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Executive Summary
This report is based on the results of a special study, conducted by 
Greenwich Associates in partnership with Lord Abbett, to better 
understand how institutional investors viewed the risk, liquidity 
and return profiles of their portfolios just before the onset of the 
COVID-19 crisis. The study data reveals that even before the latest 
set of challenges related to the pandemic, and even more so now 
as institutions recalibrate their portfolios in response to today’s 
unprecedented conditions, many would benefit from assets that 
can potentially help utilize their privileged liquidity position, protect 
principal and enhance yields.

A number of the institutions have been finding these qualities in 
short duration credit strategies. At the onset of the crisis, institutional 
investors were using short duration credit to optimize cash holdings—
an important function for plans that had been increasing cash positions 
in preparation for just such an event. Institutions were also using the 
product as a complement to core fixed-income allocations and as a 
way to access credit spread while limiting default risk, with the end 
goals of enhancing yield while managing liquidity and principal risk.

The COVID-19 crisis has elevated the awareness of and need for 
portfolio liquidity, while also intensifying institutions’ need to enhance 
yields to address what could be acute, long-term funding shortages. 
We believe short duration credit can be integrated into tiered liquidity 
management programs that balance the need for elevated near-term 
liquidity with the desire for more yield available in the credit markets. 

Fed action and increased market demand for fixed income have 
resulted in starkly lower yields for long-term government bonds and 
core fixed-income portfolios, leaving credit spreads in an advantaged 
position to potentially provide portfolio yield. However, not all credit is 
created equal: Elevated default risk and sector dispersion highlight the 
need for a focus on near-term maturities and an active, multi-sector 
approach, in our view.
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FOR CASH NOT NEEDED TO
ADDRESS SPECIFIC NEEDS
OVER THE NEXT 12 MONTHS,
SHORT DURATION CREDIT
STRATEGIES PRESENT AN
ATTRACTIVE OPTION TO
ENHANCE RETURNS

46%
OF INSTITUTIONS IN THE STUDY
SAY THEY ENHANCED LIQUIDITY
LEVELS IN THEIR PORTFOLIOS
OVER THE PAST 3-5 YEARS
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METHODOLOGY

From February to March 2020, Greenwich Associates, in partnership with 
Lord Abbett, conducted a study of institutional investors to understand the 
challenges they face and changes they have made to their portfolios in seeking 
to enhance returns while managing risk and liquidity. Greenwich Associates 
interviewed 117 U.S. institutional investors, including corporate pension plans, public 
pension plans, endowments and foundations, as well as several insurance plans.

THE POTENTIAL BENEFITS 
OF SHORT DURATION 
CREDIT

Short duration credit is a versatile 
product that can help meet 
liquidity needs and enhance 
yields in many types of portfolios 
for many types of investors. 
Organizations considering an 
allocation to short duration credit 
should reflect on the following 
questions:

	J Is your organization facing 
funding challenges?

	J Is liquidity a concern?

	J Are you seeking to optimize 
the yield on your strategic 
cash?

	J Are you worried that near 
zero interest rates will impede 
the ability of Treasuries and 
core fixed income to diversify 
equity holdings?

	J Do you want to diversify 
the credit risk in your 
organization’s portfolio? 

RESPONDENTS

Note: Based on 117 total respondents. Numbers in parentheses represent number
of respondents per segment.
Source: Greenwich Associates 2020 Short Duration Credit Study

29%

23%
44%

4%
Corporate pension (51)

Public pension (34)

Endowment/Foundation (27)

Insurance company (5)

Introduction
The COVID-19 crisis has intensified sizable challenges already plaguing 
U.S. institutional investors. For public pension plans, the sudden market 
downturn has exacerbated funding shortfalls that were already reason 
for serious concern. For corporate plan sponsors, unprecedented 
levels of market volatility have disrupted de-risking plans and raised 
the specter of significant new contributions. For endowments and 
foundations, declines in asset valuations and liquidity shortages have 
put at risk their ability to fund both short- and long-term needs.

The fact that COVID-19 emerged in an extended period of historically 
low interest rates has left institutional investors with limited flexibility 
to respond. In an effort to close funding gaps and meet return 
objectives, many plan sponsors over the past decade have pushed 
into products with the potential to provide higher yields. Of course, 
these products have also brought additional risk. In many cases, such 
as with increased allocations to private equity, private credit and other 
alternative asset classes, they have also reduced portfolio liquidity due 
to relatively long lockup periods.

