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W hile rising interest rates over the past year have 
been painful for most fixed-income sectors, all-in 
higher yields and the inversion of the yield curve 

have now made short-duration strategies an attractive area 
for institutional investors to explore, according to MetLife 
Investment Management. 

Scott Pavlak, head of short-duration fixed income at MetLife 
Investment Management, defines short-duration portfolios 
as those whose average durations range from a half- to 
two-and-a-half years. In his view, now is an opportune time 
to invest in this space. His optimism is based on the belief 
that the Federal Reserve has neared the end of its cur-
rent tightening cycle; front-end yields are at levels not seen 
since the Global Financial Crisis and unlikely to decline to 
the low levels that have prevailed for much of the post-GFC 
period; and the firm’s research that shows a short-duration 
portfolio’s income generation, more so than price return, 
will drive performance over a market cycle.

“We looked at the total returns of a simple one- to three-
year Treasury index to analyze the composition of returns 
going back several decades,” Pavlak said. “Price-only re-
turns were negative over many five-year rolling cycles, but 
income-only returns were positive — so much so as to push 
overall returns consistently positive. It is why when con-
structing a portfolio, a core tenet of our investment philos-
ophy is to continuously strive to have a ‘yield advantage’ 
compared to the various benchmark indices we manage 
against.”

THE TIME IS RIGHT
MetLife Investment Management’s institutional clients use 
short-duration strategies for a variety of objectives. Ac-
cording to Pavlak, these may include investing surplus op-
erating funds, matching assets to liabilities, incorporating 
a portfolio as part of a stable-value investment program 
or making a defensive, tactical allocation within a broader 
investment strategy. 

Regardless of the client’s goals, we believe the short-du-
ration environment is more appealing today than it has 
been in a long time. “As an active manager, structuring a 
high-quality, multi-sector, liquid portfolio with an average 
AA rating and an average yield of 5% to 6% is an opportu-
nity that many institutions find compelling. As a result, the 
firm has seen inflows from existing clients and new man-
dates from others,” Pavlak said. 

ACROSS THE UNIVERSE
The universe of short-duration strategies is large — and it 
encompasses a wide variety of sector preferences, average 
portfolio durations and credit quality, according to Pavlak.

For example, some managers invest exclusively in U.S. gov-
ernment securities, while others allocate heavily to invest-
ment-grade credit or structured bonds, such as asset- and 
mortgage-backed securities. Still others may include alloca-
tions to less-liquid areas like emerging markets, high-yield 
and nondollar securities. Additionally, some managers com-
pletely hedge duration risk while others in the short-dura-
tion space have average portfolio durations that stretch to 
as much as four years.

The sheer breadth of the short-duration universe under-
scores the importance of knowing how managers generate 

performance and understanding how they manage risk. 
“Depending on the market environment, there can be sig-
nificant dispersion in manager performance. We believe it 
is important for entities allocating capital to an investment 
manager to lift the hood on a firm’s resources and strategies 
to better understand not just what managers are doing to 
achieve their returns but also the risks they are taking in the 
process,” Pavlak said.

MetLife Investment Management’s short-duration team 
employs a joint top-down and bottom-up approach. “Top-
down identifies investment themes that, in turn, help drive 
sector allocations and risk budgeting decisions. Then, 
working with the firm’s global credit, structured and munici-
pal research groups, the team utilizes a bottom-up security 
selection process to source best ideas to populate port-
folios within each specific sub-sector,” he said. Portfolios 
typically maintain an average credit quality of at least AA 
minus and are multi-sector in nature, with varying alloca-
tions based on the team’s outlook as well as sector and 
security valuations. 

DEFENSIVE STANCE, TACTICAL OPPORTUNITY
Pavlak sees an attractive return environment for short-du-
ration strategies continuing for the foreseeable future. His 
team expects the Fed to hold the fed funds rate steady this 
year, which is contrary to the predictions of others. 

“Our view is that we saw the peak in front-end interest rates 
— two-year to five-year yields — in early March of this year, 
and that the Fed will be biased to stay on the sidelines as 
the labor market remains resilient and inflation, although 
also having peaked, will be slow to decline to the Fed’s tar-
get levels,” Pavlak said. “From our perspective, even with a 
lower fed funds rate in 2024 and 2025, interest rates at the 
front end will remain higher than where they have been over 
the last decade. Putting all of it together means that, in our 
view, investors should continue to earn attractive returns 
from their short-duration portfolios, despite potentially ele-
vated interest rate and spread volatility.”  

