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In a move widely expected by the markets, the Feder al Open Market Committee 
(FOMC) increased the federal (fed) funds rate by 0. 25% at its December meeting. 
 
FOMC Meeting Summary 1 
 

• Monetary policy decisions 
o The FOMC unanimously voted to increase the target range for the fed funds rate by 0.25% 

to 2.25-2.50% 
o The Fed raised the interest on excess reserves by 20 basis points to 2.4% 

• Rates outlook 
o FOMC member consensus projects there will now be two rate hikes in 2019, versus the 

three that were expected at the September meeting. As a result, the median fed funds rate 
forecast for 2019 dropped to 2.9% from 3.1% 

o Median rate forecasts indicate the Fed believes there will be one additional hike in 2020, 
bringing the median fed funds rate projection to 3.1%  

o The median of the longer-run neutral rate decreased slightly to 2.8%, down from 3.0% in 
September 

• Assessment of economic conditions 
o One notable change in the statement was adding the word “some” before “further gradual 

increases” to describe the trajectory of future rate increases 
o GDP projections were revised slightly downward from the FOMC’s September meeting, with 

2018 projections now at 3.0% and 2019 at 2.3% 
o Core inflation remains around the FOMC’s 2% target, and is expected to reach 2.0% in 2019 

and remain at target levels through 2021 
o The unemployment rate is expected to decrease to 3.5% in 2019 and tick up by 0.1% in 

2020 to 3.6% 
o Chair Powell stated that financial conditions have tightened, which are less supportive of 

growth 

 
In summary, while slightly decreasing the future path of rates, the Fed has not fundamentally altered its 
outlook as a result of recent market volatility. FOMC members modestly lowered their growth forecasts for 
2019 and beyond, but reiterated that current economic indicators such as unemployment and GDP remain 
strong. 
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Morgan Stanley Global Liquidity Solutions Fund Posi tioning 
 

As monetary policy continues to tighten, albeit at a slower pace going into 2019, we believe that active 
management of interest rate risk is critically important. Our conservative, yet opportunistic portfolio 
management strategy will position us to help capitalize on opportunities that present themselves in the 
market. 
 
Prime Portfolio Strategy 
 
Leading up to the December FOMC meeting, where a 25 basis point interest rate hike was widely 
expected by the market, both one-month and three-month London Interbank Offered Rate (Libor) rose to 
recent highs, with a December 19 setting of 2.48 and 2.79 percent respectively.2 As yields moved higher 
in recent weeks, we opportunistically added 3 month fixed rate securities to the portfolio that we felt 
priced in expectations of an upcoming interest rate hike. The weighted average maturity (WAM) of the 
portfolios touched a three month low, as fixed rate maturities approached their final maturity date and 
floating rate notes approached their reset date.  With the Fed dot-plot signalling two rate hikes in 2019, 
we continue to manage our portfolios from a conservative positioning standpoint, maintaining our 
emphasis on high levels of weekly liquidity and structuring our portfolios to respond to changes in 
monetary policy. 
 

Government and Treasury Portfolio Strategy 
 
Our strategy for the portfolios continued to focus on minimizing interest rate risk and maintaining high 
levels of liquidity.  As the December FOMC meeting approached, we added investments in fixed-rate 
agency and treasury debt as market yields moved higher in anticipation of today’s interest rate hike.  
The duration metrics of the portfolios moved higher due to these term investments.  We continued to 
place significant maturities near the next quarterly FOMC meeting date.  This type of positioning in the 
portfolios allows for interest rates to reset immediately following FOMC meetings.  In 2019, the current 
FOMC expectation is for two rate hikes and we will continue to manage the portfolios to be responsive to 
changes in market conditions and interest rate levels.    
 
Please reach out to your Morgan Stanley relationshi p manager with any questions, or visit 
www.morganstanley.com/im for more information . 
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IMPORTANT INFORMATION 
This material is a general communication, which is not 
impartial and all information provided has been prepared 
solely for informational and educational purposes and does 
not constitute an offer or a recommendation to buy or sell any 
particular security or to adopt any specific investment 
strategy. The information herein has not been based on a 
consideration of any individual investor circumstances and is 
not investment advice, nor should it be construed in any way 
as tax, accounting, legal or regulatory advice. To that end, 
investors should seek independent legal and financial advice, 
including advice as to tax consequences, before making any 
investment decision. 
 
Government  and Treasury Portfolio  
STABLE NAV FUNDS 
You could lose money by investing in the Fund. 
Although the Fund seeks to preserve the value of 
your investment at $1.00 per share, it cannot 
guarantee it will do so. An investment in the Fund is 
not insured or guaranteed by the Federal Deposit 
Insurance Corporation or any other government 
agency. The Funds’ sponsor has no legal obligation 
to provide financial support to the Fund, and you 
should not expect that the sponsor will provide 
financial support to the Fund at any time.  
 
Prime Portfolio 
FLOATING NAV FUNDS 
You could lose money by investing in the Fund. 
Because the share price of the Fund will fluctuate,  
when you sell your shares they may be worth more 
or less than what you originally paid for them. The  
Fund may impose a fee upon the sale of your 
shares or may temporarily suspend your ability to 
sell shares if the Fund’s liquidity falls below 
required minimums because of market conditions 
or other factors. An investment in the Fund is not 
insured or guaranteed by the Federal Deposit 
Insurance Corporation or any other government 
agency. The Funds’ sponsor has no legal obligation 
to provide financial support to the Fund, and you 
should not expect that the sponsor will provide 
financial support to the Fund at any time. 
 
Please consider the investment objectives, risks, 
charges and expenses of the portfolios carefully 
before investing. The prospectus contains this and 
other information about the portfolios. To obtain a  
prospectus, download one at 
morganstanley.com/liquidity or call 1.800.236.0992.  
Please read the prospectus carefully before 
investing. 
 
The views and opinions are those of the author as of the date 
of publication and are subject to change at any time due to 

market or economic conditions and may not necessarily come 
to pass. Furthermore, the views will not be updated or 
otherwise revised to reflect information that subsequently 
becomes available or circumstances existing, or changes 
occurring, after the date of publication. The views expressed 
do not reflect the opinions of all portfolio managers at Morgan 
Stanley Investment Management (MSIM) or the views of the 
firm as a whole, and may not be reflected in all the strategies 
and products that the Firm offers. 
 
Certain information herein is based on data obtained from 
third party sources believed to be reliable. However, we have 
not verified this information, and we make no representations 
whatsoever as to its accuracy or completeness. 
 
Forecasts and/or estimates provided herein are subject to 
change and may not actually come to pass. Information 
regarding expected market returns and market outlooks is 
based on the research, analysis and opinions of the authors. 
These conclusions are speculative in nature, may not come to 
pass and are not intended to predict the future performance of 
any specific Morgan Stanley Investment Management 
product. 
 
Morgan Stanley Distribution, Inc. serves as the distributor for 
the Morgan Stanley Institutional Liquidity Funds and the 
Morgan Stanley Investment Adviser Funds. 
 
Morgan Stanley Investment Management is the asset 
management division of Morgan Stanley. 
 
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | 
MAY LOSE VALUE NOT INSURED BY ANY FEDERAL 
GOVERNMENT AGENCY | NOT A BANK DEPOSIT 
 

 


