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Changing the Composition of the SOMA Portfolio
• As the Federal Reserve’s balance sheet normalizes, an important step will be to 

structure the SOMA portfolio to more closely match the composition of outstanding 
Treasury debt.

• All else equal, this suggests a Fed-driven steepener if we assume an optimal SOMA 
portfolio size of approximately $5 trillion

• We do not believe the debt ceiling debate will delay the normalization process
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In the previous part of “QT or not QT” we discussed how the Federal Reserve balance sheet needs to 
change as it approached an optimal level. The final step, discussed by participants in the most recent 
Federal Open Market Committee (FOMC) meeting, is to structure securities purchases in a way 
that would move the composition of the SOMA portfolio closer to the composition of outstanding 
Treasury debt. What would that mean for the current portfolio?

The Composition of US Treasury Holdings in the SOMA 
The table below, which shows the current composition of outstanding Treasury debt compared to 
the composition of the SOMA portfolio, indicates that the Federal Reserve is overweight in longer-
duration bonds and underweight in shorter-duration bills and notes. 

If we use the optimal portfolio size of ~$5 trillion (and the absence of any Agency holdings) as we did 
in our prior piece, the Fed will have to buy $1.4 trillion of shorter duration notes while rolling off $350 
billion of longer-duration bonds. 

All else equal, the composition change implies a steepening of the curve driven by the Fed’s need for 
shorter-term instruments to align with the expected structure of the overall Treasury market.

The Timing of Normalization
The Open Market Desk’s January Survey of Market Expectations showed that the median 
expectation for the end of quantitative tightening (QT) was in June or July of this year. Some FOMC 
participants noted that timing could be delayed if debt ceiling issues cause large swings in reserves 
over the coming months, and it may be prudent to consider pausing QT until any debt crisis is 
resolved to avoid reserves falling below acceptable levels. Hitting the debt ceiling would require 
the Treasury to spend out of the general account (TGA) and curb bill issuance, essentially injecting 
reserves into the banking system. Once the crisis is resolved, restarting bill issuance would reverse 
the effect and cause a potentially rapid decline in liquidity.  

    Bills Notes Bonds TIPS FRNs Total

Total Outstanding1 USD $1,134 $13,924 $4,886 $1,962 $558 $22,465

Share 5.0% 62.0% 21.8% 8.7% 2.5% 100.0%

SOMA Portfolio2 USD $66 $1,930 $1,511 $312 $8 $3,827

Share 1.7% 50.4% 39.5% 8.1% 0.2% 100.0%

Ideal Portfolio USD $270 $3,321 $1,165 $468 $133 $5,358

Share 5.0% 62.0% 21.8% 8.7% 2.5% 100.0%

Difference USD $204 $1,391 -$345 $156 $125 $1,531

1 February 2025 Monthly Statement of Public Debt. Unmatured securities outstanding with maturity dates after 6/30/2025
2 Domestic non-agency security holdings as of March 5, 2025, with maturity dates after 6/30/2025
Dollar values in billions
Source: Federal Reserve, U.S. Treasury, MIM. As of 3/14/2025.

https://investments.metlife.com/insights/macro-strategy/qt-or-not-qt/
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While certainly a concern, we believe the Fed will not have to curb QT for a few reasons:

1. The Fed did not have to slow the pace of QT during the 2023 debt crisis.

2. Single-party control of the executive branch as well as both bodies of Congress make a debt 
ceiling crisis less likely this year. 

3. Reserves (as a share of GDP) remain reasonable. While they are not as high as the mid-2010s or 
post-pandemic, they are higher than they were in 2019 when the Fed did have to pause QT.  

Economic shocks coming from trade, immigration, or fiscal policy are just as, if not more likely to 
cause disruption in the Fed’s QT plans. Our base case is for near-term uncertainty to give way to 
medium-term growth, allowing the balance sheet normalization process to continue.

Source: Federal Reserve, U.S. Bureau of Economic Analysis (BEA), MIM. As of 3/14/2025.
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Disclaimer
This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for distribution with Retail 
Investors. 

