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US banks continue to move excess cash into bonds, but
some proceed with caution
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Banks deployed more excess liquidity in the bond market in the fourth quarter, though a number of institutions seemed
to view future investments — particularly those further out on the yield curve — with greater trepidation.
Banks allocated more cash to securities in the fourth quarter as excess liquidity continued to build on their balance
sheets. Deposit growth continued to flow into banks in the final three months of 2020, while loan demand remained
weak.
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Securities became larger portions of bank balance sheets, growing to 23.4% of assets from 22.6% in the third quarter
as long-term interest rates rose in the period. The yield curve steepened in the fourth quarter, with the average yield on
the 10-year Treasury moving to 0.86% from 0.65% in the third quarter, while short-term rates held steady. Bank
managers leaned into the increase in long-term rates in the period and increased their exposure to further out on the
yield curve.

In the fourth quarter, securities portfolios grew 6.7% from the prior quarter, but investments on the long end of the yield
curve grew even more quickly. Bonds expected to reprice or mature in more than 15 years increased nearly 10% from
the prior period, rising to 35.3% of bank-held securities.
Meanwhile, banks trimmed their exposure to shorter-term securities in the fourth quarter. Securities expected to mature
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or reprice in less than three years declined 3.0% in the fourth quarter from the prior period. With the decreases in
positions, shorter-term securities declined to 26.6% of total securities from 29.3% in the prior quarter.
Some banks that grew their securities portfolios in 2020 expressed hesitation about further growth, at least in the near
term. Texas Capital Bancshares Inc. CFO Julie Anderson, for instance, said in late January that the company would be
cautious given the movement in interest rates.
"In a couple of months, we'll tell you more about what we're planning for the bond portfolio. But I think for now, we would
probably expect to pause a little bit on some of that growth," Anderson said on the company's fourth-quarter earnings
call.

Hancock Whitney Corp. CFO Michael Achary said on the company's fourth-quarter earnings call that the company is
trying to balance the prospect of keeping funds in cash, where they would earn very little yield, against opportunities to
put the funds into longer-duration assets in the bond market.
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"We're going to do a little bit of both. We're going to monitor, obviously, what goes on with our balance sheet every
single day," Achary said.
Other institutions were even more hesitant to invest more of their cash at such historically low rates.
Regions Financial Corp. CFO David Turner said during the company's fourth-quarter earnings call in late January that
the company was hesitant to put more excess liquidity to work in its bond portfolio. However, the executive said if the
yield curve steepened further or if excess liquidity grew from levels at that time, the company's view might change.
"We've grown our securities book fairly strong compared to our peers. Now some have more cash than we do. But we're
all trying to figure this out. We're all trying to figure out what type of risk we want to run. And I think for us, it's just — it's
more rate-driven than anything," Turner said on the call.
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Long-term rates have risen notably in recent weeks, with the yield on the 10-year Treasury climbing 35 basis points
during February. The benchmark rate has risen as the outlook for economic growth has improved, while the prospect of
additional government stimulus has raised some inflation concerns. With the recent increase, the average yield on the
10-year Treasury in the first quarter of 2021 had risen to 1.18% through March 1.
Cash has continued to build on bank balance sheets during that time frame, according to the Federal Reserve's H.8
release, which tracks commercial bank balances on a weekly basis. That data shows that banks have deployed even
more cash into securities since the end of the fourth quarter as excess liquidity has continued to build. The Fed data
shows deposits climbed another 2.2% through the week ended Feb. 17, while loans have dipped modestly during the
period. Securities, meanwhile, have grown 3.2% during the time frame.
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This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately
managed division of S&P Global.
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