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JPMorgan Chase & Co. (JPNhief Executive Officedamie Dimorconceded a key
point when pressed by lawmakers about a proposedmaroprietary trading at banks:
Had the rule been in place, it may have preveriteditm’s recent $2 billion loss.

The ban “may very well have stopped parts of whistportfolio morphed into,” Dimon
said yesterday in testimony to the Senate Bankimy@ittee.

Dimon’s comments provided new ammunition to lawnmakend regulators emboldened
by JPMorgan’s mistakes who argue that a strictardsabanks using their own money to
make trades is needed to prevent a repeat of B fadtancial crisis. The ban, part of the
2010 Dodd-Frank Act, was named féaul Volcker the former Fed chairman who
championed the measure.

“The Volcker rule is the law,Bart Chilton a Democratic member of the Commodity
Futures Trading Commission, one of five federaltatprs working on the details, said
in an e-mail. “JPMorgan’s recent circumstancesagast should light a fire under
regulators to get on with it ASAP.”

For the past year, in part because of public ifsveen Dimon and regulators including
Federal Reserve Chairm&en S. BernankelPMorgan has become the public face of
Wall Street’s opposition to the Volcker rule.

While Dimon acknowledged the Volcker rule might bgrevented the trades in question,
he stopped short of endorsing the measure. Latbeihearing, he said the rule was
“unnecessary” because of other changes to the mguskistem, such as higher capital
levels, and warned that a tough ban on propridtading could restrict access to credit.

‘Traffic Laws’

“Think of it as traffic laws,” Dimon said. “Some rsashould go 65. Some shouldn't.
Some streets should be different. Some lights shioeilbright. Things should be done
right. We have the widest, deepest, and best ¢apéekets in the world. It would be a
shame to shed that out of anger.”



The Dodd-Frank Act requires regulators to makesrthat prevent proprietary trading at
federally insured financial institutions. Volckardaother proponents argued that banks
whose deposits are insured by taxpayers shouldenatiowed to engage in trading that
threatens the stability of the bank and risks aegawment bailout.

The Fed, along with the CFTC, the Federal Depasitifance Corp., Office of the
Comptroller of the Currency and the Securities Brdhange Commission, have issued
proposed versions of the Volcker rule. They havgettcompleted the rule, which is set
to take effect July 21.

Hedging Exemption

Dimon highlighted one of the central challengesifgecegulators: how to ban proprietary
trading without banning hedges. The Dodd-Frankdaecifically allows banks to
conduct hedging activities.

“It's going to be very hard to make a bright-linstthction between proprietary trading
and hedging because you could look at almost amytive do and call it one or the
other,” Dimon said. “Every loan we make is propargt If we lose money, the firm loses
money. If we buy Treasury bonds and they lose moneylose money.”

Under questioning from Senat@ichard Shelbyf Alabama the top Republican on the
committee, Dimon said that hedges aren't just ttmiminimize losses. He said they're
also designed to make money for the bank.

“Yes, it's supposed to earn revenue,” Dimon sadenring to hedging inside JPMorgan’s
chief investment office unit, where the $2 billilmss originated. “This particular
synthetic credit portfolio was intended to earotolf revenue if there was a crisis. |
consider that a hedge.”

Hedging ‘Boring’

Such a strategy can easily backfire on a bank,ksaidn Shaw Petrou, a managing
partner at Federal Financial Analytics, a Washingt&search firm.

“Hedging should be boring,” she said. “If they makiot of money, they could also lose
a lot of money and they’re not hedges. More impulyaif people engaged in the
transaction are rewarded for those profits andmees, then they’re not being paid to
hedge and by definition anything they do is notdied.”

Dimon said he didn’t believe JPMorgan’s pay pokcimade this problem worse”
because “none of these folks were paid on a forrhula



Debate Evolves

The hearing illustrated how the Volcker debatedadved in Washington. Earlier this
year, lawmakers and regulators were focused ongoms ensuring that banks can still
conduct market-making activities. Since JPMorgwss, focus has shifted to the
hedging exemption, said Mark Calabria, an econoamdtthe director of financial
studies at th€ato Instituten Washington.

“The hedging part is going to get more attentioWaicker because it's the more
substantive part,” said Calabria, who is also enfaraide to Republicans on the Senate
Banking Committee. “We basically know what a manketker is. There’s so much more
subjectivity about hedging.”

Dimon said he was glad to continue the discussi@n the Volcker rule as well as other
Dodd-Frank regulations with lawmakers from bothtigar-- and would even make
arrangements to do it more often in person in Whagbi.

“We’ll even get apartments down here,” Dimon sdide Dodd-Frank law “would have
been better had there been more collaboration.”
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