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AFS portfolios, meanwhile, have actually declined by $55.84 
billion, or 2.3%, during the same period.

The final Basel III rules, however, allowed non-advanced 
approach institutions, generally those with less than $250 
billion in assets, to opt out of the rule that causes AOCI to 
flow through regulatory capital. Because many of the na-
tion’s largest banks were required to opt in to the AOCI rule, 
they have led the way in building in their HTM portfolios.

Protecting securities from moving underwater in a rising 
rate environment has become even more important in a 
post-liquidity-coverage-ratio world. The liquidity coverage 
ratio (LCR) applies to banks above $50 billion in assets and 
requires covered institutions to hold “high quality liquid 
assets” greater than, or equal to, their projected cash 
outflows minus their inflows during a 30-calendar-day 
stressed scenario. Many HQLAs are rate-sensitive assets 
such as U.S. Treasurys and likely would come under pres-
sure when interest rates rise.

Banks with more than $250 billion in assets began com-
plying with the LCR on Jan. 1, 2015, and spent much of the 
first nine months of 2014 working toward compliance with 
the provision. As those institutions built HQLAs to comply 
with the LCR, they placed many of those securities in their 
HTM portfolios.

Those institutions — JPMorgan Chase & Co., Bank of 
America Corp., Citigroup Inc., Wells Fargo & Co., Goldman 
Sachs Group Inc., Morgan Stanley, U.S. Bancorp, PNC Finan-
cial Services Group Inc., Capital One Financial Corp., HSBC 
North America Holdings Inc. and TD Bank US Holding Co. 
— increased their HTM portfolios in the second quarter by 
a median of 5.0% from the prior quarter and grew those 
portfolios by nearly 25% from a year earlier, according to 
SNL data.

Banks can sacrifice liquidity some when placing securi-
ties in their HTM portfolios because they are usually com-
mitting to hold those assets until they mature, even if they 
will carry lower, relative yields when interest rates rise. 
Transfers of securities from HTM portfolios into available 
for sale can occur, though the move brings limitations.

For instance, in the second quarter, Hudson City Bancorp 
Inc. transferred securities classified as held to maturity 
with a carrying value of $1.22 billion to available for sale, 
resulting in unrealized gains of $48.3 million. The company 
had sought to recognize gains in its securities portfolio to 
supplement earnings, which have been hindered by severe 
pressure on its net interest margin. Hudson City also noted 
when reporting second-quarter results that it continued 
to carry excess liquidity and had “very little appetite for 
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Data compiled Sept. 18, 2015.
Analysis includes second-quarter securities balances from 2000 to 2015 for commercial banks and savings banks. Excludes savings 
institutions that either changed charters or started filing call reports in 2012 after the Office of Thrift Supervision was shut down. 
Available-for-sale securities and held-to-maturity securities are shown on a cost basis.
Data based on regulatory filings. 
Source SNL Financial


