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Market Insights

Central Banks to the Rescue 

The views and opinions expressed are those of the Portfolio Management team as of April 1, 2020 and are subject to change 
based on market, economic and other conditions. Past performance is not indicative of future results.

Federal Reserve Board1

As COVID-19 continues to spread rapidly around 
the world, central bankers’ fears surrounding 
potential impacts have materialized. Responding 
to the economic impact of the virus, the Federal 
Reserve (Fed) conducted two unscheduled meetings 
in March, which resulted in monetary easing and 
more accommodative monetary policy. The Fed 
lowered the target range for the federal funds rate 
to 0.00% - 0.25%. In addition to the rate cut, 
the Fed implemented several facilities to alleviate 
stresses in the marketplace. Most notably for 
short-term fixed income markets, these include the 
Money Market Mutual Fund Liquidity Facility 
(MMLF), Commercial Paper Funding Facility 
(CPFF) and Primary Dealer Credit Facility (PDCF). 
Additionally, the Federal Open Market Committee 
(FOMC) announced an open-ended quantitative 
easing (QE) program that will increase its holdings 
of Treasury securities, agency mortgage-backed 
securities and commercial mortgage-backed 
securities in the amount needed to support the 
smooth functioning of these markets. The market 
continues to digest these Fed initiatives along with 
the fiscal stimulus provided by the U.S. government.

DISPLAY 1
Monthly Interest Rate Summary
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US TREASURY RATES
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MOM CHANGE 

(%)

1M UST 0.01 (1.42)

3M UST 0.06 (1.21)

6M UST 0.14 (1.01)

12M UST 0.15 (0.85)

2Y UST 0.25 (0.67)

5Y UST 0.38 (0.56)

10Y UST 0.67 (0.48)

30Y UST 1.32 (0.35)

USD LIBOR CURVE

O/N LIBOR 0.12 (1.45)

1M LIBOR 0.99 (0.52)

3M LIBOR 1.45 (0.01)

Source: Bloomberg

1 Source: Bloomberg.
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European Central Bank1

In tandem with central banks around 
the world, the European Central Bank 
(ECB) also delivered emergency relief 
measures to combat the economic 
impacts of COVID-19. Although market 
participants expected the ECB to lower 
rates in March, it kept rates unchanged. 
The ECB announced additional QE, 
buying an additional €120 billion worth of 
securities throughout the year. In addition 
to QE, the ECB illustrated that it plans to 
“support liquidity and funding conditions 
for households, businesses and banks 
and help preserve the smooth provision 
of credit to the real economy” by means 
of longer-term refinancing operations 
(LTROs). The ECB said it will “reassess” 
policy and the current market conditions 
at its next meeting on April 30th.

Bank of England1

Similar to the Federal Reserve, the Bank 
of England (BOE) Monetary Policy 
Committee (MPC) lowered the Bank 
Rate to 0.10%. The move was prompted 
by steep declines in demand, elevated 
market uncertainty and risk-off investor 
appetite stemming from COVID-19. 
Citing the potential economic fallout 
from the measures being taken to contain 
COVID-19, the committee also voted to 
increase government and corporate bond 
purchases by £200 billion.

Portfolio Strategy
PRIME STRATEGY3

In response to market dynamics, the Fed 
implemented multiple policy changes 
to support the credit markets in March. 
Notably, the MMLF was created on 

March 18 to support the “flow of credit 
to households and businesses.” This was 
a turning point for the industry as SEC 
Rule 2a-7 prime funds were able to pledge 
their assets to the Fed at amortized cost, 
alleviating liquidity stress due to dealer 
balance sheet constraints. As the month 
progressed, we prioritized adding liquidity 
to the portfolios, ending the month in 
excess of 45% weekly liquid assets across 
our Prime funds. Going forward, we 
remain comfortable maintaining elevated 
levels of liquid assets and conservative 
positioning, seeking to ensure that 
we uphold our mandates of capital 
preservation and liquidity.

