurance operations. SG's insurance activities (life insurance, personal
protection, and property and casualty) contribute indirectly to the fee revenue of the French retail networks, which
distributes its insurance products. The direct contribution of the insurance segment to the group's net income is
structurally close to 10%. SG intends to develop its franchise in this sector, increasing intragroup synergies in revenue
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through its bancassurance model.
We regard ALD, a global leader in car leasing and fleet management company, as a strategically important subsidiary,
given its absolute contribution to the group results, but also to diversification by geography and alternative sources of
revenue in the current low-interest-rate environment.

Ratings on hybrid instruments
We rate the bank's senior nonpreferred (SNP) and subordinated debts by notching down from SG's 'bbb+' group SACP
(see chart 10). Specifically:
• Our 'BBB' rating on the bank's SNP notes is one notch lower than our assessment of the group SACP, owing to our
view that such notes are subordinated (although not labelled as such) to the more senior obligations, and do not
carry additional default risk relative to that represented by the group SACP. Indeed, we believe that SNP notes
would be subject to a possible conversion or write-down only in resolution.
• Our 'BBB-' ratings on SG's non-deferrable Tier 2 instruments are two notches below the group SACP. This reflects
the deduction of one notch for subordination and one notch because we believe these instruments would absorb
losses through principal in application of a mandatory contingent capital clause (be it contractual or statutory).
• Our 'BB' ratings on the bank's AT1 instruments reflects the deduction of two more notches to reflect the
instruments' standard risk of coupon nonpayment and considering their regulatory tiering. This issue rating factors
in our expectation that the group will maintain enough buffer against the trigger for potential regulatory restrictions
on paying coupon on AT1 instruments (maximum distributable amount).

Resolution counterparty ratings (RCR)
We have assigned RCRs to core banking entities within the group as we assess the resolution regime to be effective in
France and consider that the bank is likely to be subject to a resolution that entails a bail-in if it reaches nonviability.
We notably have 'A+/A-1' RCRs on SG, Komercni Banka, and Société Générale Bank and Trust, and 'A/A-1' RCRS on
U.S. based SG Americas Securities LLC). An RCR is a forward-looking opinion of the relative default risk of certain
senior liabilities that may be protected from default through an effective bail-in resolution process for the issuing
financial institution. We position the long-term RCR up to one notch above the long-term issuer credit rating when the
rating ranges from 'BBB-' to 'A+' (see chart 8).
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across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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