
Money market funds (MMFs) continued to attract strong inflows in 
2025, approaching $10 trillion of global assets under management,1 
even as global interest rates moved lower and began to normalize. 
Following two years of elevated policy rates and abundant cash 
balances, investors have maintained their preference for the 
liquidity, transparency and simplicity that MMFs provide. The year 
began with expectations that easing monetary policy might prompt 
a rotation toward longer-duration assets, yet persistent macro 
uncertainty and geopolitical tensions have reinforced the appeal of 
MMFs as a strategic component of portfolios. 

Central banks around the world are dealing with a wider dispersion in growth, 
employment and inflation, which could potentially lead to a divergence in 
monetary policy. With that in mind, we believe money market assets will 
continue to trend higher in 2026 as investors grapple with volatility from 
unconventional policy out of Washington, D.C. and garner more clarity on 
macro factors while rates approach neutral.

In the United States, a supportive backdrop and procyclical policies mean 
that markets can begin to transition from global macro concerns of 2025 to 
micro, asset class specific stories. Morgan Stanley anticipates the U.S. will 
remain the main driver of the macro narrative, with GDP projected to grow 
by 1.3% in 2026,2 supported by strong consumer and AI-related business 
spending, despite labor market and trade headwinds. Artificial Intelligence 
(AI) will remain a central theme, with AI-related spending supporting growth 
and driving productivity gains. Short-term credit markets experienced 
exceptionally tight spreads over the past 12 months; however, we expect 
spreads to widen marginally as issuance increases, supported by robust M&A 
pipelines and rising Tech/AI-related CapEx needs. Overall, continued demand 
for yield should absorb the additional supply, but credit selection is likely 
to become increasingly idiosyncratic as we move into the new year. Treasury 

1 Source: Crane Data as of 12/15/2025
2 Source: Morgan Stanley Research as of 12/5/2025
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bill supply is projected to remain 
elevated into the new year, which 
could contribute to volatility in funding 
markets. If volatility persists, the 
Federal Reserve may intervene through 
targeted open market operations, likely 
by expanding Treasury bill purchases.

Following the synchronized tightening 
of 2022–23 and the cautious easing 
through 2024–25, most major central 
banks now find themselves near neutral. 
Inflation has moderated but remains 
uneven at near 3% in the U.S., closer 
to 2% in the eurozone, and around 4% 
in the U.K., underscoring the growing 
divergence in domestic conditions. 

Federal Reserve
Federal Reserve Chair Jerome Powell 
has continued to emphasize a data-
dependent and measured approach as 
the U.S. economy navigates a slower, 
but resilient, expansion. With inflation 
expected to gradually converge toward 
the Federal Reserve’s target, attention 
within the FOMC (Federal Open 
Market Committee) has turned to 
signs of softening in the labor market. 
A modest rise in the unemployment 
rate and slower wage growth have 
introduced uncertainty around 
the strength of the labor market, 
prompting policymakers to reassess the 
timing and extent of additional easing.

Markets initially expected a quicker 
path toward normalization, but steady 
consumer spending, strong fiscal support 
and tariff-related uncertainty have 
encouraged the Fed to proceed more 
cautiously. In addition, the neutral rate 
has slowly gravitated higher the last few 
years, sparking debate around where 
exactly the neutral rate should land. 
That said, policymakers seem to think it 
should lie between 3.00%-3.50%. 

On December 1st, the Fed ceased its 
balance sheet run down, reinvesting 
mortgage-backed security (MBS) 
maturities into Treasury bills. The 

market will likely grapple with whether 
the end of quantitative tightening will 
immediately provide support to funding 
markets, or if friction remains across 
year end. Settlement dates for Treasury 
supply will be closely watched for stress 
and Standing Repo Facility use.

The approaching conclusion of Powell’s 
term and possibility of new Fed 
leadership later in the year may introduce 
some additional uncertainty for investors. 

While monetary policy is less 
restrictive today, there is still room 
for future rate cuts; in fact the FOMC 
now anticipates one rate cut in 2026. 
We believe the Fed will take a careful 
and methodical approach to monetary 
policy decisions, ultimately lowering 
rates gradually until more clarity is 
gleaned on employment. 

European Central Bank
With inflation pressures firmly receding 
in 2025, the ECB continued the process 
of removing the restrictiveness of 
monetary policy gradually through 
2025, reducing its key deposit rate 
100 basis points (bps) from 3% to 2%. 
The Governing Council has stated they 
believe 2% to be the neutral rate in the 
eurozone economy whereby monetary 
policy neither restricts nor stimulates 
the economy. As current CPI data is at 

the current 2% target, and medium-
term inflation forecasts, as well as 
inflation expectations from surveys, are 
also at 2%, the ECB deems that they 
are now in a “good place,” where the 
bar for any further change to monetary 
policy is prohibitively high.

