
Companies that have been willing and able to change their 
investment policy in the face of today’s shifting environment 
can benefit from improved yield potential, diversification1 and  
a greater set of investment opportunities. 

CASH SEGMENTATION CAN IMPROVE  
INVESTMENT OPPORTUNITIES

Cash segmentation is a widely used strategy that many 
treasury teams have already successfully adopted over the 
past decade to help enhance their yields and gain better 
control and cost over their liquidity. The ability to reasonably 
forecast cash flows is critical for success, allowing the 
segmentation of liquidity into distinct pools, each with its 
own purpose and investment opportunity set. Investors 
have recognized that the cost of holding excess liquidity 
is extremely high and through liquidity optimization, they 
have reduced their opportunity costs. In order to make a 
segmentation process most effective, it is essential to ensure 
any investment policy is flexible enough to better align each 
pool ’s liquidity and return objectives.

BUILDING FLEXIBILITY INTO INVESTMENT POLICIES

Many multinational corporations have deliberately implemented 
strategies that better align their cash investments with their 
expected cash flow needs, recognising that making their 
investment policies more flexible would allow them to capitalize 
on different market opportunities. The greater the flexibility of the 
investment policy, the easier it is for investors to take advantage 
of market dislocations and to pivot to strategies which may still 
emphasize principal protection or liquidity, but could offer better 
risk and/or return potential. In many cases, these companies 
have also added alternative investment strategies, such as money 
market funds, repurchase agreements, direct investments and 
separately managed accounts to seek to enhance their returns.

To illustrate how a more flexible investment policy statement 
can increase return, in Display 1, we show the excess returns of a 
hypothetical asset allocation versus 1M Libor across Euro, GBP, 
and USD for investors who have allocated 20 percent of the 
strategic or long-term cash into a one- to three- year corporate 
credit utilizing an index as a proxy. As shown, the excess returns 
have historically provided constructive benefits. These were 
realized without adding significant levels of interest rate risk 
to the overall portfolio. On average, the portfolio’s added 
approximately four months of interest rate risk.

Darwin’s Theory of Evolution is often applied to today’s ever-changing business world: 
adapt and evolve. We believe this is particularly true for the modern treasury professional. 
In a liquidity investing landscape characterised by persistently low and negative rates, 
changing market forces, new regulations and product reform, the ability to adapt and evolve 
investment strategies has become ever more important.

DISPLAY 1
Excess returns over 1M Libor by Currency

-0.20%

0.00%

0.20%

0.40%

0.60%

0.80%

EURO

1-Yr 3-Yr 5-Yr 10-Yr

GBP USD

Source: MSIM and ICE BofA/ML Indices. From December 2008 to 
December 2018.

Past performance is no guarantee of future results. Hypothetical asset 
allocation results have inherent limitations. The index performance 
is provided for illustrative purposes only and is not meant to depict 
the performance of a specific investment. The chart compares a 
hypothetical portfolio that earns 1M Libor versus a blended portfolio 
of 20% 1-3 Year Corporate bonds and 80% 1M Libor. See Disclosure 
page for important information.

In the U.S., this material is for Institutional Investor use only and may not be redistributed or used with the general public. Please refer to 
the Distribution disclosures at the end for additional information. 

1  Diversification does not eliminate the risk of loss.
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This hypothetical asset allocation has historically provided  
strong risk-adjusted returns, but, just as importantly, provided 
investors with the opportunity to improve diversification and  
gain access to market supply.

We believe that adapting and evolving is critical as new 
technologies and market dynamics change the treasury investing 
landscape. Today’s treasurer usually benefits from improved 
visibility around cashflows, efficiency and control. We believe 
an investment policy that is flexible and adaptable will be 
better positioned for today’s investment environment, as well  

as tomorrows. William Pollard, a 20th century physicist, may 
have summarized this best:

“Those who initiate change 
will have a better opportunity 
to manage the change that  
is inevitable.”

At Morgan Stanley Investment Management, we are committed to working with our clients to help guide them through the changing 
market environment.  For more information, please contact your Morgan Stanley Investment Management Relationship Manager.

