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Financial

Banks working to keep duration short ahead  
of rising rates
March 27, 2015 
By Nathan Stovall and Zuhaib Gull

Seeing potential changes in the rate cycle and stronger loan 
growth on the horizon, banks decreased the relative size of their 
bond portfolios in the fourth quarter and worked to shorten dura-
tion.

Banks closed 2014 slightly less reliant on their bond portfolios than 
they had in recent past. Bank managers hoped that would be the 
case, with long-term rates falling back to historically low levels and 
many market watchers still predicting that a change in the rate cycle 
is likely coming in 2015.

A number of banks have opted to keep their powder dry rather 
than harvest gains in their bond portfolios as they invested cau-
tiously in the market. Some banks are seeing loan growth pick up and 
they want to be ready to put funds to work in higher-yielding loans 
when opportunities arise.

Dave Sweeney, the head of Chatham Investment Advisors, a reg-
istered investment adviser that provides banks with analyses and 
recommendations for their investment portfolios, said many banks 
are seeing better loan growth on the horizon and trying to keep the 
duration in their securities portfolio short, at less than three years. 
The challenge for those institutions is that they “hate the yield” that 
is available through that trade. He has advised banks to ladder out 
funds into Treasurys and agency bullet securities with a variety of dif-
ferent maturities, allowing them to maintain desired liquidity while 
picking up some yield.

“If they forecast a need for cash in the next year or two to fund loan 
growth, which is a typical story, we put them into ladders,” Sweeney 
said in a recent interview.

He added that many banks had invested in floating-rate corporate 
bonds to satisfy their need for yield while protecting against rising 
rates, but those assets were bid to really tight spreads. That was a 
recommendation close to 18 months ago, he said, before the pricing 
on those bonds rose.

The desire to protect against higher rates comes after long-term 
rates fell considerably in 2014, with the yield on the 10-year Treasury 
ending the year at 2.17%, down 35 basis points from the end of the 
third quarter of 2014 and down 87 basis points from the close of 
2013. With rates back near historical lows, some banks said on their 
fourth-quarter earnings calls that they were approaching the current 
investment environment with caution. 

Banks looked to reduce their reliance on securities for income in 
2014 after years of building those portfolios. Banks had increased 
their securities to 21.17% of assets through the first quarter of 2014, 
on a median basis, while loans fell to just 62.03% of assets at the end 
of the period, according to SNL data. The mix shift on bank balance 
sheets has largely been in place since the credit crisis erupted, with 
banks growing their securities books from close to 16.5% of assets 
at the end of 2008, while shrinking their loans from roughly 70% of 
assets at year-end 2008.

The trend began to shift after the first quarter of 2014, though, 
when securities became smaller portions of bank balance sheets. 

Data compiled March 20, 2015.
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Composition of loans and securities at US banks & thrifts

Median total loans & leases/assets (%) Median total securities/assets (%)
Composition of loans and securities at US banks & thrifts

Data compiled March 20, 2015.
Based on regulatory data filed by commercial banks, savings banks and savings institutions.
Total securities include all held-to-maturity and available-for-sale U.S. Treasury securities, U.S. government agency and 
corporation obligations, securities issued by states and political subdivisions in the U.S., mortgaged-backed securities, other 
domestic and foreign debt securities, and all equity securities.
Held-to-maturity and available-for-sale securities are represented on a cost-basis and fair-value basis, respectively.
Source: SNL Financial
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Banks’ securities portfolios had fallen to 20.21% of assets at the end 
of fourth quarter, while loans rose to 64.51% of assets.

Banks would much prefer to put money to work by making loans 
instead of investing in bonds because loan portfolios have carried 
yields roughly 2x higher than banks’ securities portfolios over the last 
four years, even with competition putting pressure on loan pricing.

Banks are also wary to put cash to work in the bond market given 
the currently low level of interest rates and the prospect that rates 
could potentially rise in the not-too-distant future.

Still, banks have to purchase some securities lest they give up 
income in the near term. The nation’s largest banks also have to 
purchase securities to meet certain regulations such as the liquidity 
coverage ratio (LCR). Under the LCR, banks that are subject to the 
rule must carry “high-quality liquid assets” amounting to more than 
100% of their expected net cash outflows over a 30-day period of 
market stress. Some of the securities that would receive no or small 
haircuts under the LCR consist of Treasurys and securities backed by 
the government-sponsored agencies and accordingly, large institu-
tions have become much larger buyers of those assets.

Indeed, banks had previously decreased their exposure to govern-
ment securities — securities issued by the Treasury, government 
agencies and government-sponsored agencies — in 2013 since many 
of the assets would see their prices come under pressure when rates 

rise. However, after the LCR surfaced in proposed form in October 
2013, banks began building their holdings of government securities.

Banks’ holdings of government securities rose to $620.68 billion 
in the fourth quarter from $568.83 billion in the third quarter and 
$428.78 billion a year earlier, but their relative size in banks’ bond 
books held fairly steady at 22.24% of securities at the end of the 
fourth quarter, on a median basis, compared to 22.34% in the prior 
quarter and 22.33% in the year-ago period.

Since those bonds are likely to come under pressure when interest 
rates rise, banks have placed many of them into their held-to-matu-
rity portfolios. Unlike available-for-sale portfolios, which continue to 
hold the majority of banks’ securities, HTM portfolios are not subject 
to mark-to-market adjustments on a quarterly basis.