The COVID-19 crisis has placed a sudden premium on portfolio liquidity 
and downside protection, while also intensifying institutions’ need 
to enhance yields to address what could be acute long-term funding 
shortages. Short duration credit could become even more attractive to 
institutional investors as they seek flexible strategies to navigate these 
challenges in the months and years ahead.
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Institutional Portfolios on 
the Eve of Crisis—a Focus 
on Returns
When asked in March about key portfolio objectives, institutional investors 
highlighted concerns about underfunding and returns on assets as key 
areas of focus. Those concerns were most acute among public pension 
funds and endowments and foundations, half of which named these issues 
as their most critical priority. Less than 10% of plans cited liquidity as a 
major area of focus because these plans were thought to have relatively 
stable liabilities that tend to be uncorrelated with market volatility.

These concerns about funding ratios have likely been exacerbated 
because of falling discount rates on liabilities and asset price volatility. 
Prior to the start of the crisis, the corporate pension funds reported 
average funding ratios of 84%, while public pensions reported average 
funding levels of 70%. With the pandemic shutting down the economy, 
the combination of plunging asset values and interest rates descending 
toward negative territory has delivered a body blow to pension plan 
sponsors, who have undoubtedly seen funding levels and expected 
returns on assets fall further since the study concluded at the beginning 
of March 2020.

INSTITUTIONAL INVESTORS’ MOST CRITICAL FOCUS AREA OR KEY PORTFOLIO OBJECTIVE

Note: Based on 111 total respondents. Numbers in parentheses represent number of respondents per segment.
Source: Greenwich Associates 2020 Short Duration Credit Study

50%
42%

50%
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23% 23%21%
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Rate of return and
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Public pension (34) Endowment/Foundation (26) Total (111)
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Return expectations were elevated prior to the pandemic and appear 
even more unrealistic after a precipitous decline in interest rates and a 
downward shock to economic growth.

Fixed income has remained a sizeable allocation among institutional 
investors even as they strive for those return goals. More than 90% 
of institutions said it is important that they generate at least 1.5–2.0% 
returns on fixed-income assets. Reported rate-of-return expectations are 
well above that threshold. Endowments and foundations are by far the 
most bullish on that count, reporting average return expectations of 3.2% 
on fixed-income portfolio assets, compared to 2.7% among public funds 
and 2.3% among corporates.

RATE OF RETURN EXPECTATIONS FOR OVERALL PORTFOLIO

Note: Based on 112 total respondents. Numbers in parentheses represent number of respondents per segment.
Source: Greenwich Associates 2020 Short Duration Credit Study   

Corporate
pension
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15%
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11%
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8%
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37%

16%
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INSTITUTIONAL ASSET ALLOCATIONS BEFORE COVID-19

Note: Based on 112 total respondents. Numbers in parentheses represent number of respondents per segment.
Source: Greenwich Associates 2020 Short Duration Credit Study
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In Q1 2020, one group of institutional investors reported that they were 
continuing efforts to enhance yields by allocating additional assets to 
higher risk/return products. That segment contained large numbers of 
endowments, foundations and public funds—but also some corporate 
pensions. Over the past two years, more than 60% of endowments and 
foundations and 52% of public pensions have expanded allocations 
to alternative credit. Over the same period, almost half the corporate 
pensions in the study increased allocations to high yield.

Meanwhile, sizable shares of institutional investors were moving in the 
opposite direction, reducing allocations to higher-risk/higher-return 
products and redirecting assets to core fixed income. Overall, 42% of 
study respondents say they have increased allocations to core fixed 
income over the past two years. While increased core allocations have 
historically allowed risk-taking in other areas of the portfolio due to 
negative correlation, this assumption is under severe stress, with 10-year 
U.S. Treasury Bond yields near 0.5% as of June 30, 2020 and the yield 
on the Bloomberg Barclays U.S. Aggregate Bond Index right around 1%. 
At this stage, any increased allocation to core fixed income will put 
additional pressure on return targets and may not provide the potential 
benefit of diversification, given how close rates are to zero.

CHANGES IN ALLOCATION PROFILE
Increases and Decreases in Product Allocations Over the Past 2–3 Years

Increased allocations
over the past 2–3 years2

Reduced allocations
over the past 2–3 years1

Note: 1Based on 94 total respondents. 2Based on 104 total respondents.
Source: Greenwich Associates 2020 Short Duration Credit Study   

Core
(including core, core plus and

investment grade credit)

Product Category

Alternative fixed income
(including private credit, absolute

return and unconstrained)

High yield

Structured products
(including bank loans, mortgage

and securitized)

Global bonds
(including corporate and

government)

Money market and cash

Emerging-market debt

Other
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Finding Income Today
Since the pandemic, credit has offered a yield advantage over simply 
extending duration. While some forms of credit such as private loans 
and high yield have substantial exposure to a building default cycle, 
short maturity credit spreads are largely compensation for liquidity 
risk and correlation with systematic risk.