GOVERNMENT/TREASURY STRATEGY4

The significant rate cuts by the FOMC 
and the uncertain impacts to the 

DISPLAY 2
Morgan Stanley Institutional Liquidity Funds (MSILF) Weighted Average Maturities (WAM)2
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2 Weighted Average Maturity (WAM): Measures the weighted average of the maturities of the portfolio’s individual holdings, taking into account reset 
dates for floating rate securities.
3 The Portfolio will be required to price and transact in their shares at a floating net asset value (“NAV”) and will be permitted to impose a liquidity fee on 
redemptions or temporarily restrict redemptions in the event that the Portfolio’s weekly liquid assets fall below certain thresholds.
4 Government and Treasury Funds are Stable NAV funds. 
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economy from the virus drove investors 
to buy U.S. Treasuries in mass, driving 
yields down significantly and to negative 
levels in the very front end of the 
curve. Additional buying pressure in 
Treasuries also came from large inflows 
into government and Treasury money 
market funds across the industry. The 
combination of large client inflows in a 
relatively short time frame with limited 
supply drove yields to single digits 
across the better part of the curve. Once 
Congress passed the stimulus package, 
the U.S. Treasury Department quickly 
announced and issued multiple cash 
management bills and continues to issue 
record amounts of bill supply to fund 
the package. The new supply pushed 
Treasury yields higher by several basis 
points as the market digests this ongoing 
supply. Overnight repo rates fell to low 
single digits due to market dynamics and 
high demand. During the month, we 
bought fixed-rate Treasuries and agencies 
in various tenors up to one-year to lock in 
fixed yields. We also bought longer-term 
Treasury and agency floating-rate notes. 
We continue to seek to ensure high levels 

of liquidity and manage the portfolios 
to be responsive to changes in market 
conditions and interest rate levels. 

TAX-EXEMPT STRATEGY3

The increase in tax-exempt money market 
fund yields in March was largely caused 
by excess supply and a lack of demand 
related to recent redemption activity 
across the money market fund industry. 
To combat the economic slowdown 
from the prolonged shutdown, the Fed 
announced that it would extend asset 
purchases (QE) to support the economy 
to an unlimited amount and also 
include other assets such as corporate 
and municipal bonds. The Fed also 
announced that the MMLF would 
include variable rate demand notes as 
eligible securities to pledge, so long as 
they were tendered by a money market 
fund (either tax-exempt or prime). There 
was also an announcement that the CPFF 
would be expanded to include municipal 
CP issuers once it becomes fully 
operational sometime in mid-April. The 
pace of new issuance slowed dramatically 
as plans by several state and local 

governments to borrow were upended 
by the credit freeze. The SIFMA Index5 
of weekly variable rate securities rose 
405 basis points from 1.15% at the end 
of February to 5.20% on March 18. On 
April 1, the index reset at 1.83% as supply 
tightened. The Bond Buyer One-Year 
Note Index6 rose 236 basis points from 
0.47% on March 9 to 2.83% on March 
20 to finish the month at 1.05%.

Protecting the safety and liquidity of 
the portfolio’s assets remained our first 
priority. In the recent turbulent markets, 
our emphasis has been on managing 
liquidity and exposure to sectors and 
issuers that may come under stress 
as a result of a prolonged economic 
slowdown caused by the global pandemic. 
We continue to invest in tax-exempt 
securities, including VRDOs, where our 
credit and risk teams have confidence in 
the quality of the issuer, the structure of 
the program and the financial strength 
of the supporting institutions. We 
will continue to closely monitor the 
implications of the slowing economy on 
municipal government balance sheets.

5 The SIFMA Municipal Swap index is a 7-day high-grade market index comprised of tax-exempt VRDOs reset rates that are reported to the Municipal 
Securities Rule Making Board’s (MSRB’s) SHORT reporting system.
6 The Bond Buyer Index, or the Bond Buyer’s Municipal Bond Index, is an index published by The Bond Buyer, a daily finance newspaper that covers 
the municipal bond market. The Bond Buyer Index, also known as the BB40 index, is based on the prices of 40 recently issued and actively traded 
long-term municipal bonds.
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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.

Current and future portfolio holdings are subject to change. The 
forecasts in this piece are not necessarily those of Morgan Stanley, 
and may not actually come to pass.

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.

Please consider the investment objectives, risks, charges and 
expenses of the fund carefully before investing. The prospectus 
contains this and other information about the fund and can 
be obtained by contacting your financial professional, or by 
downloading a copy at www.morganstanley.com/liquidity. Please 
read the prospectus carefully before investing.

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.

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.

The Tax-Exempt Portfolio may invest a portion of its total assets in 
bonds that may subject certain investors to the federal Alternative 
Minimum Tax (AMT). Investors should consult their tax adviser for 
further information on tax implications.

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

© 2020 Morgan Stanley. Morgan Stanley Distribution, Inc.  CRC 3030611 Exp. 4/30/2021 Lit-Link: LMINSIGHT-US-0420 9829047_KC_0420
US


