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Planing Desk – Where to Hold Cash 
Written by Nicole Drury and Stephanie Vitti 

 

 

 

 

With interest rates climbing, savers are finally able to get a high interest rate on cash. But what constitutes 

cash, and what should someone consider when placing their funds?  

 

Below we explain the key differences between several types of cash and cash-equivalents.  

 

 
Checking and Savings Account: 
 
This is what most of us are familiar with when we say cash. 

 

Cash in a checking account is totally liquid and accessible, although still subject to certain limitations (for 

example, you may only be allowed to take a certain amount from an ATM and you can only send a wire 

during a bank’s normal hours of operation).  

 

There are several differences between checking and savings accounts. Checking accounts allow quick 

access to funds, whether through an ATM or by writing a check. Some may offer a very low rate of interest. 

Savings accounts will generally have higher interest rates and might limit the number of times per month 

you can withdraw funds.  

 

We like to think of a checking account as your operating account - it’s accepting all your cash inflows (like 

your paycheck) and paying all your expenses. The savings account should be a cash reserve (emergency 

fund) that holds the bulk of your cash.  

 
 
High Yield Savings Account: 
 
As mentioned above, a savings account is the account that should hold the bulk of your cash. Ideally, you 

want that account to have a high rate of interest.  

 

Brain Teaser of the Month: What is the worlds longest continuous walk?                                                                                                                                                                        

                                                                                                                    

Answer on Page 4                                                                                                                                                                                                                               
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Over the last decade, “high yield” savings accounts have become more popular. This type of account is 

similar to the savings accounts you may have at a traditional bank, except it offers a higher rate of interest.  

 

One thing to note is that some high yield savings account will have limitations on withdrawals (for example, 

20 transaction per month) to avoid being used as a replacement for a checking account.  

 
 
Government Money Market Funds:  

 

Another cash-equivalent option is a government money market fund. These are mutual funds that only 

invest in high-quality, short-term debt. The bonds within money market funds are subject to certain 

diversification and maturity standards.  

 

Money market funds can be a good option if they offer a higher yield than comparable savings accounts.  

 

One thing to be aware of is that a money market fund needs to be bought/sold, and that can only be done 

during market hours. For this reason, money market funds should be considered less liquid than 

comparable “cash in the bank.” A money market fund is a good place to hold your cash reserve, as long as 

you’re aware that it could take 24-48 hours to access funds.  

 
 
Certificates of Deposit (CDs): 

 

CDs have a fixed interest rate and maturity date. For example, consider a hypothetical CD issued by Hatch 

Bank with a 4.65% coupon due 7/1/2024. The price of a new CD is $1,000. If you purchase one CD, you 

would give Hatch Bank $1,000 and in return you would get 4.65% of interest for one year. If interest is paid 

semi-annually, you would receive $23.25 in January 2023 and $23.25 in July 2024. You would also get 

your entire principal of $1,000 back on 7/1/2024.   

 

CDs are often part of the conversation when we’re talking about cash equivalents, but there are some key 

things to note. First, the interest rate on a CD is fixed, while the rates on savings accounts and money 

market funds fluctuate. Second, a CD has a defined maturity while a savings account or money market 

fund does not. Consider a hypothetical situation where a money market fund yields 4.25% and a CD yields 

4.50%. The CD has a higher interest rate but doesn’t mature for one year. In that comparison, we might 

choose the money market fund. This way, the funds remain totally accessible. Plus, the monkey market 

rate might increase at any time while we know the CD rate will not change.  

 

It’s possible to sell certain CDs before the maturity date, but not necessarily for the price you paid. If you 

buy a CD directly from a bank, there is a penalty if you redeem before maturity. For this reason, CDs 

should not be confused with cash. 

  

A Note about Ultra–Short Bond Funds: 

 

There are many ultra-short bond funds that are advertised as a cash-equivalents, and they attract investors 

because they offer high interest rates.  
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These ultra-short bond funds, however, are not a substitute for cash. These funds are backed by corporate 

bonds that are not always high quality, and the NAV (net asset value) of the fund can dip below $1 per 

share. Said another way - your money is at risk and you can experience a loss in this type of fund. 