Investment-grade-rated short-term bonds and structured products 
have a history of very low defaults and principal losses even in stressed 
times. Spreads typically widen in the short term due to liquidity needs, 
but over longer periods without losses, there is a powerful pull to par 
for short-dated maturities. The Federal Reserve’s recent programs have 
accelerated this pull to par on the short end by establishing last resort 
lending programs and secondary purchase facilities, thereby curtailing 
refinancing risk in the short term. On the structured side, conduit CMBS 
is included in the Term Asset-Backed Securities Loan Facility (TALF), and 
the CARES Act has supported the ability of the consumer to pay debts 
that back asset-backed securities. In 2008, there was a more drawn out 
pull to par once liquidity improved. Today it’s happening much faster.

Even as the liquidity repair mechanisms work to make short-term markets 
function smoothly, there remains a premium for short-term credit in 
a variety of sectors. The chart below shows a hypothetical blend of 
short duration sectors with about a 2-year duration (well inside of the 
Fed programs’ out dates) substantially out-yields an aggregate portfolio 
with 6 years of duration. In order to achieve return targets, we believe 
institutions need to adjust allocations to capture the spread on offer in 
more liquidity-sensitive credit areas like short duration credit.

SHORT CREDIT YIELD

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Note: Short credit yield from 12/31/2010–6/30/2020. Hypothetical Short Duration Blended Allocation (as of 6/30/20, not rebalanced)
includes 30% ICE BofA US Corps 1–3 Year, 30% BbgBarc CMBS 1–3.5 Year, 15% ICE BofA ABS Fixed Rate 0–3 Year, 15% BbgBarc HY 1–3 Index,
10% BBgBarc US Govt/Credit 1–3 Year. *Bloomberg Barclays US Agg Total Return Value Unhedged USD.

Yield to Worst—Hypothetical Short Duration Blend Yield to Worst—Barclays Aggregate*

0.5%
1.0%
1.5%
2.0%
2.5%
3.0%
3.5%
4.0%
4.5%

In order to achieve 
return targets, 
we believe institutions 
need to adjust 
allocations to capture 
the spread on offer in 
more liquidity-sensitive 
credit areas like 
short duration credit.
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A Liquidity Shock 
Complicates Portfolio 
Allocations
Over the past several years, study participants have been moving to 
increase liquidity in their portfolios. Almost half the institutions in the 
study, and about two-thirds of endowments and foundations, say they 
enhanced liquidity levels in their portfolios over the past three to five 
years. “We’ve increased our liquidity quite a bit over the past two years,” 
says a representative of a U.S. corporate pension fund. “We really want 
to have cash on hand for a major correction in the equity markets or in 
the credit markets. We have a pretty high allocation to cash right now, 
and that allows us to be flexible in terms of adding back into equity or 
higher-yielding asset classes.”

On average, the institutions in the study reported enough cash on 
hand to meet the existing needs of their organizations for 17 months. 
Contrasting this relative complacency with the scramble for cash felt by 
many institutions in late March shows how much the world changed in 
that short period of time. Operating needs turned out to be much more 
correlated to market pricing than previously thought, as normal income 
sources evaporated just as liquidity became challenged for the vast 
majority of fixed-income assets—only Treasuries and cash equivalents 
stayed liquid during the middle of March.

INSTITUTIONAL INVESTORS’ CASH POSITIONS

Given your current level of cash on hand, how long could
you fund the existing cash needs of your organization?

Note: Based on 107 total respondents. Numbers in parentheses represent number of respondents per segment.
Source: Greenwich Associates 2020 Short Duration Credit Study

Corporate pension (47)

Public pension (34)

Endowment/Foundation (26)

Total (107)

Less than 12 months 12-18 months 19-24 months More than 24 months

26%

18%

4%

18%

34%

38%

77%

46%

34%

26%

15%

27%

6%

18%

4%

9%

16

18

16

17

Average number
of months
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Establishing Tiered 
Liquidity Programs
We believe the heightened focus on operating cash is unlikely to 
recede in the near future. The demand for risk-free and true cash 
equivalent assets remains strong as the utility of such an allocation 
proved tremendous in the crisis. However, continued virus containment 
measures and limited economic recovery mean the Fed will be utilizing a 
zero interest rate policy (ZIRP) for the foreseeable future, likely keeping 
the compensation for cash equivalents and term risk low.

To counter the desire for higher allocations of operating cash and the 
limited range of instruments liquid enough for this cash allocation, 
we believe many institutions need to consider segmenting their cash 
needs into tiers of liquidity as shown in the diagram below. Core 
and strategic cash allocations can take advantage of the privileged 
liquidity position some institutions are in—those that have visibility 
into cash needs and confidence in those projections—to capture spread 
on offer in short duration and ultra short duration credit assets. For cash 
not needed to address specific needs over the next 12 months, short 
duration credit strategies present an attractive option to enhance returns.

