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REPRINTED 
FROMBanks build HTM 

portfolios even as 
rates decline

BY NATHAN STOVALL AND VENKATESH IYER JULY 7, 2016

This is part of a series of stories exploring the implica-
tions of a lower-for-longer rate scenario in the U.S. Click 
here to read more.

Banks have steadily built their held-to-maturity bond 
portfol ios to 
protect against 
rising rates, but 
some adv is -
ers have ques-
tioned the prac-
tice.

Banks have 
prepared for 
higher inter-
est rates and 
reacted to new 

capital and liquidity standards by placing larger amount 
of securities in held-to-maturity (HTM) portfolios. While 
the strategy has gained popularity in recent years, some 

advisers have argued against the approach, noting that the 
Street is not concerned about short-term changes in bond 
portfolio valuations.

Many bank managers took steps to prepare their bond 
portfolios for higher interest rates in 2016, but the opposite 
has occurred. Long-term rates have fallen considerably this 
year, even after the Federal Reserve finally lifted short-term 
rates in mid-December. The yield on the 10-year Treasury 
fell to 1.78% at the end of the first quarter from 2.27% at 
year-end 2015, and has plummeted since then, dropping 
below 1.4% after the United Kingdom decided to leave the 
European Union. The uncertainty created by Brexit has 
sparked a flight to quality in the bond markets and sent 
yields lower.

Even as rates declined, many banks expected rates to go 
higher and built their HTM buckets, which, unlike available-
for-sale (AFS) portfolios, are not subject to mark-to-market 
adjustments on a quarterly basis. Those mark-to-market 
adjustments in AFS portfolios flow through accumulated 
other comprehensive income (AOCI) and impact tangible 
common equity. Banks have sought to mitigate the impact 
of changes in market valuations on their book values by 
relying on their HTM portfolios more in recent years.

AFS and HTM securities at US banks and thrifts 
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AFS and HTM securities at US banks and thrifts 

Total AFS securities ($ trillion) Total HTM securities ($ trillion)
HTM securities/total securities (%)

Date compiled June 28, 2016.
Data is based on regulatory filings. 
Analysis includes U.S. government, state & municipal and residential mortgage-backed securities at U.S. commercial banks, savings banks 
and savings & loan associations. Industrial banks, nondepository trusts and cooperative banks were excluded.
AFS securities are valued at fair value, while HTM securities are valued at cost. The sum of these two is equal to total securities.
AFS = available for sale; HTM = held-to-maturity
Source: SNL Financial, an offering of S&P Global Market Intelligence
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Composition of HTM securities at US banks and thrifts
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Composition of HTM securities at US banks and thrifts

Total HTM securities ($B) Government securities/total HTM securities (%)

State and political securities/total HTM securities (%) RMBS securities/total HTM securities (%)

Other securities/total HTM securities (%)

Date compiled June 28, 2016.
Data is based on regulatory filings. 
Analysis includes U.S. government, state & municipal and residential mortgage-backed securities at U.S. commercial banks, savings banks 
and savings & loan associations. Industrial banks, nondepository trusts and cooperative banks were excluded.
HTM securities are valued at cost.
HTM = held-to-maturity
Source: SNL Financial, an offering of S&P Global Market Intelligence

HTM portfolios represented 23.6% of all securities at the 
end of the first quarter, up from 23.2% at the end of the 
fourth quarter and 20.9% a year ago, according to SNL data.

In the first quarter, the banking industry in aggregate 
grew HTM securities by 16.9% from year-ago levels, while 
AFS securities held nearly flat in the period.

As long-term rates fell back near historical lows, some in-
stitutions invested cautiously, keeping in mind the negative 
AOCI impact that could come if interest rates begin to rise. 
When evaluating investment opportunities, Wells Fargo & 
Co. CFO John Shrewsberry noted at a recent investor con-
ference that his company considered what could happen to 
capital levels if rates rose 100 basis points or more.

Many securities banks hold are likely to see their values 
come under pressure if rates rise. This has become even 
more pronounced for institutions with more than $50 bil-

lion in assets, which are subject to the liquidity coverage 
ratio, or LCR. That provision requires them to hold higher 
concentrations of market sensitive securities such as Trea-
surys and Ginnie Maes.

Other regulations have caused banks to be more wary 
of swings in the market and the impact changes in values 
would have on their balance sheets. The originally pro-
posed Basel III rules in the summer of 2012 required AOCI 
to flow through regulatory capital at all banks. Ultimately, 
a year later, the final Basel III rules allowed non-advanced 
approach institutions, generally those with less than $250 
billion in assets, to opt out of that provision.

