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What to expect from a Warsh-led Fed

Four takeaways from his confirmation hearing

Headlines Rafael Shifren

rafael.shifren@pnc.com
=  Kevin Warsh was nominated by President Donald Trump at the end of

January 2026 to take over as Fed Chair when current Fed Chair Powell’s term  Isfar Munir
finishes in mid-May. Warsh is a veteran of the Fed, having served as Fed sfarmunir@pnc.com
Governor from 2006-2011.

= After several weeks of hold-up related to the DOJ investigation into Jerome
Powell, Warsh passed the Senate Banking Committee confirmation vote. He
is expected to pass the full Senate vote in the week of May 11.

=  With Warsh’s chair term set to begin in the coming weeks, we look over his
history of views on the Fed with emphasis on his recent Senate confirmation
hearing.

* We see four key takeaways from Warsh’s Senate confirmation hearing:

1. Fed independence: Warsh reiterated his commitment to Fed
independence and emphasized that he is “not pre-committed to any
policy decision.”

2. Less forward guidance: He argued for reforming the Fed’s
communications framework, including reduced reliance on forward
guidance, potentially reversing Powell’'s per-meeting press conference
cadence.

3. Revisiting the inflation framework: Warsh referred to the Fed’s preferred
inflation measure as “rough swag” and called for greater reliance on
alternative inflation measures like trimmed-mean and median measures.

4. Gradual balance sheet reductions: Lastly, Warsh reiterated support for
shrinking the Fed’s balance sheet “slowly and deliberately,” with fewer
holdings of longer-dated Treasuries.
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Kevin Warsh: A Governor Reborn?

Unlike some of his predecessors who were born out
of economic orthodoxy, like Bernanke and Yellen,
Warsh has no advanced degree in economics. Like
Jerome Powell, he has degrees in policy and law
and began his career on Wall Street before moving
into economic policy.

His educational background includes degrees from
Stanford University in public policy and Harvard
Law. Subsequently, he worked in M&A at Morgan
Stanley for 7 years before joining the National
Economic Council in the Bush Administration. Bush
later nominated him to the Board of Governors,
where he became the youngest governor ever
appointed. He served on the Board of Governors
from 2006-2011, overseeing the onset and response
to the GFC. During this time, Warsh was known as
one of Bernanke’s key channels of explaining Fed
policy action to the private sector. While it’s hard to
say how Warsh’s lack of steeping in the economic
orthodoxy would impact his leadership of the Fed,
we’d suspect it makes him more likely to be skeptical
of models and forecasts and perhaps make him
more flexible in his own economic thinking.

In the 20 years from nomination for Governor
through Chair nomination, some of Warsh’s views on
Fed policy have remained unchanged while others
have evolved.

During his first stint as Fed Governor, Warsh'’s views
on monetary policy were hawkish, strongly focused
on the importance of the Fed’s control over inflation
and inflation expectations. Even at the height of
financial turbulence in June 2008, he remained firm
that “inflation risks, in my view, continue to
predominate as the greater risk to the economy.” In
the years following the GFC, where policy rates
were set at zero lower bound, he argued that
prolonged accommodative policy could undermine
the Fed’s credibility in tackling future inflation. Even
as recently as October 2024, he voiced
disagreement with the 50bps cut delivered by the
FOMC at the September meeting, accusing the Fed
of not being data dependent.
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Despite his hawkish history, recently Warsh has
publicly advocated for lowering policy rates. In a
November 2025 op-ed, he explicitly expected Al to
boost productivity and serve as a disinflationary
force - allowing the Fed to then reduce the policy
rate. He also recommended lowering interest rates
to support households and small- and medium-sized
businesses.

Despite his evolving views on interest rates, he has
consistently argued that monetary policy doesn’t
occur in a vacuum, and that its interaction with
fiscal policy predicates his view on interest rates.

Warsh is best known for his public criticism of the
Fed’s balance sheet practices in the last 15 years.
While supporting the first round, he opposed the
second round of Fed asset purchases (QE2) in
response to the GFC, which aimed at removing
interest rate risk held by the market while also
providing the market with growth-stimulating
liquidity. He felt that Fed interference had gone too
far, which would ultimately lead to long-lasting
inflation. In an op-ed following the QE2 vote, Warsh
criticized the “chronic short-termism” of economic
policy and warned that “the Fed's increased
presence in the market for long-term Treasury
securities poses nontrivial risks.”

He resigned from his position in 2011 and in the years
following, expressed that he did so because he
disagreed with the policy actions that were taking
place without his support. He said in April 2025 that
structural mistakes at the Fed have “led to
systematic errors in the conduct of monetary
policy.”

Warsh has also consistently criticized the use of
forward guidance, arguing that it has locked
policymakers into forecasts and should only be used
in crisis or when rates are at zero lower bound.