The time horizons associated with each tier matches up with the 
weighted average life of the portfolio of credits used in each strategy. 
As those securities come due, the range of outcomes becomes much 
more narrow, in the absence of principal losses. That is, spreads can 
widen in the near term due to liquidity or other concerns, but the pull to 
par over the life of the security means return expectations for a portfolio 
can be estimated with more certainty as the holding period increases. 
By matching liabilities with credit assets of similar length, institutions can 
potentially accomplish for their cash management what liability-driven 
investing has generally done for longer dated needs—immunizing the 
risk while ensuring the full potential of that pool of assets is realized.

INSTITUTIONS ARE RETHINKING THEIR CASH ALLOCATIONS
Institutional Cash Tiers

Time Horizon: 0–3 months

Use: Unexpected cash needs,
business operating expenses
(e.g., payroll)

Objective: Capital preservation

Risk: Ultra low volatility

Time Horizon: 3–12 months

Use: Periodic cash needs

Objective: Capital preservation,
incremental yield

Risk: Low volatility

Time Horizon: 0–3 months

Use: Unexpected cash needs,
business operating expenses
(e.g., payroll)

Objective: Capital preservation

Operating Cash Core Cash Strategic Cash

Money Market Funds
Bank Deposits

Ultra Short Bond
Strategies

Short-Term Bond
Strategies

Time Horizon: Over 12 months

Use: Not intended for specific
expenditures

Objective: Total return, 
incremental yield

Risk: Conservative
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Short Duration Credit: 
Helping Allocators Manage 
Liquidity and Capture Yield
Overall, data from our study shows that institutions at the start of 
2020 were struggling to find the right balance of risk and return in a 
challenging environment of historically low interest rates and elevated 
concerns about a market correction. Regardless of where they came 
down on that continuum, institutions had one thing in common: the 
need to optimize yield on fixed-income assets at all points on the yield 
curve and risk spectrum.

Among the tools helping institutional investors meet that need are 
short duration credit product offerings. With much lower short-term 
rates and a flat yield curve, credit exposure is necessary to meet return 
targets in fixed income. Shorter term, higher quality credit remains 
well compensated relative to limited principal risk (given history and 
Fed liquidity programs), and the liquidity risk is appropriate for most 
institutions with visibility into liability needs. Prior to the crisis, short 
duration credit was being used most commonly to optimize the 
balance between cash on hand and returns in institutional portfolios 
by rewarding investors willing to forgo short-term liquidity to pick up 
yield with a very low risk of losing principal. This task has taken on new 
urgency since the pandemic, as institutions increase the liquidity profile 
of their portfolios and build up cash allocations while still struggling to 
hit their stated return targets.

With much lower 
short-term rates and 
a flat yield curve, 
credit exposure is 
necessary to meet 
return targets in 
fixed income.

HOW CAN SHORT DURATION CREDIT HELP YOUR PORTFOLIO?

1. Optimize Strategic Cash 
Cash holdings are an important component of many institutional investors’ portfolios, but it can be a drag 
on performance. Short duration credit provides necessary liquidity for strategic cash reserves (>12-month 
time horizon) while also seeking yield.

2. Complement Core Fixed Income 
While core fixed-income returns, primarily driven by interest-rate risk, have historically provided 
diversification to equity beta, this may not continue in the future and yields are currently very low. The 
credit spread currently on offer in short duration credit assets, largely a function of liquidity risk, can 
serve as a nice complement to your core holdings.

3. Diversify Credit Risk 
Variation in maturity and quality of credit holdings provides important diversification among credit risk. 
Shorter, high-quality issues typically provide compensation for liquidity rather than default risk. Additionally, 
a multisector short duration approach that includes a variety of credit holdings (e.g., IG corporates, CMBS 
and ABS) can diversify risks associated with each sector and manage among those risks.
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Conclusion
Institutional investors entered 2020 concerned about the possibility of 
a market downturn but with limited flexibility to respond if a crisis did 
emerge. For the past decade, low interest rates have made it a struggle 
for institutional investors with significant allocations to fixed income to 
generate the yields they required to fund their obligations. In response, 
institutions added risk to their portfolios. In many cases, that included 
liquidity risk associated with investments in alternative asset classes 
and other products with relatively long lockups. To counter these risks, 
institutions over the past two to three years have worked to build up 
liquidity by increasing allocations to cash. 

The combination of decreased funding status with the prospect of 
lower interest rates for the foreseeable future will present a challenge 
to CIOs. Short duration credit is a tool they can leverage to potentially 
1) optimize strategic cash, 2) complement core fixed-income allocations, 
and 3) diversify credit risk. With the onset of the COVID-19 crisis making 
characteristics like liquidity preservation, diversification and yield 
enhancement more important than ever, we believe allocations to short 
duration credit strategies are likely to grow in the remainder of 2020 
and beyond.
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