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What is the U.S. debt ceiling?
“The debt limit is the total amount of money that the United States government is authorized to borrow to 
meet its existing legal obligations, including Social Security and Medicare benefits, military salaries, interest 
on the national debt, tax refunds, and other payments. The debt limit does not authorize new spending 
commitments. It simply allows the government to finance existing legal obligations that Congresses and 
presidents of both parties have made in the past.”1 The debt ceiling suspension expired in March 2017 
and the Treasury Department had been using extraordinary measures2 since this date to help finance 
government expenditures. If the Treasury reached the point of exhausting these extraordinary measures, 
it could have resulted in a technical default of the U.S. government, something that has never occurred in 
the U.S. However, on 8 September 2017, President Trump enacted a bill to suspend the debt ceiling until 
December 8, 2017 resulting in the continued financing of government expenditures.

What is the timing around this issue?
The concern in early September 2017 was that the government 
was running out of extraordinary measures which were being 
used to finance government expenditures since March, 2017. 
President Trump’s suspension of the debt limit until 8 December 
2017 is a temporary solution until a more permanent solution to 
the debt ceiling issue is agreed. 

If the government does not come with a more permanent 
agreement on a debt limit before 8 December 2017, the Treasury 
Department will again have the ability to use extraordinary 
measures to finance expenditures, until those measures are 
exhausted. It is assumed that extraordinary measures could last 
until sometime in early 2018.

How could the debt ceiling impact my investments  
in a money market fund?
The debt ceiling issue has introduced a degree of uncertainty to the 
markets. In the event that the debt ceiling is not raised temporarily 

or permanently, overall markets can react negatively. Treasury 
Bills with maturities around the debt ceiling dates are often seen 
as those with higher risk and may trade at higher yields than 
surrounding Treasury Bills. 
There is no guidance from the SEC 2a-7 rules or the rating 
agencies as to how money market funds are required to react to 
a potential default in U.S. Treasury securities. There is no explicit 
rule that forces money market funds to sell Treasury securities if 
they default. It is up to the Board of the Funds and the portfolio 
managers to determine the best course of action for the portfolio. 

How are the Morgan Stanley Liquidity Funds positioned 
with regards to the debt ceiling? 
The Morgan Stanley Liquidity Funds seek to minimize or avoid 
exposure to Treasury Bills which are deemed to have the highest 
potential default risk. We continue to evaluate developments 
related to the debt ceiling issue to determine if any changes are 
appropriate in our cautious approach towards considering securities 
that mature in the debt ceiling window.

The Debt Ceiling and Money Market Funds

Our portfolio managers are available to discuss this topic in further detail. Please do not hesitate to reach out to 
your relationship manager with additional questions. 

1 https://www.treasury.gov/initiatives/Pages/debtlimit.aspx 
2 Extraordinary measures include:

1. Suspending the issuance of State and Local Government Series (SLGS) Treasury securities
2. Declaring a debt-issuance-suspension period and taking certain actions in the civil service retirement and disability fund and Postal Service 
Retiree health benefits fund
3. Suspending daily investment of the Thrift Savings Plan (TSP) G Fund
4. Suspending daily investments in the Exchange Stabilization Fund (ESF) https://www.budget.senate.gov/imo/media/doc/Debt-Limit%20
Extraordinary%20Measures%20BB030917.pdf 
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Explore our site at www.morganstanley.com/liquidity

About Morgan Stanley Investment Management  
Global Liquidity Solutions
Morgan Stanley Investment Management has managed money market assets since 1975 and is dedicated to offering 
clients unique investment solutions through multi-currency institutional money funds and highly customized 
solutions. The Global Liquidity Solutions team, which has over $171 billion5 in assets under management, is comprised 
of highly experienced professionals across the U.S. and Europe and welcomes the opportunity to provide you with 
insight on the changes reforming short-term markets. If you have further questions or require additional assistance, 
please contact your Morgan Stanley Relationship Manager. 
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Investment Management Limited (“MSIM”). Authorised and regulated 
by the Financial Conduct Authority. Registered in England No. 1981121. 
Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA. 

This document contains information relating to the sub-funds (‘Funds’) 
of Morgan Stanley Liquidity Funds, a Luxembourg domiciled Société 
d’Investissement à Capital Variable. Morgan Stanley Investment Funds 
(the “Company”) is registered in the Grand Duchy of Luxembourg as an 
undertaking for collective investment pursuant to Part 1 of the Law of 
17th December 2010, as amended. The Company is an Undertaking for 
Collective Investment in Transferable Securities (“UCITS”).
Applications for shares in the Fund should not be made without first 
consulting the current Prospectus, Key Investor Information Document 
(“KIID”), Annual Report and Semi-Annual Report (“Offering Documents”), or 
other documents available in your local jurisdiction which is available free 
of charge from the Registered Office: European Bank and Business Centre, 
6Broute de Trèves, L-2633 Senningerberg, R.C.S. Luxemburg B 29 192.
The document has been prepared solely for information 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 material contained 
herein has not been based on a consideration of any individual client 
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.
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. If you are a distributor of the Morgan Stanley Investment 
Funds, some or all of the funds or shares in individual funds may be available 
for distribution. Please refer to your sub-distribution agreement for these 
details before forwarding fund information to your clients. 
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’ 
express written consent.
All information contained herein is proprietary and is protected under 
copyright law.

5 As of 30 November 2017.


