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J.P. Morgan’s plan to return $30 billion of CET1 capital has lots of moving parts.

CONTRIBUTORS

First, let’s review what happened to J.P. Morgan’s balance sheet during 2020:
total assets grew by close to $700 billion from the prior year, and most of this
growth occurred in J.P. Morgan’s HQLA portfolio; the non-HQLA portion of
J.P. Morgan’s balance sheet grew by only $100 billion. In the bank subsidiary,
reserves at the Fed rose by $250 billion, AFS and HTM securities by $200 billion.
Securities in the trading book rose by $100 billion, half of which was in the
credit portfolio of the bank, and the other in the Treasuries and MBS portfolio
of the broker-dealer. The bank’s (net) repo book grew by about $50 billion.
The funding of this growth came from half retail and half wholesale deposits.
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Second, what enabled this $600 billion growth in J.P. Morgan’s HQLA portfolio
was the exemption of reserves and Treasuries from the calculation of the SLR
at the holding company, and capital growth at the bank opco. level (see here).
Third, because this $600 billion growth in the HQLA portfolio occurred at the
bank opco., the bank’s LCR is currently at 160%, or 50 percentage points
above the Fed’s minimum, and according to the bank’s earnings presentation,
the U.S. dollar volume of excess HQLA at the bank opco. is about $500 billion.
What’s special about the numbers $30 billion and $500 billion is that at the
bank opco. level, where the Fed has set the minimum SLR requirement at 6%,
a bank needs at a minimum $30 billion of capital to carry $500 billion of assets.
In essence, J.P. Morgan has $30 billion of excess CET1 capital to return
(see our Dispatch from earlier today) relative to its risk-weighted assets, but
has a $30 billion shortage of capital relative to its non-risk weighted assets –
hence J.P. Morgan’s focus on the need to permanently exempt reserves and
Treasuries from the SLR. If the temporary exemption expires on March 31st,
J.P. Morgan’s SLR at the holding company level would fall from 6.9% to 5.8%,
and if it went ahead with the $30 billion of buybacks its SLR would fall to 5.1%
– barely above the 5% minimum. The SLR would stand in the way of buybacks.
The buyback would do even more damage to the SLR at the bank opco. level,
where the SLR would fall to 5.4%, or 60 bps below the regulatory minimum.
Because J.P. Morgan has more capital at the bank opco. than at the holdco,
it can’t return capital to shareholders without also reducing capital at the bank:
even if the exemptions are made permanent at the holding company level,
unless they get automatically extended to the bank operating company level,
J.P. Morgan would still have to shed some reserves, Treasuries and deposits
at the bank, or issue debt or preferred stock at the holding company level to
replenish the capital base of the bank if the $30 billion of buybacks go ahead.
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[Quarterly]: J.P. Morgan’s Total Assets and Total Assets Less HQLA
$ trillion

Source: Quarterly earnings supplements, Credit Suisse

[Quarterly]: J.P. Morgan’s Reserve Balances at Central Banks
$ billion

Source: Quarterly earnings supplements, 10-Qs, FFIEC 031, Credit Suisse
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[Quarterly]: J.P. Morgan’s Securities Portfolio
$ billion, reflects mostly U.S. Treasuries and agency MBS, and about $140 billion of credit securities