Banks increased their HTM portfolios to 20.05% of all securities at 
the end of the fourth quarter, on an aggregate basis, from 19.65% in 
the linked quarter and 16.36% a year earlier, according to SNL data. 
SNL data show that banks reported a 78.12% sequential increase in 
the amount of U.S. Treasurys held in HTM portfolios in the fourth 
quarter, and an increase in excess of 60% in the second and third 
quarters of 2014.

Banks have also placed some of the municipal securities they own 
in their HTM portfolios since they are longer-duration assets. Banks 
have increased their exposure to higher-yielding muni bonds over 

US government, state & municipal and residential mortgage backed securities 
at US banks & thrifts

Data compiled March 20, 2015.
Based on regulatory data filed by commercial banks, savings banks and savings i
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Data compiled March 20, 2015.
Based on regulatory data filed by commercial banks, savings banks and savings institutions.
Total securities include all held-to-maturity and available-for-sale U.S. Treasury securities, U.S. government agency and corporation 
obligations, securities issued by states and political subdivisions in the U.S., mortgaged-backed securities, other domestic and 
foreign debt securities, and all equity securities.
U.S. government securities include all held-to-maturity and available-for-sale securities issued by the Treasury, government 
agencies and government sponsored agencies.
State & municipal securities include all held-to-maturity and available-for-sale securities issued by states and political subdivisions.
Residential mortgage backed securities include all held-to-maturity and available-for-sale securities of all holdings of residential 
mortgage-backed securities that are not held for trading.
Held-to-maturity and available-for-sale securities are represented on a cost-basis and fair-value basis, respectively.
Source: SNL Financial
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AFS securities portfolio at top 20 bank holding companies by assets
Total AFS securities* Tier 1 risk-based ratio

Change (%) Change (bps)

Company (U.S. top-level ticker)

Q4’14 total 
assets 

($B)

Q4’14 
balance 

($B) QOQ YOY
Q4’14 

(%) QOQ YOY
JPMorgan Chase & Co. (JPM) 2,573.13 297.65 -5.87 -9.51 11.60 9 -7
Bank of America Corp. (BAC) 2,106.80 286.03 6.73 20.05 13.39 57 123
Citigroup Inc. (C) 1,842.53 300.14 0.49 4.76 13.07 10 -60
Wells Fargo & Co. (WFC) 1,687.16 257.96 3.41 2.09 12.45 -10 12
U.S. Bancorp (USB) 402.53 56.07 6.45 36.97 11.35 1 14
Bank of New York Mellon Corp. (BK) 385.30 98.33 2.90 23.98 12.18 -16 -400
PNC Financial Services Group Inc. (PNC) 345.24 44.23 1.41 -9.00 12.57 -23 22
Capital One Financial Corp. (COF) 309.08 39.51 -0.40 -5.48 13.23 -8 62
HSBC North America Holdings Inc. 290.10 30.14 1.14 -45.11 19.79 252 280
State Street Corp. (STT) 274.12 95.19 -1.69 -4.22 14.62 45 -272
TD Bank US Holding Co. 248.14 50.26 -9.13 -10.53 8.42 -7 91
SunTrust Banks Inc. (STI) 190.45 25.99 2.58 19.21 10.80 26 -1
BB&T Corp. (BBT) 186.81 20.91 -1.26 -5.42 12.42 3 64
American Express Co. (AXP) 159.10 4.90 -0.83 -11.12 13.63 1 114
Ally Financial Inc. (ALLY) 151.83 18.11 -3.79 -7.04 12.55 -10 76
Fifth Third Bancorp (FITB) 138.71 21.81 -2.26 22.20 10.83 0 40
Citizens Financial Group Inc. (CFG) 133.00 18.64 -0.06 16.65 12.43 -49 -106
Regions Financial Corp. (RF) 119.89 22.05 0.77 5.28 12.54 -16 86
Santander Holdings USA Inc. 118.35 15.91 5.72 37.06 12.87 -19 -180
BMO Financial Corp. 115.88 12.12 -0.47 -24.12 11.85 33 44
Data compiled March 20, 2015.
Analysis is limited to bank holding companies with deposit-to-asset ratios of more than 25% as of March 20, 2014.
Data is based on regulatory filings.
* Represents the fair value of available-for-sale securities including U.S. Treasury securities, U.S. government agency and 
corporation obligations, securities issued by states and political subdivisions in the U.S., and U.S. and foreign debt and equity 
securities.
Source: SNL Financial

the last few years because they have hoped to offset some net inter-
est margin pressure brought on by the low rate and slower growth 
environment.

Those positions continued to increase in the fourth quarter, ris-
ing to $314.67 billion, or 24.16% of securities, on a median basis, 
from $308.71 billion, or 23.66% of securities, in the third quarter and 
$305.11 billion, or 23.55% of securities portfolios, at the end of the 
second quarter, according to SNL data.

Meanwhile, banks shrunk allocations in their investment portfolios 
to RMBS in the second half of 2014 even though those securities still 

comprise very large portions of their portfolios. RMBS could experi-
ence more significant price movements in a rising rate environment 
due to negative convexity from extension risk, or the risk that inves-
tors will hold below-market rate securities for longer periods of time 
since prepayment speeds will slow when rates rise. The industry 
modestly shrunk its relative exposure to RMBS in the fourth quarter, 
reporting median RMBS balances equating to 30.83% of securities, 
compared to 31.09% at the end of the third quarter and 31.01% a year 
earlier, according to SNL data.        i


