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Formidable JPMorgan can withstand ongoing
litigation
Filippo Alloatti, Senior Analyst at Hermes Credit, reacts to today’s JPMorgan Q4
results
JPMorgan remains a formidable franchise, even as litigation settlements dampen
down near-term profitability.
Results
Its 4Q net income came in at $5.3bn, down 7.3% quarter-on-quarter – with the
company hit by $2.3bn in negative extraordinary items, split 50/50 between litigation
costs and funding valuation adjustments. Positive one-offs amounted to $1.8bn,
including reserves releases.
Investment banking revenue was up 12% quarter-on-quarter, to $1.7bn, and down 2%
year-on-year. Asset management saw a $23bn inflow. In terms of guidance, the
company sees 2014 adjusted expenses below $60bn.
Litigation costs as percentage of total expenses have gone up from 12% in 2008, to
20% in 2013. We expect this to come down, as the remaining mortgage-related
issues do not represent a capital event. The WaMu private label and monoline are
the two last major items, while it also needs resolution on the LIBOR manipulation.
On both side of the Atlantic, litigation is set to remain with us for quite some time yet.
Capital
JPM’s balance sheet remains a fortress, with B3 Tier 1 Common of $146bn. Its 9.5%
ratio lags behind Citi at 10.4%, BAC at 9.9% and the brokers-dealers – but this could
translate in a more conservative pay-out request to the Fed in the 2014 CCAR stress
test. This would be positive for credit spreads, while JPM confirmed it is targeting a
T1-C of 10.5% in any event.
While legal expenses have depressed JPM’s profitability, these actions have
significantly reduced tail risk. I expect subsiding and eventually stabilising
legal costs – say of approximately $5bn a year – as a key step in its normalised
earnings walk. Also JPM’s big loan loss release may soon come to an end so
that we can focus on core divisions performance.
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Notes to Editors:
Hermes Fund Managers
Hermes is a unique fund manager – we have been an industry leader in Responsible Investing for
over thirty years and offer clients the unparalleled combination of:
•

•

•

Our Multi-Boutique Structure gives institutional and pension fund clients globally the benefit
of access to a broad range of specialist, high conviction investment teams operating within an
established and robust operating platform.
Our Investment Office is a crucial function, acting as a performance risk ‘radar’ for all
boutiques’ investment activity and is central to our mission to deliver Sustainable Risk-Adjusted
Alpha to all our clients.
Our commitment to behaving as a Responsible Asset Manager, not merely by being a
‘Responsible Investor’ in quoted companies but also by applying these principles across all
asset classes and by behaving as a ‘good fiduciary’ on behalf of our clients.

Hermes' investment solutions include:

•
•
•

Bonds: Inflation-Linked, Government Bonds, Investment Grade, High Yield
Alternatives: Commodities, Hedge Fund Solutions, Real Estate, Private Equity, Infrastructure
Equities: Global, Emerging Markets, Small & Mid Cap, Europe, Japan

Hermes manages assets on behalf of more than 170 clients* across these investment areas with £26.1
billion* assets under management. Additionally, we support pension funds and other global institutional
investors worldwide in meeting their ESG responsibilities through our market leading Hermes Equity
Ownership Services, which takes on a stewardship role engaging globally on more than £129 billion* of
assets.
*

Please note the total AuM figure includes £3.5bn of assets managed or under an advisory agreement by Hermes GPE LLP (“HGPE”), a joint venture
between Hermes Fund Managers (“HFM”) and GPE Partner Limited. HGPE is an independent entity and not part of the Hermes group. £0.4bn of total group
AuM figure represents HFM mandates under advice. Source: Hermes as at 30 September 2013.