It’s difficult to disentangle how much of Warsh’s
evolution in economic thinking is economically vs.
politically driven. Warsh has existed in Republican
economic circles for considerable time and at one
point was considered a potential successor to Janet
Yellen during Trump’s first term (Powell won the nod
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then). Republican sentiment during 2008 was
decidedly against continued intervention by the
public sector in private markets, and it was a
popular conservative position at the time to criticize
the Fed’s balance sheet expansion (this continues to
be the case). President Trump has been nothing but
vocal about his desire for lower interest rates and
unwillingness to nominate a Chair that isn’t in favor
of lower rates. Time will tell if Warsh’s views post-
confirmation will skew hawkish (as they did during
his first governorship) or more dovish (like his recent
commentary).

Four key takeaways from Kevin
Warsh’s confirmation hearing:

Kevin Warsh’s confirmation hearing offered a first
extended look at how he would approach leading
the FOMC. His testimony started with him reiterating
his commitment to Fed independence but stopped
well short of saying anything negative about
President Trump’s criticism of the Fed, even going as
far as suggesting that officials in the administration
are entitled to give their opinions on the proper path
of monetary policy. Additionally, Warsh stated that
he had “not pre-committed to any policy decision”
and appeared to give himself room to be patient
with rate cuts, which is a notable shift in how he’s
described his preferred path of rates in the past.

We see four clear takeaways from the hearing,
which we detail below. However, it should be noted
that the Fed Chair is just one out of 12 votes on the
FOMC, and most of Warsh’s reforms will require him
to build a consensus to achieve. This could prove
difficult, which is something Warsh himself implicitly
acknowledged when he said he expects “messier”
FOMC meetings in the future. One exception may be
changes to forward guidance; Warsh would have
more authority there as the spokesperson of the
Committee.

1. Reiterated commitment to Fed
independence, not “pre-committed
to any policy decision”
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In his opening statement, Warsh emphasized the
importance of maintaining strict monetary policy
independence. When questioned on his allegiance
to President Trump, he told the Senate Banking
Committee that he was never asked to
predetermine any interest rate decisions, nor would
he agree to do so. He did, however, not explicitly
answer questioning regarding the inflationary
impact of reducing rates to 1% by the end of the
year, as the President had suggested was a
possibility. Instead, he argued that inflationary
impact can’t be isolated by monetary policy alone
and that balance sheet policy contributes to
inflation when the “government prints too much” to
support QE.

“The president never asked me to predetermine,
commit, fix, decide on any interest rate decision, in
any of our discussions. Nor would | ever agree to do
so.”

Warsh offered little guidance on his preferred rate
path, saying the Committee would need to “dig
deep” in evaluating upcoming decisions, and that
he had “not pre-committed to any policy decision.”
He noted that the economy is roughly around full
employment but otherwise gave little attention to
the state of the labor market.

He frequently cited the potential for Al-driven
productivity gains to generate structural
disinflation, arguing that faster trend growth could
justify lower rates. In the near term, however, he
acknowledged that inflation remains a problem for
which the Fed “must take responsibility.”

2. Wants less forward guidance,
revised communications framework

Warsh explicitly stated that he does “not believe in
forward guidance,” arguing that excessive signaling
could reduce the Fed’s agility and lead to policy
errors. He said he prefers “messier meetings” and
warned of excessive “groupthink in the economics
profession.”

What to expect from a Warsh-led Fed | 3



PNC Economics Research

He called for “reform to its [the Fed’s] frameworks
and reforms to its communications,” and when
asked if he would commit to speaking after each
FOMC meeting, suggested that press conferences
should be reserved for delivering important news.
This may suggest a desire to return to quarterly
press conferences, reversing the per-meeting
presser cadence adopted under Powell in 2019.

“l think truth seeking is more important than
repetition. And if one has a press conference, one
wants to deliver some important news.”

He criticized Fed officials for opining “about where
they think interest rates should be” in the future,
which suggests that his framework reform could
extend to the format and cadence of the Summary
of Economic Projections and dot-plot. The SEP
timing and format are set by FOMC policy, so Warsh
couldn’t unilaterally make changes without a
Committee vote. Even without formal changes, he
could de-emphasize the SEP’s forecasting role and
repeatedly caution markets against treating it as a
policy guide.

3. Wants to revise the Fed’s inflation
framework

A significant taokeaway from the hearing was
Warsh’s emphasis on rethinking the measurement
process of the Fed’s inflation gauge. He described
Core PCE as a “rough swag” to estimate underlying
inflation, but modern data and understanding
should allow the Fed to gauge trend inflation more
accurately.

