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. THE ECONOMY HAS GROWN UNDER MANY
The Federal Reserve plays a central role in FED LEADERS

financial markets and the economy, and its
importance has only grown in recent decades.
From the 2008 global financial crisis to the The Economy and Fed Chairs

inflationa ry period of the past several years, Real GDP and Fed chairs with the nominating president’s party highlighted
investors have followed every Fed decision

carefully. So, when leadership changes occur at I U -
the Fed, they naturally capture the attention of o = i sepoimby Rowic i
investors and the broader public. At the same

time, it’s important to understand what the Fed
does and does not control when it comes to
long-term investing.
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The new Fed Chair confirmed by the Senate
is Kevin Warsh, an experienced policymaker
who served on the Fed’s Board of Governors Sourcs:leamonice ureau ofEconomic Aralysis NOER
during the global financial crisis.* Markets

have generally responded favorably to Warsh’s

nomination, viewing him as a known quantity with familiarity of the Fed and monetary policy. What might this
mean for Fed policy and investor portfolios in the coming years?

Fed leadership transitions happen infrequently so it’s helpful to zoom out for some perspective. The Chair of the
Federal Reserve is nominated for a four-year term, while members of the Board of Governors serve rotating 14-
year terms. The primary reason for this structure is to separate monetary, regulatory, and supervision decisions
from politics. This is often referred to as “Fed independence,” a concept that has been tested and debated across
history.

The accompanying chart shows that the U.S. economy has grown across the tenures of different Fed chairs,
regardless of which president nominated them. Paul Volcker, Alan Greenspan, Ben Bernanke, Janet Yellen, and
Jerome Powell each navigated unique economic challenges, from stagflation in the 1970s and early 1980s to
the global financial crisis, the pandemic, and the recent inflation surge. In between, there have been numerous
market and economic cycles which forced the Fed to react to new circumstances, in some cases by using their
policy tools in new ways.

The Fed and interest rates are only one part of the equation when it comes to the health of the economy. The
Federal Reserve Reform Act of 1977 established a “dual mandate” to promote maximum employment and stable
inflation rates, which ideally should result in predictable long-term borrowing costs for consumers, businesses,
and the government.
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However, despite how the market often views the Fed, the central bank does not control all aspects of the
economy. Many of their tools, such as the federal funds rate, are often viewed as blunt instruments that
work with what economists refer to as “long and variable lags.” Economic shocks, technological change,
demographics, and global events all play significant roles. For instance, the Fed can react to rising gasoline
prices and the impact of Al on the job market, but they cannot control them directly.

What this means for investors is that while the Fed plays an important role, and interest rates do influence many
parts of the economy and financial markets, focusing too much on each Fed decision can result in missing

the forest for the trees. Instead, understanding the underlying market and economic drivers that the Fed is
navigating can help investors maintain a long-term perspective.

INFLATION AND THE MONEY SUPPLY COMPLICATE
KEVIN WARSH BELIEVES IN A MORE FOCUSED FED FED DECISION-MAKING
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Like all government institutions, the Fed is imperfect and does not have a crystal ball as to where the economy
might go next. Instead, in making their decisions, they use the same public and private economic data on which
all economists rely. So, it’s natural that there are often criticisms of the Fed in terms of specific policy decisions
and as an institution. As with all aspects of investing, it’s often important to set politics aside to better distinguish
what the Fed might do from what we believe they ought to do.

In his recent Senate testimony, Warsh stated that he favors “a clearer, cleaner match between the Fed’s powers
and responsibilities,” suggesting a preference for a more focused central bank.? He also emphasized that
“monetary policy independence is essential” and that policymakers must act in the nation’s interest. In the past,
Warsh was seen as an “inflation hawk,” meaning that his policy preference would be to err on the side of higher
interest rates to prevent inflation from rising, as well as promoting reform at the Fed.

When it comes to investing, there are at least three implications based on his views. First, it will take time to
fully understand how Warsh'’s current views will impact policy in this inflationary environment, especially if they
come into conflict with the White House’s preference for lower rates. He may need to address this as soon as his
first press conference since high oil prices will weigh on upcoming Fed decisions.

That said, this would not be the first time there has been a conflict between the executive branch and the Fed
since, naturally, elected officials prefer lower interest rates to boost the economy. Famously, conflicts arose
between President Lyndon B. Johnson and Fed Chair William McChesney Martin Jr., Ronald Reagan and Paul
Volcker, most recently between Donald Trump and Jerome Powell, and more. This has occurred even when the
Fed Chair is one appointed by the president.
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Second, while Warsh believes the Fed has overstepped with green initiatives and social policies, he has not
argued for wholesale changes of the core of the institution. Specifically, Warsh believes that crisis-era actions
such as the expansion of the Fed’s balance sheet were appropriate, since, after all, he was in the room when
many of those decisions were made.?

Instead, he does believe that the Fed should “retrace its steps” once conditions normalize and the crisis is

over. In other words, the Fed’s balance sheet, which remains sizable at $6.7 trillion, is not where it ought to

be now that the 2008 financial crisis and the pandemic are long over. In theory, shrinking the balance sheet
should tighten financial conditions, since this involves either selling or reinvesting less each month in Treasury
securities and mortgage-backed securities. This is often known as “quantitative tightening,” the opposite of the
easing done during crisis periods. Changes in this policy can have effects on bond prices, mortgage rates, and
corporate borrowing costs.

Third, Warsh believes that Fed policy, especially since the pandemic, has contributed to the growth of the federal
deficit and national debt. Just as with the Fed’s balance sheet, he argues that while spending may be justified in
recessions, it should be symmetric and monetary policymakers should steer clear of fiscal commentary.*

Of course, the Fed does not directly control federal spending, and it’s unclear what the new Fed Chair would
do differently to influence budgets passed by Congress. To the extent the Fed does weigh in on the size of the
budget deficit, it would either be with guidance or by controlling interest rates. For investors, this is another
reason that policy rates may continue to depend on many factors in the coming years.

The new Fed Chair inherits a particularly challenging economic environment. Inflation has accelerated in recent
months due to higher oil and gasoline prices, driven by the war in Iran. Headline CPI was 3.8% year-over-year as
of April 2026, with core CPI at 2.8%, both still above the Fed’s 2% target.

This has created a difficult policy backdrop. While many at the Fed and in markets had previously been expecting
further rate cuts, fed funds futures now reflect the possibility that the Fed may need to consider a rate increase
by early 2027. These market expectations should be taken with a grain of salt, as they shift frequently based on
new economic data and global events. Still, they highlight the uncertain path ahead for monetary policy.

For investors, the most important takeaway is that markets and the economy have performed well across many
different Fed leadership transitions and policy environments. Changes at the top of the Fed naturally generate
uncertainty, but they rarely alter the long-term fundamentals that drive financial markets. Earnings growth,
productivity, demographics, and innovation are ultimately the most important drivers of long-run returns.

The bottom line? As Kevin Warsh takes over as Fed Chair, it’s important to maintain perspective on the role of
the Fed. Ultimately, understanding the longer-term drivers of the market and economy is the best way to achieve
financial goals.
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