Source: Quarterly earnings supplements, FFIEC 031, Y-9C, Credit Suisse

[Quarterly]: J.P. Morgan’s Capital Base at the Bank and Holdco. Levels
$ billion

Source: Quarterly earnings supplements, FFIEC 031, Y-9C, Credit Suisse
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[Quarterly]: J.P. Morgan’s CET1 Buffer Allows for $30 Billion of Buybacks…
percent
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[Quarterly]: …But Its SLR Buffer Doesn’t Allow for $30 Billion of Buybacks
percent, holding company level SLR ratios and minimums
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Additional Important Information
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Suisse. Observations and views expressed herein may be changed by the Investment Strategy Department at any time without notice. Credit
Suisse accepts no liability for losses arising from the use or reliance on of this material. This material is not for distribution to retail clients and
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FOR IMPORTANT DISCLOSURES on companies covered in Credit Suisse Global Markets Division research reports, please see
http://www.credit-suisse.com/researchdisclosures. To obtain a copy of the most recent Credit Suisse research on any company mentioned
please contact your sales representative or go to http://www.credit-suisse.com/researchandanalytics.
This material does not purport to contain all of the information that an interested party may desire and, in fact, provides only a limited view of a
particular market. It is not investment research, or a research recommendation for regulatory purposes, as it does not constitute substantive
research or analysis. This material is provided for informational purposes only and does not constitute an invitation or offer to subscribe for or
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The information provided is not intended to provide a sufficient basis on which to make an investment decision and is not a personal
recommendation or investment advice. While it has been obtained from or based upon sources believed by the trader or sales personnel to be
reliable, each of the trader or sales personnel and Credit Suisse does not represent or warrant its accuracy or completeness and is not
responsible for losses or damages arising from the use or reliance on of this material.
Where distribution of this material is subject to the rules of the U.S. Commodity Futures Trading Commission (“CFTC”), it is a “solicitation” of
derivatives business only as that term is used within CFTC Rule 1.71 and 23.605 promulgated under the U.S. Commodity Exchange Act (the
“CFTC Rules”) where applicable, but is not a binding offer to buy/sell any financial instrument. The views of the author may differ from others
at Credit Suisse Group (including Credit Suisse Research).
Credit Suisse is acting solely as an arm’s length contractual counterparty and not as a financial adviser (or in any other advisory capacity
including tax, legal, accounting or otherwise) or in a fiduciary capacity. Any information provided does not constitute advice or a
recommendation to enter into or conclude any transaction. Before entering into any transaction, you should ensure that you fully understand
the potential risks and rewards and independently determine that it is appropriate for you given your objectives, experience, financial and
operational resources, and other relevant circumstances. You should consult with such advisers (including, without limitation, tax advisers, legal
advisers and accountants) as you deem necessary.
Credit Suisse Securities (Europe) Limited ("CSSEL") and Credit Suisse International ("CSI") are authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority ("FCA") and the Prudential Regulation Authority under UK laws, which differ from
Australian Laws. CSSEL and CSI do not hold an Australian Financial Services Licence ("AFSL") and are exempt from the requirement to hold
an AFSL under the Corporations Act (Cth) 2001 ("Corporations Act") in respect of the financial services provided to Australian wholesale
clients (within the meaning of section 761G of the Corporations Act) (hereinafter referred to as “Financial Services”). This material is not for
distribution to retail clients and is directed exclusively at Credit Suisse's professional clients and eligible counterparties as defined by the FCA,
and wholesale clients as defined under section 761G of the Corporations Act. Credit Suisse (Hong Kong) Limited ("CSHK") is licensed and
regulated by the Securities and Futures Commission of Hong Kong under the laws of Hong Kong, which differ from Australian laws. CSHKL
does not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act in respect of providing Financial
Services. Credit Suisse Equities (Australia) Limited (ABN 35 068 232 708) ("CSEAL") is an AFSL holder in Australia (AFSL 237237). In
Australia, this material may only be distributed to Wholesale investors as defined in the Corporations Act. CSEAL is not an authorised deposit
taking institution and products described herein do not represent deposits or other liabilities of Credit Suisse AG, Sydney Branch. Credit
Suisse AG, Sydney Branch does not guarantee any particular rate of return on, or the performance of any products described.
If this material is issued and distributed in the U.S., it is by Credit Suisse Securities (USA) LLC (“CSSU”), a member of NYSE, FINRA, SIPC
and the NFA, and CSSU accepts responsibility for its contents. Clients should contact sales coverage and execute transactions through a
Credit Suisse subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise. Investment banking services in the United
States are provided by Credit Suisse Securities (USA) LLC, an affiliate of Credit Suisse Group. CSSU is regulated by the United States
Securities and Exchange Commission under United States laws, which differ from Australian laws. CSSU does not hold an AFSL and is
exempt from the requirement to hold an AFSL under the Corporations Act in respect of providing Financial Services. Credit Suisse Asset
Management LLC (CSAM) is authorised by the Securities and Exchange Commission under US laws, which differ from Australian laws.
CSAM does not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act in respect of providing
Financial Services.
This report may not be reproduced either in whole or in part, without the written permission of Credit Suisse. All trademarks, service marks and
logos used in this document are trademarks or service marks or registered trademarks or service marks of Credit Suisse or its information
providers. All material presented in this document, unless specifically indicated otherwise, is under copyright to Credit Suisse or its information
providers. Copyright © 2021 Credit Suisse Group AG and/or its affiliates. All rights reserved.
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