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Determining the appropriate amount of cash 
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When building out a Financial Plan, one question that is 
often top of mind for clients of all ages (and all income 

levels) is “How much cash should I hold?”. It’s a simple 
question that doesn’t always have a simple answer. This 
can be especially true when we want to create a cash 
management strategy that specifically addresses the 
unique needs of a certain profession. 
 
 
For example, we work with Equity Partners at Large Law 
Firms on maximizing every dollar in savings while also 
ensuring we have liquid cash available that lines up with 
their quarterly estimated tax bills. This cash management 
strategy is going to be very different than one that 
addresses the needs of someone who owns their own 
business which is an entire topic of discussion on its own. 
 
 
However, part of my job is also finding balance and 
making sure that my team and I don’t over complicate 
things when we don’t need to. So, when working with 
clients who don’t have a special consideration due to their 
profession and I’m asked, “How much cash should I 
hold?”, I’ll often say that we can take one of the following 
two approaches (or some combination of the two):  
 
 
 
 
 
 
 
 
 
 

 

1) The “Confidence” Approach: 
 

In this approach, we determine what is the appropriate 
amount of cash that will cover the proverbial “Rainy Day 
Fund”.  For clients who have relatively strong job security, 
we might decide 3-months of expenses in liquid cash is 
sufficient. For clients who want to be more conservative, 
we might decide the number is 6-months of expenses. 
Factors like income level, number of children, debt to 
equity etc. all come into effect. However, the point is (no 
matter what someone else tell you), the primary goal of 
Financial Planning is to help you sleep at night knowing 
you are confident financially. If having a certain amount of 
liquid cash available helps achieve this, then that is what 
matters most.  
 

… the primary goal of Financial Planning 

is to help you sleep at night … 
 

2) The “Asset Allocation” Approach: 
 

For clients who are less risk sensitive and want to try and 
offset entirely the effects that cash, during most 
timeframes, is a depreciating asset class – I recommend 
we take what I refer to as the “Asset Allocation 
Approach”. In this approach, we look at cash as an 
investment just like we would stocks, bonds, or any type 
of alternative investment. The goal of cash as an 
investment is not capital appreciation, but instead capital 
preservation (and in some circumstances lowering a 
portfolio’s volatility). When taking this approach, there 
are many factors we consider from what is cash currently 
yielding relative to bonds or other investment options to  



The Blue Cornerstone Group at Morgan Stanley  
 

1200 Lenox Drive  
Suite 300 

Lawrenceville, NJ 08648 
 

 
2 

Morgan Stanley Smith Barney LLC. Member SIPC. 

 

 

 
 
what type of account are we going to hold the cash in. 
Ultimately, with this approach, the goal is to determine 
what percentage of cash should we hold relative to your 
total net worth and investment portfolio.  
 

… we look at cash as an investment just 

like we would stocks, bonds, or any type 

of alternative investment. 
 
No matter what we approach we take, the decision is not 
one you need to make alone. More importantly, through 
our team’s process of using Financial Planning as the 
cornerstone of our practice, at a minimum we are going 
to revisit your cash management strategy once per year. 
This will help us ensure we are still taking the appropriate 
approach to help you meet your Financial Goals. And 
finally, for our clients who have unique circumstances due 
to their profession, we have the experience and the 
resources backed by Morgan Stanley to help you come up 
with a solution to that addresses your needs while also 
getting the most out of your money.  
 
 
If we’re not currently working together but you want to 
learn more about my team’s process, please know that I 
am always happy to connect with no obligations on your 
part whatsoever.  
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The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Wealth 
Management or its affiliates.  All opinions are subject to change without notice.  Neither the information provided nor any 
opinion expressed constitutes a solicitation for the purchase or sale of any security.  Past performance is no guarantee of 
future results.  
 
Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors or Private 
Wealth Advisors do not provide tax or legal advice.  Clients should consult their tax advisor for matters involving taxation 
and tax planning and their attorney for matters involving trust and estate planning and other legal matters. 
 
 
The investments listed may not be appropriate for all investors. Morgan Stanley Smith Barney LLC recommends that 
investors independently evaluate particular investments, and encourages investors to seek the advice of a financial 
advisor. The appropriateness of a particular investment will depend upon an investor's individual circumstances and 
objectives. 
 
Asset Allocation does not assure a profit or protect against loss in declining financial markets. 

 
Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank. Where appropriate, 

Morgan Stanley Smith Barney LLC has entered into arrangements with banks and other third parties to assist in offering 

certain banking related products and services. 

 

Investment, insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC 

INSURED | MAY LOSE VALUE | NOT BANK GUARANTEED | NOT A BANK DEPOSIT | NOT INSURED BY ANY 

FEDERAL GOVERNMENT AGENCY 

 
Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which 

may create a different type of relationship with different obligations to you.  Please visit us at 

http://www.morganstanleyindividual.com or consult with your Financial Advisor to understand these differences.  
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