In anticipation of an economic slowdown that it expects to 
play out later this year, the MetLife Investment Management 
short-duration team has sought to position its portfolios 
more defensively. The prospect of a further contraction in 
the economy with continuing financial stress and potentially 

wider credit spreads has the team emphasizing higher qual-
ity trades in their portfolios while reducing exposure to vari-
ous cyclically exposed sub-sectors and securities.

As it relates to the current yield curve, Pavlak explained, 
“While we know at some point [it] will likely normalize, today 
with the inverted yield curve, we believe a manager has to 
balance the temptation to grab only the shortest-duration, 
highest-yielding securities against the prospect that if inter-
est rates rally, in general, a longer-duration security with a 
lower yield may perform better. We like the idea of structur-
ing portfolios that maintain a duration where investors can 
lock in near-the-top yields for an extended period of time.” 

IMPORTANCE OF MANAGER SELECTION
What should institutions look for when hiring a short-dura-
tion manager? Pavlak listed a number of attributes that are 
worth exploring. 

There is no substitute for stability and experience, he said, 
adding, “We believe a seasoned team that has worked to-
gether for years and is familiar with managing portfolios 
through changing monetary and business cycles can give 
investors a degree of confidence as, in our view, they are 
able to validate how the team and its investment process 
have performed over longer and differing market cycles.”  

In addition, “we believe a team of dedicated short-duration 
sector specialists brings a laser-like focus to the front end 
of the fixed-income market and should be better attuned 
to its opportunities and risks — unlike generalist fixed-in-
come teams that may manage across the entire maturity 
spectrum,” Pavlak said. Experience in constructing port-
folios that diversify risks, specifically across the multitude 
of short-duration sub-sectors, is also important, he noted. 
“Ultimately, of course, performance is where the rubber 
meets the road. If managers are properly resourced, can 
identify opportunities for alpha generation as well as ad-
dress the inherent risks present at different points in the 
cycle, results should follow accordingly,” he said.

Overall, Pavlak emphasized the importance of building and 
maintaining strong relationships with institutional clients, as 
well as having a global presence and access to a broad and 
deep resource base. “Our institutional clients place a high 
value on all of these characteristics,” he concluded. “They 
understand the benefits of partnering with a manager who 
prioritizes communication, accessibility and whose time-test-
ed investment process produces consistent results.” ■
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Disclaimers

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 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.

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.

In the U.K. 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 Level 34 One Canada Square London E14 5AA United Kingdom. This document is only intended for, and may only be distributed to, investors in the EEA who qualify as a Professional 
Client as defined under the EEA’s Markets in Financial Instruments Directive, as implemented in the relevant EEA jurisdiction. The investment strategy described herein is intended to be structured as an 
investment management agreement between MIML (or its affiliates, as the case may be) and a client, although alternative structures more suitable for a particular client can be discussed.

MIMEL: 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 MIMEL as marketing communications for the purposes of the EU Directive 
2014/65/EU on markets in financial instruments (“MiFID II”). Where MIMEL does not have an applicable cross-border licence, this document is only intended for, and may only be distributed on request 
to, investors in the EEA who qualify as a “professional client” as defined under MiFID II, as implemented in the relevant EEA jurisdiction. The investment strategies described herein are directly managed 
by delegate investment manager affiliates of MIMEL. Unless otherwise stated, none of the authors of this article, interviewees or referenced individuals are directly contracted with MIMEL or are 
regulated in Ireland. Unless otherwise stated, any industry awards referenced herein relate to the awards of affiliates of MIMEL and not to awards of MIMEL.

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 Asset Management Corp. (Japan) (“MAM”), 1-3 Kioicho, Chiyoda-ku, Tokyo 102- 0094, Tokyo Garden Terrace KioiCho Kioi Tower 
25F, a registered Financial Instruments Business Operator (“FIBO”) under the registration entry Director General of the Kanto Local Finance Bureau (FIBO) No. 2414.

For Investors in Hong Kong: 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”).

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.

1 MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for the following affiliates that provide investment management services 
to MetLife’s general account, separate accounts and/or unaffiliated/third party investors: Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment 
Management Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife Asset Management Corp. (Japan), MIM I LLC, 
MetLife Investment Management Europe Limited, Affirmative Investment Management Partners Limited and Raven Capital Management LLC
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