
http://www.snl.comOne SNL Plaza, P.O. Box 2124, Charlottesville, VA 22902   Phone: 434.977.1600   News fax: 434.293.0407   www.spglobal.com/marketintelligence
© 2016, S&P Global Market Intelligence. All Rights Reserved. Proprietary and Confidential. Use limited and subject to S&P Global Market Intelligence license.

REPRINTED 
FROMSome banks keep 

powder dry, but 
industry faces 
reinvestment risk

By Nathan Stovall and Venkatesh Iyer  June 30, 2016

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

Decreases in long-term rates have prompted some banks 
to take a cautious investment approach, but even those 
institutions could still see their security yields come under 
pressure as they reinvest existing cash flows at lower rates.

The Federal Reserve finally raised short-term rates in 
mid-December but long-term rates have fallen consider-
ably since then, with the yield on the 10-year Treasury 
dropping to 1.78% at the end of the first quarter from 
2.27% at year-end 2015.

in the first quarter, but does not plan on continuing that 
strategy going forward.

“Of course, there will be a day also where, whether it’s 
at the short end of the curve or a little bit further out, we 
can redeploy some of this excess liquidity in an incremen-
tally more profitable way without taking that much more 
risk,” Shrewsberry said at the conference, according to the 
transcript.

Banks have put fewer funds to work in the bond market 
in recent quarters, but the size of those portfolios remains 
quite large. SNL data shows that securities fell to a median 
of 18.9% of tangible assets at the end of the first quarter, 
compared with 20.2% a year earlier and 21.4% two years 
ago.

Banks with higher balances of securities could see their 
net interest margins come under pressure in the second 
quarter due to the recent drop in long-term rates. While 
the yield on the 10-year Treasury fell nearly 50 basis points 
in the first quarter, the average yield on the 10-year has 
been 15 basis points lower in the second quarter, Raymond 
James’ bank analyst team noted in a June 27 report. The last 
time the 10-year declined considerably quarter over quar-
ter — the average yield fell 31 basis points from the fourth 
quarter of 2014 to the first quarter of 2015 — banks in 
the analysts’ coverage universe reported a 10-basis-point 
decrease in earning-asset yields. The decline caused those 
institutions’ average net interest margin to contract by 5 
basis points in the period, the analysts said. 

Some banks could decide to put excess liquidity to work 
when rates are higher. Stifel’s Fixed Income Strategy team 
recommended this in early June, suggesting that banks 
keep duration short to take advantage of higher rates when 
they eventually come to pass.

That has not occurred as the weak May employment 
report and the news of Brexit have sent yields lower and 
called into question the possibility of future Fed rate hikes.

Some banks have to maintain certain levels of security 
balances as that has occurred, in part to comply with regu-
lations. Banks with more than $50 billion in assets, which 
held 72.8% of all securities in the banking industry at end 
of the first quarter, are required to maintain high-quality 
liquid assets greater than their projected cash outflows 
during a stressed scenario to comply with the liquidity 
coverage ratio, or LCR.

Many of those high-quality liquid assets, or HQLAs, are 
low-yielding securities such as Treasurys and agency debt. 

The yield on the benchmark security has come under 
even greater pressure more recently, falling below 1.5% 
after the United Kingdom decided to leave the European 
Union. The surprise Brexit sent global long-term rates 
lower, and the yield on the 10-year Treasury followed.

As rates headed lower this year, some bank managers 
said they were hesitant to put money to work.

Wells Fargo & Co. CFO John Shrewsberry noted at a re-
cent investor conference that his company let cash build 
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Asset composition at US banks and thrifts
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Asset composition at US banks and thrifts

Total loans and leases ($ trillions) Total securities ($ trillions)

Total other tangible assets ($ trillions) Median total securities/total tangible assets (%)

Date compiled June 24, 2016.
Analysis includes U.S. government, state and municipal, and residential mortgage-backed securities at U.S. commercial banks, 
savings banks, and savings and loan associations. Industrial banks, nondepository trusts and cooperative banks were excluded.
Based on regulatory filings.
Source: SNL Financial, an offering of S&P Global Market Intelligence

The changing makeup of bank bond portfolios
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The changing makeup of bank bond portfolios

Total securities ($ trillions) Median government securities/total securities (%)

