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Financial

Banks continuing to rely on HTM to combat  
market volatility
August 26, 2014 
By Nathan Stovall and Salman Aleem Khan

Banks have continued to seek safe haven from rising interest rates 
in their held-to-maturity portfolios, more than doubling those books 
over the last two years.

Banks have placed large amounts of securities in held-to-maturity 
(HTM) portfolios to protect those assets from fluctuations in the 
market as they eye the prospect of rising rates. Unlike with bonds in 
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 
accumulative other comprehensive income, or AOCI, and impact 
tangible common equity. Banks saw their tangible common equity 
come under pressure when long-term rates rose in the spring and 
early summer of 2013 because many bonds they own are rate-
sensitive assets such as U.S. Treasurys. Banks have sought to mitigate 
the impact changes in market valuations have on their book values 
by relying on their HTM portfolios more and more. Banks increased 
their HTM portfolios to 18.98% of all securities at the end of the 
second quarter from 17.75% in the linked quarter and 11.82% a year 
earlier, according to SNL data.

Advisers say banks often classify longer-duration securities such 
as municipal bonds as held-to-maturity since longer-dated bonds 
could come under pressure when rates rise. Banks have also clas-
sified as HTM a number of liquid securities purchased to meet the 
requirements of new provisions such as the liquidity coverage ratio, 
since they have no intention of selling those assets, but they are 
likely to come under pressure when interest rates rise, advisers say. 
Indeed, SNL data show that banks reported a 60.66% sequential 

increase in the amount of U.S. Treasury securities held in HTM port-
folios in the second quarter, while disclosing 15.53% sequential 
growth in munis in their HTM books in the period.

Larger banks that have to comply with the liquidity coverage ratio 
and the net stable funding ratio have the led the way in building 
HTM portfolios. Not only are large banks trying to protect those 
bonds from swings in the market, but under the Basel III rules, 
changes in the value of AFS portfolios would also flow through regu-
latory capital at institutions with more than $250 billion in assets.

Banks with more than $250 billion in assets — JPMorgan Chase & 
Co., Bank of America Corp., Citigroup Inc., Wells Fargo & Co., Gold-
man Sachs Group Inc., Morgan Stanley, U.S. Bancorp, PNC Financial 
Services Group Inc., Capital One Financial Corp. and HSBC North 
America Holdings Inc. — increased their HTM portfolios in the 
second quarter by an average of 24.89% from the prior quarter and 

33.57% from a year earlier, according to SNL data.

Banks with more than $50 billion in assets — which 
are subject to the liquidity coverage ratio — have 
built their HTM portfolios considerably as well. Banks 
in that group increased their HTM portfolios at the 
end of the second quarter by 9.80% from the linked 
quarter and nearly 100% from year-ago levels, SNL 
data show.

Smaller banks have relied on their HTM portfolios 
more recently as well, but the increases have not 
been as pronounced as at their larger counterparts. 
Banks with assets between $10 billion and $50 billion 
increased their HTM portfolio by 9.33% from the first 
quarter and 37.70% from a year earlier. That group of 
institutions also continued to build their AFS portfo-
lios in the second quarter as loan growth remained 
challenging for many institutions. Those banks in-
creased their AFS portfolios by 1.01% from the prior 
quarter and 2.18% from one year ago.

AFS, HTM securities at banks and thrifts
Available-for-sale 

securities1
Held-to-maturity 

securities1

Balance ($B) Change (%) Balance ($B) Change (%)
Assets ($) Q2'14 QOQ YOY Q2'14 QOQ YOY
> 50B  1,749.63 0.48 -3.60 401.34 9.80 99.33
10B-50B  229.09 1.01 2.18 87.03 9.33 37.70
5B-10B  79.11 -8.48 -2.22 19.39 -3.29 26.17
1B-5B  176.15 -1.77 -6.47 38.84 4.99 24.51
<1B  269.17 -2.20 -5.23 39.25 0.76 8.04
Total  2,503.14 -0.24 -3.45 585.85 8.27 68.62
As of Aug. 18, 2014.
Analysis includes commercial banks and savings banks.
Data based on regulatory filings. 
1 Available-for-sale securities and held-to-maturity securities are 
shown on a cost basis.
Source: SNL Financial
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As of Aug. 18, 2014.
Represents aggregates for commercial banks and savings banks since the first quarter of 2012.
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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