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Warsh: non-committal on rates, clear on balance sheet   
22 April 2026 

At his hearing before the Senate Banking Committee, Kevin Warsh defended 
the independence of the Fed and stressed the central bank’s focus on its 
dual mandate. While he sounded non-committal on rates, he reiterated the 
need to reduce the central bank’s balance sheet. 

INVESTORS EXPECT FED TO DELIVER ONE RATE CUT IN THE NEXT TWELVE MONTHS 

EXPECTED CHANGE IN FED FUND RATE (%) 

 

Source: Bloomberg, The Investment Institute by UniCredit 
Note: The chart shows the difference between the 1M OIS rate 12 months forward and the fed funds rate 

THE CONTEXT  

Yesterday, Kevin Warsh appeared before the Senate Banking Committee for his confirmation hearing as chair of the 
Federal Reserve. During the testimony, Warsh was asked a wide range of questions, spanning his views on the Fed’s 
balance sheet and interest‑rate policy, as well as how he intends to disclose and manage his personal finances. 
Overall, the testimony was balanced, with no indications on the future path of interest rates, but clear indications 
that he views the Fed balance sheet as too large. The 2Y UST yield was up around 7bp. This suggests markets were 
expecting a more clearcut stance on rate cuts, although it is not easy to disentangle the move from renewed pressure 
on oil prices and deteriorating prospects for peace talks.  
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THE DATA 

Our chart shows expectations for Fed action over a constant twelve‑month horizon, as captured 
by OIS forward rates. These expectations have fluctuated significantly since the start of the 
year in response to shifting economic conditions. When Warsh was officially nominated by US 
President Donald Trump at the end of January, markets were pricing in around two rate cuts. 
During February, expectations rose to roughly three cuts as investors became increasingly 
concerned that the adoption of AI could weigh on employment and prompt a more 
accommodative policy stance. 

The outbreak of the war in Iran and the associated rise in oil prices triggered a reassessment 
of Fed policy expectations. In a context of renewed inflationary pressure, investors concluded 
that rate cuts would no longer be viable. For a brief period in late March, forward rates even 
assigned some probability to a rate hike. The outlook has since become more balanced, with 
markets currently pricing in roughly a 50% probability of a rate cut over the next twelve months.  

OUR VIEW 

Warsh’s testimony was well balanced and did not provide investors with reasons to revise their 
policy expectations. This supports the idea that rate-setting decisions will depend on the 
economic and geopolitical environment rather than on a preset bias and is good news for the 
independence of the central bank. Indeed, Fed independence received the greatest attention, 
reflecting the recent political pressure on Powell. Warsh was adamant that monetary policy 
independence is essential and dismissed the notion that it could be undermined by elected 
officials expressing views on interest rates. We agree with this assessment: the Fed’s 
independence is ultimately safeguarded by decision‑making through majority voting. As 
Senator Thom Tillis put it, “If anybody thinks the president can appoint somebody and you 
unilaterally can control things, you're going to be an unsuccessful chair.” 

Importantly, Warsh stressed that preserving credibility requires the Fed to stay in its lane, 
avoiding involvement in fiscal or social policies where it has neither authority nor expertise. He 
added that independence is strongest in the operational conduct of monetary policy, but less 
so in other areas, such as banking supervision and international finance. 

Warsh reiterated his view that the Fed’s balance sheet is excessively large and needs to be 
reduced. He also noted that balance‑sheet policies tend to benefit a disproportionately wealthy 

segment of the population, whereas interest‑rate policy affects a broader share of households. 

He suggested that balance‑sheet reduction should proceed gradually and be coordinated with 
the Treasury. This aligns with our view, as shrinking the balance sheet during a period of 
substantial government borrowing could otherwise put undue pressure on financial markets.   

On interest rates, Warsh remained non‑committal and reiterated that he had made no specific 
commitments to Trump. He emphasised that interest rates should be the primary monetary 
policy instrument and expressed scepticism towards forward guidance, arguing that Fed 
officials should be less active in signalling future policy decisions. Instead, he advocated for 
more robust internal debate within the FOMC, with members engaging in what he described 
as a “good family fight”. Under Warsh, the Fed may therefore become less communicative, although 
maintaining credibility will still require clarity and transparency around its reaction function. 

On AI he was generally bullish, saying it is a testament to American ingenuity and that the US 
is the best-positioned country in the world to take advantage of it. AI should increase demand 
through investment, but the potential supply boost is more relevant. Considerable work 
remains for the Fed on this topic. Warsh did not draw a link between higher productivity, lower 
inflation and possibly lower rates. 
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OTHER THINGS TO NOTE 

US indefinitely extending ceasefire might prolong FX impasse, leaving USD slightly firm 

Trump said he had indefinitely extended the ceasefire until Iran submits its proposal, after 
plans for a fresh round of talks collapsed. This happened just ahead of today’s deadline and 
at Pakistan’s request, which suggests that China may have increased pressure on the parties 
to avoid an immediate resumption of the conflict. The US would hold off fresh attacks but 
keep the naval blockade of the Strait of Hormuz, which remains at a standstill, while not 
facilitating any response by Teheran. Discussions on nuclear weapons and the truce in 
Lebanon have made no progress either. Global equities have recovered war-driven losses, 
but Asian stocks were mixed this morning. Brent has declined below the USD 100/bbl 
threshold. Investors may remain torn between optimism and renewed concerns over the 
Middle East. This picture may limit risk appetite and increase short-term, headline-driven 
volatility. In FX, this might keep the greenback marginally firmer against the other majors, 
rather than penalising it, although mostly within familiar trading ranges. Notably, the US 
dollar index remains just above 98; EUR-USD is stuck at around d1.1750 and USD-JPY is 
marginally above the 159 handle. (R. Mialich) 
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Legal Notices 

Glossary 
Terms used in the report are available on our website: Our glossary 

Marketing Communication 
This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG  and 
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is prov ided free of 
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even 
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an 
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance w ith legal 
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or 
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest 
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all 
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable 
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, corre ctness and 
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry 
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own 
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation. 
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It  should also 
be noted that:  

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results. 

2. If the investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly 
according to changes in exchange rates and have an undesirable effect on the profitability of the investment. 

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness.  In the 
event of bankruptcy of the issuer, the investor may lose the entire capital. 

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at 
the time of sale up to the entire capital invested. 

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obt ain reliable 
information on their value. 

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual si tuation of 
the customer and may be subject to change in the future. 

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results. 

8. Diversification does not guarantee a profit or protect against a loss.  

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this 
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publ ication – 
including data, news, information, images, graphics, drawings, brands, and domain names – are owned by the UniCredit Group unless 

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not 
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes 
without prior written authorisation from UniCredit Group unless if purposes of personal use only.  E 25/1 
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