WISDOMTREE BLOG

Will the Next Fed Chair Lurk in the “Shad-
ows”?

Published July 1, 2025

Kevin Flanagan
Head of Investment and Fixed Income Strategy

Key Takeaways

e Speculation is mounting that President Trump may announce a new Federal Reserve chair well before
Jerome Powell’s term ends in May 2026, potentially as early as this summer or fall.

e With Fed Governors Waller and Bowman—hboth Trump 1.0 nhominees—hinting at support for July
rate cuts, investors are weighing whether recent policy signals reflect genuine outlooks or strategic
posturing for the chair position.

e A premature Fed chair announcement could risk undermining the Fed’s perceived independence,
unsettling bond markets and potentially creating unintended consequences.

On top of all the geopolitical headlines the money and bond markets have had to contend with of late, there
has been another news story that has recently garnered its own fair share of headlines: a new Fed chair.
This development comes around every four years, but in the current instance, the process of choosing a
new Fed leader is capturing far more attention, to say the least. As a result, recent news stories have been
published that suggest it is possible this time around that the process of nominating a new Fed chair could
be different than what investors are more accustomed to.

Itis certainly no surprise that, since he took office back in January, President Trump hasn’t been particularly
happy with Fed Chairman Jerome Powell. But that’s where we have to interject this blog post’s spoiler alert:
the president cannot fire the Fed chair just because he isn’t cutting interest rates.

That brings us to the next point. Powell’s term as Fed chair expires in May 2026, so the president will only
have to contend with the current situation regarding Fed leadership for about another 10 months or so.
Indeed, Powell has made it clear he is not stepping down early, so start the shot clock, as it were.

Typically, a new Fed chair isn’t chosen until about three to four months prior to the current person’s term
expiring. The conjecture at the present time is that the president may speed up this part of the transition
and actually announce a new pick in either the summer or fall of this year.

In terms of possible front-runners for the position, former Fed Governor Kevin Warsh and current Treasury
Secretary Scott Bessent have been mentioned. But don’t forget current Fed Governors Waller and
Bowman. Interestingly, both of these Fed officials recently stated they could potentially support a rate cut
as soon as the July FOMC meeting. Now, who do you think would have liked that type of messaging?
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Was this some kind of political posturing for the chair position or just typical forward guidance from these
two governors? One other interesting coincidence is that Waller and Bowman were both nominated by
President Trump during his first term.

OK, enough of this conspiracy theory chatter. Back to the possibility that a new chair could be announced
much sooner than what is typically the case. The reason behind this conjecture is that the new Fed leader
would then be serving as a sort of “shadow Fed chairman” until they would officially assume the role.

As a result, the announced Fed chair could then undermine Powell over the next 10 months or so and
essentially influence bond market expectations for what future monetary policy will eventually hold, aka
rate cuts.

Would any of the candidates named here actually “do such a thing”? This is where | tap the brakes on the
whole concept of a “shadow Fed chairman.” It is one thing to say something when you are not in the official
position of the most powerful central banker on the globe and another when you sit in the chair (no pun
intended) and realize the enormous responsibility that comes with the job from both a monetary policy and
financial markets perspective.

Warsh, Waller and Bowman have either sat or currently sit on the FOMC decision-making body and have
witnessed firsthand this perspective. Secretary Bessent has already walked back some of his thoughts
from before becoming Treasury secretary and proved to be a voice of reason after the financial markets’
reactions to the Liberation Day announcement.

Conclusion

Perhaps one of the most overlooked impacts of this “shadow Fed chairman” is the bad precedent it would
set and that the Fed could then be viewed as losing its much-treasured independence in the eyes of the
bond market. This notion of policy independence is not taken lightly by bond investors, and any breach
of this concept could have unintended harmful effects on interest rates—the exact opposite of what the
“shadow” plan was supposed to achieve.
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