Economic factors that could drive 
additional rate cuts include weaker 
growth, potentially caused by the U.S. 
administration’s higher tariff regime, 
which would weigh on exports and 
reduce overall activity. However, 
data in the latter part of the year 
suggested that growth in the eurozone 
was resilient in light of higher tariffs. 
In terms of upside risks, inflationary 
pressures could rise due to higher 
fiscal spend across many jurisdictions, 
particularly in Germany, as the release 
of the debt brake could potentially drive 
up prices. For now the ECB is happy to 
sit and watch data develop and maintain 
monetary policy stable at 2%. 

Bank of England
Views from the Monetary Policy 
Committee (MPC) have continued to 
be split on the risks around persistent 
underlying inflation and the perceived 
slack emerging in the economy. The 
MPC reduced interest rates from 
4.75% to 3.75% in 2025, at a gradual 
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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 a bank account 
and is not insured or guaranteed by the Federal Deposit Insurance 
Corporation or any other government agency. The Fund’s sponsor is not 
required to reimburse the Fund for losses, and you should not expect 
that the sponsor will provide financial support to the Fund at any time, 
including during periods of market stress.

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 sale of your shares. The Fund generally must impose a fee when net 
sales of Fund shares exceed certain levels. An investment in the Fund is 
not a bank account and is not insured or guaranteed by the Federal Deposit 
Insurance Corporation or any other government agency. The Fund’s 
sponsor is not required to reimburse the Fund for losses, and you should 
not expect that the sponsor will provide financial support to the Fund at 
any time, including during periods of market stress. The Portfolio will be 
required to price and transact in their shares at a floating Net asset value 
(“NAV”). The Portfolio will be required to impose a mandatory liquidity fee 
when the Fund experiences daily net redemptions that exceed 5% of net 
assets, unless the Fund’s liquidity costs are de minimis.

IMPORTANT DISCLOSURES 
The views and opinions and/or analysis expressed are those of the author 
or the investment team as of the date of preparation of this material 
and are subject to change at any time without notice 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 investment personnel at Morgan Stanley Investment 
Management (MSIM) and its subsidiaries and affiliates (collectively the 
Firm”) or the views of the firm as a whole, and may not be reflected in all 
the strategies and products that the Firm offers.
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 or investment team. These conclusions are speculative in 

nature, may not come to pass and are not intended to predict the future 
performance of any specific strategy or product the Firm offers. Future 
results may differ significantly depending on factors such as changes in 
securities or financial markets or general economic conditions.
This material has been prepared on the basis of publicly available 
information, internally developed data and other third-party sources 
believed to be reliable. However, no assurances are provided regarding the 
reliability of such information and the Firm has not sought to independently 
verify information taken from public and third-party sources.
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.
Charts and graphs provided herein are for illustrative purposes only. Past 
performance is no guarantee of future results.
The indexes are unmanaged and do not include any expenses, fees or sales 
charges. It is not possible to invest directly in an index. Any index referred 
to herein is the intellectual property (including registered trademarks) 
of the applicable licensor. Any product based on an index is in no way 
sponsored, endorsed, sold or promoted by the applicable licensor and it 
shall not have any liability with respect thereto.
This material is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research material or a recommendation. 
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 portfolios carefully before investing. The prospectus 
contains this and other information about the portfolios. To obtain a 
prospectus, download one at www.morganstanley.com/liquidity or call 
1.800.236.0992. Please read the prospectus carefully before investing.

pace of 25bps per quarter due to fears 
of persistent inflation. The U.K. saw 
inflation peak in September 2025 at 
3.8% as food prices and services remain 
sticky. In addition, unemployment rose 
to 5% in a slowing labor market. 

The majority of MPC members are 
concerned about household inflation 
expectations risking further second-
round effects, with core goods and 

services inflation still high and with 
few signs of downward pressure from 
geopolitical factors. They prefer to see 
if the disinflation trend is sustainable 
in upcoming economic prints before 
looking to cut further. The October 
inflation print of 3.6% is a step in 
the right direction and aligns with 
the remaining members, who believe 
the disinflation process is on track. 
As importantly, key data prints have 

undershot MPC expectations, resulting 
in lower inflation, weaker GDP and 
weaker wage growth than in previous 
BoE forecasts. Looking ahead, focus 
will be on aggregate supply and 
demand dynamics and impacts from 
the Autumn Fiscal budget. The market 
expects the BoE to bring the base 
rate down to 3.5% by Q2 2026, given 
expectations that inflation pressures 
will continue to slowly subside.

Risk Considerations
There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market risk, which is the possibility 
that the market values of securities owned by the portfolio will decline and that the value of portfolio shares may therefore be less than 
what you paid for them. Market values can change daily due to economic and other events (e.g. natural disasters, health crises, terrorism, 
conflicts and social unrest) that affect markets, countries, companies or governments. It is difficult to predict the timing, duration, and 
potential adverse effects (e.g. portfolio liquidity) of events.
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