In shades of the past,
banks build HTM
portfolios before rate
cycle turns
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As banks wait for interest rates to move higher, they
continue to protect significant amounts of their securities
portfolios from swings in the market.
Facing the prospect of rising rates and new capital and
liquidity standards, banks have placed large amounts of
securities in held-to-maturity (HTM) portfolios. Unlike available-for-sale (AFS) portfolios, banks are not required to
make mark-to-market adjustments to their HTM buckets
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
and more. HTM portfolios represented 20.7% of all securities at the end of the second quarter, up from 17.5% a year
ago, according to SNL data.
While new regulations have prompted banks to use HTM
portfolios more than witnessed historically, banks took
similar actions ahead of the last rate tightening cycle. By
the end of the second quarter of 2004, banks had increased
their HTM portfolios by 21% from year-ago levels. A year
later, banks had built their HTM portfolios by another 7.7%
from year-ago levels. Banks’ HTM portfolios were much
smaller in mid-2004, though, equating to just 8.4% of all
securities and 9.0% of securities at June 30, 2005.
The Federal Reserve began raising short-term rates in
June 2004, increasing the target fed funds rate by 225 basis
points between Jan. 1, 2004, and June 30, 2005. The yield
on the benchmark 10-year Treasury, however, actually declined during that period, falling 22 basis points.
Bankers are waiting for another change in the rate cycle
in the not-too-distant future. Many economists still expect
both short-term and long-term rates to begin increasing
soon, with the Federal Reserve taking action to lift the fed
funds rate off historical lows later this year and continue
moving the key rate higher in 2016. Economists also expect
the yield on the 10-year Treasury to increase over the next
year.
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Eyeing that prospect, banks have steadily built their HTM
portfolios, but they have also responded to regulations
passed in the aftermath of the crisis. For instance, the originally proposed Basel III rules required AOCI to flow through
regulatory capital at all banks. Institutions have ramped up
transfers of securities to HTM portfolios significantly since
the provision was first proposed in the summer of 2012.
Since the second quarter of 2012, HTM portfolios have
risen by $396.27 billion, or 181.7%, according to SNL data.
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Data compiled Sept. 18, 2015.
Analysis includes 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.
Asset-size groups are based on total assets for each respective quarter.
1 Available-for-sale securities and held-to-maturity securities are shown
on a cost basis.
Data based on regulatory filings.
Source: SNL Financial

AFS, HTM securities at banks and thrifts
through Q2’04
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15.75

Data compiled Sept. 18, 2015.
Analysis includes 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.
Asset-size groups are based on total assets for each respective quarter.
1 Available-for-sale securities and held-to-maturity securities are shown
on a cost basis.
Data based on regulatory filings.
Source: SNL Financial
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