Median municipal securities/total securities (%) Median RMBS/total securities (%)

Data compiled June 24, 2016.
Analysis includes U.S. government, state and municipal, and residential mortgage-backed securities at U.S. commercial banks, savings 
banks, and savings and loan associations. Industrial banks, nondepository trusts and cooperative banks were excluded.
Based on regulatory filings.
Held-to-maturity securities are represented on a cost basis and available-for-sale securities are represented on a fair value basis.
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 and 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.
RMBS = residential mortgage-backed securities
Source: SNL Financial, an offering of S&P Global Market Intelligence
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Top 20 banks and thrifts by highest QOQ growth in securities
Q1'16 total securities ($B)

Change

Company (top-level ticker) City, state Balance QOQ YOY

Q1'16 total 
securities/ 

tangible 
assets (%)

Citigroup Inc. (C) New York, NY 345.13 9.78 25.14 19.45
Charles Schwab Corp. (SCHW) San Francisco, CA 124.53 7.97 27.77 65.68
Morgan Stanley (MS) New York, NY 77.59 5.61 8.13 9.72
TD Group US Holdings LLC (TD)1 Wilmington, DE 91.66 4.44 7.47 35.19
E*TRADE Financial Corp. (ETFC) New York, NY 29.69 3.55 3.10 64.57
BB&T Corp. (BBT) Winston-Salem, NC 46.48 2.65 4.39 22.88
HSBC North America Holdings Inc. (HSBA) New York, NY 52.41 2.61 5.30 18.24
State Street Corp. (STT) Boston, MA 102.61 2.28 -10.75 43.44
PNC Financial Services Group Inc. (PNC) Pittsburgh, PA 72.57 2.04 11.80 20.63
Northern Trust Corp. (NTRS) Chicago, IL 38.47 1.59 4.44 32.82
Ally Financial Inc. (ALLY) Detroit, MI 19.70 1.51 -0.38 12.59
Capital One Financial Corp. (COF) McLean, VA 65.17 1.49 2.61 20.69
U.S. Bancorp (USB) Minneapolis, MN 107.03 1.44 4.60 25.58
United Services Automobile Association San Antonio, TX 61.12 1.37 2.41 43.13
Zions Bancorp. (ZION) Salt Lake City, UT 9.33 1.14 4.29 16.05
Optum Bank Inc. (UNH) Salt Lake City, UT 4.12 1.06 1.14 82.68
First Republic Bank (FRC) San Francisco, CA 11.39 0.94 3.90 18.43
Fifth Third Bancorp (FITB) Cincinnati, OH 29.35 0.84 3.36 20.96
Banc of California Inc. (BANC) Irvine, CA 2.63 0.83 2.23 27.47
BMO Financial Corp. (BMO) Wilmington, DE 15.85 0.68 0.09 12.98
Industry aggregate* 3,384.64 31.09 117.32 21.19
Data compiled June 24, 2016.
Ranking limited to all operating top-tier banks and thrifts.
* Includes all U.S. commercial banks, savings banks, and savings and loan associations.
Based on regulatory filings as of March 31, 2016.
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.
QOQ = quarter over quarter; YOY = year over year
Tickers based on top-level entity's home country stock exchange.
Source: SNL Financial, an offering of S&P Global Market Intelligence

However, the Fed on April 1 finalized a rule allowing invest-
ment-grade general obligation state and municipal securi-
ties to count as HQLA. LCR-banks could see the classifica-
tion of certain munis as HQLA as a way to modestly boost 
their security yields, but the balances held fairly steady in 
banks’ investment portfolios in the first quarter with the 
prior period.

Banks’ holdings of government securities, meanwhile, 
have declined, falling to a median of 20.3% of securities in 
the fourth quarter of 2015 from 23.0% a year earlier.

Banks built RMBS balances in their securities portfolios in 
the first quarter after several years of declines. RMBS could 
experience more significant price movements in a rising-
rate environment due to negative convexity from extension 
risk, or the risk that investors will hold below-market rate 
securities for longer periods of time since prepayment 
speeds will slow when rates rise. The industry increased 
its relative exposure to RMBS in the first quarter, building 
those balances to a median 29.0% of total securities, from 
28.3% in the prior quarter. 