Although they offer a higher yield, we would caution the use of these funds as a substitute for cash.  

 

 

 How Much Cash Should I Hold: 

 

This is one of our team’s most frequently asked questions. We consider a few things before making a 

recommendation: 

 

• What are your monthly expenses? A good framework is to start with 3-6 months of expenses. 
 

• What is your job and how are you paid? Business owners and anyone freelance may want to 
hold more than 6 months of expenses. Anyone in a seasonable business, or a role with variable 
commissions may also want to hold more cash. If you feel like your income is variable, then holding 
6-12 months’ worth of cash would not be unreasonable.  

 

• What amount makes you comfortable? We’ll often ask “when you look at your bank account, 
what amount do you need to see to feel comfortable?” Some people can see a small amount and 
feel unbothered, knowing their money is simply being invested elsewhere. Some people really need 
to see a specific and large dollar amount. The amount of cash you hold is a personal decision and 
should be informed by your comfort level and risk tolerance.  

 

• Finally - what expenses do you have coming up? Once we tackle how much you should hold in 
an emergency fund, we need to separately consider what expenses you have on the horizon. If 
you’re planning to buy a home in the next year, we will likely suggest holding lots of cash. Not just 
for the down payment, but for all the incidental expenses that seem never-ending when moving into 
a home. If you’re about to buy a car, pay school tuition, leave a job, etc. - these are all great 
reasons to hold more cash than usual.  
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Brain Teaser of the Month Answer – Cape Town, South Africa to Magadan, Russia. This is a distance of 

13,910 miles, and it would take you 562 days if you walked for 8 hours a day. You would have to travel 

through 16 Countries 

 

 

mailto:sheila.horwitz@ms.com
mailto:evan.m.semegran@ms.com
mailto:nicole.drury@ms.com
mailto:david.b.glcikstein@ms.com
mailto:stephanie.vitti@ms.com
mailto:michael.bertelle@ms.com
mailto:linda.zheng@ms.com
mailto:melanie.burnett@ms.com
mailto:dave.bent@ms.com
mailto:marybelle.santiago@ms.com
mailto:ryan.dorian@ms.com


 

 

   

 

 

 

June 2023 Planning Desk – Where to Keep Cash 

 

5 
 

Disclaimers: 

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.   

 

This material has been prepared for informational purposes only. It does not provide individually tailored investment advice. It has been 

prepared without regard to the individual financial circumstances and objectives of persons who receive it. Morgan Stanley Smith Barney 

LLC (“Morgan Stanley”) recommends that investors independently evaluate particular investments and strategies, and encourages investors 

to seek the advice of a Morgan Stanley Financial Advisor. The appropriateness of a particular investment or strategy will depend on an 

investor’s individual circumstances and objectives. 

 

Investors should carefully consider the investment objectives and risks as well as charges and expenses of a mutual fund and 

exchange traded funds (ETFs)  before investing. To obtain a prospectus, contact your Financial Advisor or visit the fund 

company's website. The prospectus contains this and other important information about the mutual fund. Read the prospectus 

carefully before investing. 

 

Treasury and Government Money Market: You could lose money by investing in the Fund. Although the Fund seeks to preserve 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 Fund’s 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. 

 

You could lose money by investing in a Money Market 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 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 Fund’s 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. 

 

CDs are insured by the FDIC, an independent agency of the U.S. Government, up to a maximum of $250,000 (including principal and 

accrued interest) for all deposits held in the same insurable capacity (e.g. individual account, joint account, IRA etc.) per CD depository. 

Investors are responsible for monitoring the total amount held with each CD depository. All deposits at a single depository held in the same 

insurable capacity will be aggregated for the purposes of the applicable FDIC insurance limit, including deposits (such as bank accounts) 

maintained directly with the depository and CDs of the depository. 

 

For more information visit the FDIC website at www.fdic.gov. 

 

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or 

completeness. 

 

Morgan Stanley Smith Barney LLC.  Member SIPC. 

CRC 4736281 08/2025 
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