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. 
Forecasts and/or estimates provided herein are subject to change and may not 
actually come to pass. 
Charts and graphs provided herein are for illustrative purposes only.
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. 
Indices are unmanaged and their returns do not include sales charges or fees, 
which would lower performance. It is not possible to invest directly in an index.
The value of the investments and the income from them can go down as well 
as up, and an investor may not get back the amount invested.
Hypothetical Asset Allocation:  Hypothetical asset allocation blend results have 
inherent limitations. One of the limitations of a hypothetical blend is that decisions 
relating to asset allocation were made with the benefit of hindsight based upon 
the historical rates of return. Therefore, hypothetical blends often show positive 
rates of return. Another inherent limitation is that allocation decisions were not 
made under actual market conditions and, therefore, cannot completely account 
for the impact of financial risk in actual trading. Any changes to the assumptions 
included within the calculations could have a material impact to the results 
referenced. Additional information, including the basis and methodology for the 
information shown is available upon request.
DISTRIBUTION  This communication is only intended for and will be only 
distributed to persons resident in jurisdictions where such distribution or 
availability would not be contrary to local laws or regulations. 
Ireland: Morgan Stanley Investment Management (Ireland) Limited. Registered 
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Zurich, Switzerland, Telephone +41 (0) 44 588 1000. Facsimile Fax: +41(0)44 
588 1074. Hong Kong: This document has been issued by Morgan Stanley Asia 
Limited for use in Hong Kong and shall only be made available to “professional 
investors” as defined under the Securities and Futures Ordinance of Hong Kong 
(Cap 571). The contents of this document have not been reviewed nor approved 
by any regulatory authority including the Securities and Futures Commission in 
Hong Kong. Accordingly, save where an exemption is available under the relevant 

law, this document shall not be issued, circulated, distributed, directed at, or made 
available to, the public in Hong Kong. Singapore: This document should not be 
considered to be the subject of an invitation for subscription or purchase, whether 
directly or indirectly, to the public or any member of the public in Singapore 
other than (i) to an institutional investor under section 304 of the Securities and 
Futures Act, Chapter 289 of Singapore (“SFA”), (ii) to a “relevant person” (which 
includes an accredited investor) pursuant to section 305 of the SFA, and such 
distribution is in accordance with the conditions specified in section 305 of the 
SFA; or (iii) otherwise pursuant to, and in accordance with the conditions of, any 
other applicable provision of the SFA. In particular, for investment funds that are 
not authorized or recognized by the MAS, units in such funds are not allowed 
to be offered to the retail public; any written material issued to persons as 
aforementioned in connection with an offer is not a prospectus as defined in the 
SFA and, accordingly, statutory liability under the SFA in relation to the content 
of prospectuses does not apply, and investors should consider carefully whether 
the investment is suitable for them. This material has not been reviewed by the 
Monetary Authority of Singapore. Australia: This publication is disseminated in 
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ACN: 122040037, AFSL No. 314182, which accept responsibility for its contents. 
This publication, and any access to it, is intended only for “wholesale clients” 
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IMPORTANT INFORMATION 
EMEA: This marketing communication has been issued by Morgan Stanley 
Investment Management (Ireland) Limited. Registered Office: The Observatory, 
7-11 Sir John Rogerson’s, Quay, Dublin 2, Ireland. Registered in Ireland under 
company number 616662. Authorised and regulated by Central Bank of 
Ireland. (“MSIM Ireland”). 
There is no guarantee that any investment strategy will work under all market 
conditions, and each investor should evaluate their ability to invest for the long-
term, especially during periods of downturn in the market. Prior to investing, 
investors should carefully review the strategy’s / product’s relevant offering 
document. There are important differences in how the strategy is carried out in 
each of the investment vehicles.
MSIM has not authorised financial intermediaries to use and to distribute this 
document, unless such use and distribution is made in accordance with applicable 
law and regulation. MSIM shall not be liable for, and accepts no liability for, the 
use or misuse of this document by any such financial intermediary. 
The whole or any part of this work may not be reproduced, copied or transmitted 
or any of its contents disclosed to third parties without MSIM Ireland’s  
express written consent.
All information contained herein is proprietary and is protected under copyright law. 
U.S.: IN THE U.S., THIS MATERIAL IS FOR INSTITUTIONAL INVESTOR USE 
ONLY, AND THE MATERIAL MAY NOT BE REDISTRIBUTED OR USED WITH 
THE GENERAL PUBLIC.
A separately managed account may not be suitable for all investors. Separate 
accounts managed according to the Strategy include a number of securities and 
will not necessarily track the performance of any index. Please consider the 
investment objectives, risks and fees of the Strategy carefully before investing. A 
minimum asset level is required. For important information about the investment 
manager, please refer to Form ADV Part 2.
Please consider the investment objectives, risks, charges and expenses 
of the funds carefully before investing. The prospectuses contain this 
and other information about the funds. To obtain a prospectus please 
download one at morganstanley.com/im or call 1-800-548-7786. 
Please read the prospectus carefully before investing.
Morgan Stanley does not provide tax advice. The tax information contained 
herein is general and is not exhaustive by nature. It was not intended or written 
to be used, and it cannot be used by any taxpayer, for the purpose of avoiding 
penalties that may be imposed on the taxpayer under U.S. federal tax laws. 
Federal and state tax laws are complex and constantly changing. You should 
always consult your own legal or tax professional for information concerning 
your individual situation.
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