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Warsh’s Fed: Keeping its eye on the inflation ball 
Key takeaways 

• Warsh’s Federal Reserve (Fed) is staying inflation-first. The Fed is signaling that it is not ready to declare victory 
and may keep policy tight if inflation remains stubborn. 

• Short-term fixed income has a role. With rates likely to stay elevated, short-term bonds, certificates of deposit, 
and money-market funds can help investors earn income while limiting interest-rate risk. 

Kevin Warsh became Federal Reserve Chair in May 2026, replacing Jerome Powell. Warsh, a former Fed governor, has 
made his message plain: inflation is still job one for the Fed. 

In testimony before Congress, Warsh said the Fed’s “number one objective is to get monetary policy right” and that, “if we 
get policy right — and we will — the inflation surge of the last five years will be a thing of the past.” He also said Fed 
policymakers “have no tolerance for persistently elevated inflation” and remain committed to restoring price stability. In 
plain English, Warsh is telling markets that the Fed is not ready to declare victory over inflation. 

Warsh also pointed to artificial intelligence (AI) investment as an important force in the economy. In the near term, heavy 
spending on data centers, equipment, and software could put pressure on some prices. Over time, though, better technology 
may help companies become more productive, which could ease inflation pressure. That is a fancy way of saying AI may be 
a little bumpy at first, but it could help the economy run more efficiently down the road. 

What does this mean for interest rates? 

Our base case remains that the Fed does not raise rates in 2026. Still, Warsh’s comments make clear that the Fed wants to 
keep its options open. If inflation cools, the Fed can likely stay on hold. But if inflation proves harder to bring down, 
investors should not be surprised if the Fed keeps rates higher for longer — or even considers another hike. Put simply, the 
next few inflation reports matter. 

Why short-term fixed income still looks attractive 

Short-term fixed income looks useful because investors can still earn attractive income without taking as much interest-
rate risk as they would in longer-term bonds. That is one reason we recently upgraded short-term fixed income to 
favorable. Short-term Treasuries, certificates of deposit, and money-market funds may not be flashy, but they can do a lot 
of work in a portfolio when the Fed is focused on inflation and rates are likely to stay elevated. Sometimes the boring part 
of the portfolio earns its keep. 

Bottom line: Warsh’s Fed appears firmly focused on inflation. We still expect no rate hikes this year, but the Fed may keep 
policy tight if inflation does not continue to improve. For investors, we believe short-term fixed income remains a practical 
way to earn income while keeping risk in check.  
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Risk considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset 
class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, 
and industry sectors.  Technology and internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than the overall market.  Bonds are subject to market, interest 
rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates. High yield (junk) bonds have lower credit ratings and are subject to 
greater risk of default and greater principal risk. Although Treasuries are considered free from credit risk they are subject to other types of risks.  These risks include interest rate risk, which may 
cause the underlying value of the bond to fluctuate. Money market securities are short term, highly liquid instruments, with low risk. Some of the common instruments include Treasury bills, 
certificates of deposit (CDs) and commercial paper. Generally, CDs may not be withdrawn prior to maturity. CDs are FDIC insured up to $250,000 per depositor per insured depository institution for 
each account ownership category.  Wells Fargo Investment Institute, Inc. (WFII) is not an FDIC-insured depository institution; FDIC deposit insurance only protects against the failure of an insured 
depository institution. Banking products and services provided by Wells Fargo Bank, N.A. Member FDIC. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank 
affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not 
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the 
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report is not 
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this 
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio, 
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no 
guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial services 
regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by 
legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank 
affiliates of Wells Fargo & Company. PM-01212028-5769796 
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