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The Federal Reserve, which serves as the nation’s central bank, is
set to undergo a major leadership transition in May 2026 when
Jerome Powell’s term as chair of the Federal Reserve Board of
Governors (“Board”) expires. Powell first assumed the role in
February 2018 and was reappointed and confirmed for a second
four-year term in May 2022. Although his term as a member of the
Board runs through January 31, 2028, he will be replaced as chair.
However, Powell’s specific departure date is subject to change, as
he has acknowledged that he may remain as chair past the end of
his term until his successor has been confirmed by the Senate. On
January 30, 2026, President Trump nominated Kevin Warsh to serve
as the next chair of the Federal Reserve. Warsh previously served as
a member of the Board from 2006 to 2011 and currently serves as a
fellow at the Hoover Institution and as a lecturer at the Stanford
Graduate School of Business.

This shift in leadership may bring changes in monetary policy and
resulting interest rate changes, potentially affecting the bond
market and lending activity. These developments could have
meaningful implications for bond issuers, lenders, and the broader
economy. This article provides a brief overview of the institution’s
structure, its role in shaping U.S. monetary policy, and the
implications for lenders and bond issuers based on this leadership
change.

Structure of Federal Reserve

The significance of the upcoming leadership change becomes
clearer when viewed against the backdrop of the Federal Reserve’s
institutional structure and the role the chair plays within it. The
Federal Reserve is designed to balance national policy consistency
with regional economic insight. At its core is the Board, a seven‑
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member body appointed by the president and confirmed by the
Senate, with staggered 14‑year terms intended to support continuity
and independence. From this body, the president designates the
chair, vice chair, and vice chair for supervision to four‑year
leadership positions.

The chair leads both the Board and the Federal Open Market
Committee (FOMC), the primary policymaking body for setting the
federal funds rate and guiding the stance of U.S. monetary policy.
The Board’s work is complemented by the 12 regional Federal
Reserve Banks, whose presidents contribute district‑level economic
perspectives and participate in FOMC deliberations. The FOMC
convenes eight times each year to evaluate economic conditions
and to vote on policy actions, including setting the target range for
the federal funds rate.

While the chair holds only a single vote, the position confers
substantial influence. The chair determines the agenda, frames the
analytical approach, and provides the public narrative through
which policy decisions are communicated and interpreted. In
practice, this leadership role often shapes how consensus is built
within the FOMC and how market participants form expectations
about the future path of interest rates.

Role of Federal Reserve

The Federal Reserve, or Fed, was originally established in December
1913 after the Federal Reserve Act was signed into law by President
Woodrow Wilson. The Fed’s original purpose was to provide the
country with a more secure, adaptable, and durable financial and
monetary system.

The responsibilities of the Fed have evolved over time in response
to developments in the banking system and broader economy.
Today, the institution performs five core functions central to the
stability and performance of the U.S. financial system:

Conduct the nation’s monetary policy;•
Promote financial system stability;•
Supervise and regulate financial institutions;•
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Foster payment and settlement system safety; and•
Promote consumer protection and community development.•

Among these core functions, monetary policy remains the most
visible aspect of the Fed’s responsibilities. In this role, the Fed seeks
to promote maximum employment and stable prices, influencing
short-term interest rates and broader market conditions, including
inflation and credit trends.

Monetary policy decisions are made by the Fed through the FOMC,
which implements policy primarily by adjusting the interest on
reserve balances (IORB) rate. A decision to ease policy typically
involves lowering the IORB rate, encouraging banks and other
financial institutions to reduce borrowing costs. Conversely,
tightening policy involves increasing the IORB rate, prompting
institutions to raise interest rates on loans and other credit
products. Both the Board and the presidents of the regional Federal
Reserve Banks participate in these FOMC meetings, where
discussions center on the state of the national economy and on
economic conditions prevailing across different areas of the United
States. Policy decisions are then reached to support strong labor
markets and price stability.

Why Fed Leadership and Policy Decisions Matter
for Financial Markets

The Fed’s decisions shape credit conditions, influence investor
behavior, and set the backdrop against which banks, lenders, and
bond issuers operate. A leadership change at the Fed introduces
the possibility of shifts in policy direction and communication,
developments that can meaningfully affect financial markets. The
Fed’s decisions on interest rates also influence how local and state
governments structure their bonds, including the principal amount
borrowed, the timing and pricing of issuances with investors, and,
when interest rates fall, whether to refund existing bonds to lock in
a lower interest rate.

If confirmed as chair by the Senate, Warsh must decide how
aggressively he intends to guide monetary policy. Since leaving the
Board in 2011, Warsh has advocated limiting the Fed’s role in the
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nation’s financial markets by reducing its extensive asset holdings.
Any substantial reduction in these holdings could cause interest
rates to spike and introduce volatility into the financial markets.

While the Fed has long operated independently of Congress and the
Executive Branch, decisions that increase interest rates may face
political headwinds, particularly given the President Trump’s calls
for further interest rate cuts to reduce government borrowing costs
and lower mortgage rates for consumers. Beyond near‑term
decisions on interest rates and the size of the Fed’s balance sheet,
the next chair may also take a position on rules governing reserve
and liquidity requirements, steps that would directly affect banks’
balance‑sheet capacity and loan pricing. Although monetary policy
is set by the FOMC, the chair has substantial influence over the
analytical framing and communication of decisions, factors that
materially shape how markets respond.

Because changes in interest rates directly affect funding costs,
lending margins, borrower demand, and overall credit availability,
banks, lenders, and bond issuers must closely watch how the Fed
chair and FOMC signal future policy direction. These shifts influence
the economics of new lending, the value of existing portfolios, and
the timing of bond issuances, making it essential for institutions to
stay responsive to evolving monetary policy. For lenders, banks, and
bond issuers, understanding these dynamics is essential to
anticipating potential changes in financing conditions and adjusting
strategies accordingly.

Key Takeaways

The Fed plays a critical role in influencing U.S. monetary policy, and
its decisions have far-reaching implications to all market
participants, including consumers, businesses, financial institutions,
and governmental entities. The actions and statements of the next
chair will set the tone for the Fed’s role in the U.S. economy and U.S.
financial system for years to come.

FBT Gibbons will continue to monitor developments at the Fed as
they relate to U.S. monetary policy and the potential implications for
financial markets and market participants.
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FBT Gibbons offers broad, cross‑disciplinary experience across
multiple practice groups, including Public Finance, Commercial
Finance, Consumer Finance, and Banking. We are uniquely
positioned to help clients navigate evolving economic conditions
and respond strategically to shifts in the financial landscape. The
firm also has an experienced and well-networked team based in
Washington, D.C., which can provide public policy and regulatory
counsel for clients with questions about federal matters.

If you have any questions about this article or would like to discuss
how these developments may affect your organization, please
contact the authors or any attorney with FBT Gibbons’ Finance
Industry Team or Public Finance Practice Group.
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