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Financial

Banks continue building HTM portfolios ahead of 
rising rates
June 30, 2015 
By Nathan Stovall and Zuhaib Gull

Banks continued to build their held-to-maturity 
portfolios as they prepare for changes in the inter-
est rate cycle.

As banks wait for interest rates to rise from histori-
cally low levels and work to comply with new capital 
and liquidity standards, they 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. However, 
banks sacrifice liquidity when they place securities 
in their HTM portfolios as they are committing to 
holding the assets until they mature, even if they 
will carry lower, relative yields when interest rates 
rise.

Those mark-to-market adjustments in AFS port-
folios flow through accumulated other comprehen-
sive 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. 
Banks increased their HTM portfolios to 21.10% of 
all securities at the end of the first quarter from 
20.03% in the linked quarter and 17.74% a year 
earlier, according to SNL data.

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 pro-
vision was first proposed in the summer of 2012. Since the second 
quarter of 2012, HTM portfolios have risen by $407.15 billion, or 
148.2%, according to SNL data. AFS portfolios, meanwhile, have ac-
tually declined by $57.64 billion, or 2.21%, 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. Since many of the nation’s largest banks were required to 
opt in to the AOCI rule, they have led the way in building in their 
HTM portfolios.

While falling long-term rates in recent years would have inflated 
regulatory capital ratios since unrealized gains have built over time, 
the opposite likely would occur when interest rates eventually rise. 
A number of market watchers expect that to occur in the not-too-
distant future, with many predicting that the Federal Reserve could 
raise short-term interest rates later this year.

This has become even more important in a post-liquidity-cover-
age-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 pressure when interest rates rise.

Banks with more than $250 billion in assets began complying 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.

AFS, HTM securities at banks and thrifts

Assets 
($)

Available-for-sale securities1 Held-to-maturity securities1

Balance ($B) Change (%) Balance ($B) Change (%)
Q1’15 QOQ YOY Q1’15 QOQ YOY

> 50B  1,804.75 -0.41 3.64 494.76 10.07 35.36
10B-50B  235.57 4.92 3.87 92.39 -1.61 16.07
5B-10B  78.29 -7.21 -9.43 17.60 -5.32 -12.23
1B-5B  179.49 2.41 0.16 40.29 0.87 9.04
<1B  251.59 -1.96 -8.63 37.00 -1.89 -5.17
Total  2,549.70 -0.13 1.62 682.03 6.63 26.04
Data compiled June 22, 2015.
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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Data compiled June 22, 2015.
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