HTM portfolios have grown by 93.7% since the LCR sur-
faced in proposed form in the fall of 2013, while increasing 
by nearly 191.1% since the Basel III rules were first pro-
posed. Conversely, banks’ AFS portfolios have risen 1.8% 
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Top 20 banks and thrifts by HTM balances as of Q1'16
HTM securities AFS securities

% of tangible 
assets

% of tangible 
assets

Company (top-level ticker)
Q1'16 

balance ($B)
YOY 

change (%) Q1'16
Q1'16 

balance ($B)
YOY 

change (%) Q1'16
Bank of America Corp. (BAC) 97.98 63.80 4.63 285.24 -1.68 13.48
Wells Fargo & Co. (WFC) 79.35 18.20 4.37 260.54 1.03 14.34
Charles Schwab Corp. (SCHW) 53.69 44.42 28.32 70.84 18.89 37.36
JPMorgan Chase & Co. (JPM) 47.93 -2.70 2.02 237.34 -15.49 9.99
U.S. Bancorp (USB) 42.11 -7.64 10.06 64.91 14.23 15.51
Bank of New York Mellon Corp. (BK) 41.72 1.16 11.87 76.29 -13.02 21.71
TD Group US Holdings LLC (TD)1 37.35 1.67 14.34 54.31 14.45 20.85
Citigroup Inc. (C) 36.89 58.64 2.08 308.24 3.88 17.37
State Street Corp. (STT) 31.21 92.14 13.21 71.40 -26.48 30.23
Capital One Financial Corp. (COF) 25.08 7.91 7.96 40.09 1.96 12.72
BB&T Corp. (BBT) 19.35 -5.21 9.52 27.13 25.17 13.35
PNC Financial Services Group Inc. (PNC) 15.15 14.91 4.31 57.41 20.67 16.32
E*TRADE Financial Corp. (ETFC) 14.97 19.58 32.55 14.72 4.60 32.02
United Services Automobile Association 13.79 -2.66 9.73 47.33 6.25 33.40
HSBC North America Holdings Inc. (HSBA) 13.64 -2.71 4.75 38.77 17.16 13.49
MUFG Americas Holdings Corp. (8306) 10.60 16.22 9.02 13.01 -2.45 11.07
First Republic Bank (FRC) 9.58 57.98 15.50 1.81 26.66 2.93
Morgan Stanley (MS) 9.43 477.51 1.18 68.17 0.50 8.54
Prosperity Bancshares Inc. (PB) 9.35 -1.01 46.49 0.10 -26.87 0.48
SVB Financial Group (SIVB) 8.55 9.36 19.61 14.33 4.21 32.87
Industry aggregate* 796.85 16.88 4.99 2,587.79 0.09 16.20
Date compiled June 28, 2016.
Includes all operating top-tier U.S. banks and thrifts.
Data is based on regulatory filings.
1 TD Group US Holdings LLC replaced TD Bank US Holding Co. as the top-tier bank holding company of Toronto-Dominion Bank during the 
third quarter of 2015. Prior-year financials are based on regulatory filings disclosed for TD Bank US Holding Co.
* Includes all U.S. commercial banks, savings banks and savings and loan associations.
AFS securities are valued at fair value, while HTM securities are valued at cost. The sum of these two is equal to total securities.
AFS = available for sale; HTM = held-to-maturity
Source: SNL Financial, an offering of S&P Global Market Intelligence

since the fall of 2013 but declined 2.5% since the summer 
of 2012.

Still, some advisers have encouraged banks to not let 
their interest rate outlook dictate their investment strat-
egy. Ethan Heisler, president of The Bank Treasury News-
letter, suggested in a late June note to clients that banks 
should “stop worrying about AOCI.” He said AOCI is unlikely 
to become a “big number” on bank balance sheets for the 
foreseeable future since rates are unlikely to rise soon.

Others have argued that banks should not be focused on 
valuation changes in their bond portfolios no matter what 
happens to rates. Scott Hildenbrand, chief balance sheet 

strategist at Sandler O’Neill, said during an early June we-
binar for the firm’s clients that bank managers should not 
allow mark-to-market concerns influence investing activity. 
Asset/liability needs should drive investments in the bond 
portfolio, he said.

Hildenbrand further noted that as long as banks recover 
the funds they put to work in their bond portfolios, institu-
tions should not worry too much about fluctuations in the 
market.

“An investor is not going to care about the valuation of 
a company based on the interest rate mark of the bond 
portfolio,” Hildenbrand said. 