This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not constitute a recommendation 
regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer for sale or subscription of, solicitation 
or invitation of any offer or recommendation to purchase or subscribe for any securities or investment advisory services. The views expressed herein are solely 
those of MIM and do not necessarily reflect, nor are they necessarily consistent with, the views held by, or the forecasts utilized by, the entities within the MetLife 
enterprise that provide insurance products, annuities and employee benefit programs. The information and opinions presented or contained in this document are 
provided as of the date it was written. It should be understood that subsequent developments may materially affect the information contained in this document, 
which none of MIM, its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may 
not rely on this document as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may perform services 
for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives) of any company mentioned herein. 
This document may contain forward-looking statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which 
are not necessarily indicative of the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, may 
turn out to be wrong. 

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. Property is a specialist 
sector that may be less liquid and produce more volatile performance than an investment in other investment sectors. The value of capital and income will fluctuate 
as property values and rental income rise and fall. The valuation of property is generally a matter of the valuers’ opinion rather than fact. The amount raised when 
a property is sold may be less than the valuation. Furthermore, certain investments in mortgages, real estate or non-publicly traded securities and private debt 
instruments have a limited number of potential purchasers and sellers. This factor may have the effect of limiting the availability of these investments for purchase 
and may also limit the ability to sell such investments at their fair market value in response to changes in the economy or the financial markets.

For investors in the U.S.: This document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission 
registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the SEC does not imply a 
certain level of skill or that the SEC has endorsed the investment advisor. 

For investors in the UK: This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial 
Conduct Authority (FCA reference number 623761), registered address One Angel Lane 8th Floor London EC4R 3AB United Kingdom. This document is approved 
by MIML as a financial promotion for distribution in the UK. This document is only intended for, and may only be distributed to, investors in the UK who qualify as a 
“professional client” as defined under the Markets in Financial Instruments Directive (2014/65/EU), as per the retained EU law version of the same in the UK.

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various jurisdictions) only. The 
recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation Council (“GCC”) or the Middle East has reviewed 
or approved this document or the substance contained within it, (2) this document is not for general circulation in the GCC or the Middle East and is provided on a 
confidential basis to the addressee only, (3) MetLife Investment Management is not licensed or regulated by any regulatory or governmental authority in the Middle 
East or the GCC, and (4) this document does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle 
East or in any jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws of such jurisdiction (and this 
document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Investment Management Japan, Ltd. (“MIM JAPAN”), a registered Financial Instruments 
Business Operator (“FIBO”) conducting Investment Advisory Business, Investment Management Business and Type II Financial Instruments Business under the 
registration entry “Director General of the Kanto Local Finance Bureau (Financial Instruments Business Operator) No. 2414” pursuant to the Financial Instruments 
and Exchange Act of Japan (“FIEA”), and a regular member of the Japan Investment Advisers Association and the Type II Financial Instruments Firms Association 
of Japan. In its capacity as a discretionary investment manager registered under the FIEA, MIM JAPAN provides investment management services and also sub-
delegates a part of its investment management authority to other foreign investment management entities within MIM in accordance with the FIEA. This document 
is only being provided to investors who are general employees’ pension fund based in Japan, business owners who implement defined benefit corporate pension, 
etc. and Qualified Institutional Investors domiciled in Japan. It is the responsibility of each prospective investor to satisfy themselves as to full compliance with 
the applicable laws and regulations of any relevant territory, including obtaining any requisite governmental or other consent and observing any other formality 
presented in such territory.  As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market 
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks including the potential for loss of principle 
and past performance does not guarantee similar future results. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of 
Financial Instruments and Exchange Act carefully before making the investments.

For Investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not been reviewed by 
the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 
(advising on securities) and Type 9 (asset management) regulated activities.

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of the Corporations Act 
2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the Act in respect of the financial services it 
provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different from Australian law. 

For investors in the EEA: This document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised and regulated by the 
Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, Ireland. This document is approved by 
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