“We used to use core PCE core measures, so we’d
exclude food and energy because it was sort of a
rough swag as to what was going on. We don’t have
to do a rough swag anymore.”

Instead, he advocated for the use of trimmed-mean
or median measures, which filter out tail risks and, in
his view, better reveal second-order inflation
dynamics. While he said inflation remains too high,
he characterized recent trends as “quite favorable.”
These measures are currently running 0.5-0.7%
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below core PCE, potentially lowering the hurdle for
near-term easing. However, these measures are
more sensitive to energy and food shocks,
increasing the likelihood that the Fed would need to
decide more frequently how to look through such
price moves.

Figure 3: Trimmed-mean vs. other measures of
trend inflation (12M Ch., %)
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However, the trimmed-mean PCE measure has
well-known methodological issues that are currently
biasing it downward. Notably, these concerns have
been highlighted by the Dallas Fed, which produces
the measure. The trimmed-mean approach
asymmetrically removes more upside than
downside price changes, which can skew results
when inflation is accelerating in a narrow set of
categories, as appears to be the case today.

While we agree that policymakers should consider
a broad range of inflation measures when assessing
trend inflation, it is important to recognize the
limitations of relying too heavily on any single
indicator - whether Core PCE or Warsh'’s preferred
trimmed-mean and median measures.

What to expect from a Warsh-led Fed | 4



PNC Economics Research

Figure 4: Taylor Rule Implied Fed Funds Rate using
different inflation measures (%)
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While the Fed’s use of the PCE price index over other
inflation measures (like CPI) is annually reviewed in
the FOMC’s long-run strategy statement, the
preference for excluding food and energy as a
“core” measure is not codified or fixed. While
individual members may retain their bias towards
core measures, Warsh would hold discretion over
which measures he emphasizes in public.

4. Wants to reduce the Fed’s balance
sheet “slowly and deliberately”

Warsh has been a longtime critic of the size and
usage of the Fed’s balance sheet and reiterated
those concerns at the hearing, saying that the Fed
should focus on using the policy rate, characterizing
overreliance on QT as blurring the lines too much
between monetary and fiscal policy. He did not
specify a target size or a path to achieving it, but he
stressed that balance sheet reduction must
proceed “slowly and deliberately.”

“It took 18 years to create this balance sheet
problem, and we won’t be able to fix it in 18 minutes.”

In addition, Warsh was clear that he would prefer
the composition of the Fed’s balance sheet be
mostly T-bills, and that the Fed “shouldn’t own long-
dated Treasuries,” signaling a desire to shorten the
average maturity of Fed holdings or coordinating
with the Treasury on longer-dated security sales.
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How does the confirmation hearing
change what we knew?

Warsh’s testimony largely aligned with his more
recent public views. He slammed the Fed for its
balance sheet policies, including the holding of
longer-dated assets. Without explicitly calling for
lower interest rates, he argued for the
disinflationary impact of artificial intelligence.

Where we learned new information was with
regards to his strong support for alternative inflation
measures, his defense of Fed independence, and his
concession that the balance sheet can’t be shrunk
rapidly.

It is unclear to us if Warsh wants to deliver
immediate rate cut relief upon his confirmation of
the Fed Chair role, and more importantly, we view it
as unlikely that he will be able to convince a majority
of the committee into delivering cuts when the Fed's
typical measures of spot inflation remain at current
levels. While Warsh slightly increases the likelihood
of an earlier cut, he’s not a game changer there by
himself — the economic data needs to turn enough
that a majority of the committee is willing to back a
cut.

In our view, Warsh might have an easier time getting
early “wins” on the balance sheet front — while he
noted that changing the duration of the SOMA will
be a process and committee decision, there have
been comments from several other FOMC members
(most notably Waller, Haommack, and Logan) in
favor of reducing the SOMA duration. Soft funding
rates in Q12026 are also supportive of an early end
to reserve management purchases, which s
something we’'d expect Warsh to back given his
historical aversion to Fed balance sheet expansion.

Ultimately, it remains to be seen how the rest of the
Committee views his reform policies, and whether
some will publicly endorse or disagree with his more
radical views, like inflation targeting practices.

As of now, Warsh looks to be set to take the seat in
time for the June FOMC. Notably, we’ll get an
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updated SEP forecast at the meeting. Markets will
be eagerly waiting to hear how he approaches the
post-meeting press conference and how he
addresses the SEP holistically.
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Disclosures

The material presented and the views expressed herein are of a general nature and does not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs. To the extent that these materials
reference PNC data, such materials are not intended to be reflective or indicative of, and should not be relied upon as, the
results of operations, financial condition or performance of PNC.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of The PNC Financial Services Group, Inc.

© 2026 The PNC Financial Services Group, Inc. All rights reserved.

What to expect from a Warsh-led Fed | 7



