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Leaving the merits of the Warsh pick aside, there are four things 
investors ought to be thinking about right now: 

How long? 

First, there is an open question as to how long the Warsh 
confirmation will play out. Typically, when the position of 
Chair changes hands, the confirmation process lasts about 
three months, from the time the nomination is announced 
to the time the nominee is confirmed by the Senate. The 
confirmation hearing takes place about a month after the 
nominee is announced. There is no rush if the nominee 
already holds the position for which they are being 
nominated. Our nearby table provides a quick summary. 

Senator Tillis has vowed to block any nominee to lead the 
Federal Reserve until the DOJ investigation into Powell is 
resolved. President Trump has said he will just wait until 
Tillis is gone. That carries risks. An unconfirmed nominee 
is a bit like fish that has been sitting out: it starts to stink. 

Equity stress test 

Second, when a new Chair assumes office, something 
usually goes awry in the equity markets. Most famously, 
Alan Greenspan dealt with Black Monday months after 
assuming office. Bernanke and Yellen saw modest selloffs 
in their first year while Powell saw a meaningful correction 
(“long way from neutral”). 
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At any rate, if past is prologue, I would not be surprised to 
see the new Chair tested, especially given the 
circumstances of his ascension to the job: a newfound 
policy dove tasked with convincing those around the 
FOMC, likely suspicious of the motivations, to his position. 

Communications change 

Third, the most intriguing aspect of Warsh as Fed 
Chairman is that he thinks policymakers talk too much. 
Warsh has long believed that the Fed is too reliant on 
forward guidance for the future path of interest rates. 
Indeed, during his time as Governor Warsh never really 
gave speeches on the economic and policy outlook. This 
implies less discretion and more of a rules-based 
approach to policy. That approach works in normal times, 
less so during times of elevated market and economic 
uncertainty. 

What’s notable about the Warsh critique is that now he is 
making an appeal to discretion. Indeed, Warsh is tasked 
with convincing those around the FOMC table to buy into 
the notion that the US economy is on the precipice of a 
Golden Age of low inflation driven by strong productivity 
alongside low equilibrium unemployment. Most of his 
colleagues will likely need convincing based on the 
evidence – the very data dependence Warsh seems to 
deride. 

One thing to consider is that less reliance on forward 
guidance implies that a move in the short-end of the yield 
curve is less likely to transmit into the long-end. This is 
ironic since one of Warsh’s critiques about the Fed’s 2024 
rate cuts is that the entire curve did not shift down. 
Anticipation of cuts is what got longer-term rates down in 
the first place. 
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Curious timing 

Finally, I asked Claude to construct an index rating Warsh’s 
public commentary over the years to determine 
hawkishness or dovishness. A higher score is hawkish, and 
a lower score is dovish. 

A few things stand out to me. First, in the middle of the 
2008 economic slump, Warsh was concerned about 
inflation despite the weakness in economic growth. Next, 
he never really updated his priors about QE, fretting about 
inflation for years despite inflation running below the 
Fed’s target. Finally, Warsh turned dovish, somewhat 
abruptly in wait for it, November 2024. Since Trump’s 
election, he was talking up growth optimism, productivity 
driven disinflation and rate cuts. That pitch will be much 
harder to make around the FOMC table than it was in the 
Oval Office. 

Fed recap 

On balance, I think the post-meeting press statement was 
hawkish. The growth assessment was upgraded and the 
statement removed language around downside risks to 
employment. This was probably necessary not to cut in 
January. If they left the language in, it would have begged 
the question as to why they kept policy rates unchanged. 

The risk is that the shift in tone is premature. As Governor 
Waller noted when explaining his dissent, “I have heard in 
multiple outreach meetings of planned layoffs in 2026. 
This indicates to me that there is considerable doubt 
about future employment growth and suggests that a 
substantial deterioration in the labor market is a 
significant risk.” If the labor market deteriorates from 
here, a concern we share, I suspect the Fed statement 
reflects these risks relatively quickly. 
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Optim(ISM) 

The ISM Manufacturing PMI beat estimates, climbing to 
52.6 in January, the highest level since August 2022. 

The gap between the S&PGlobal US PMI and ISM has 
narrowed finally. New orders jumped to 57.1 with 28.2 
percent of survey respondents reporting that inventory 
levels are too low, the highest since October 2022. 

The ISM production index jumped to 55.9; however, note 
that the ISM is not a perfect substitute for hard data. In 
Q4, as an example, manufacturing production declined 
modestly. 

The employment component edged higher by 3.3 points 
to 48.1, the highest reading in a year, though it remains 
below 50, signaling ongoing softness in manufacturing 
payrolls. 
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Respondent commentary was uniformly negative and half 
the industries reported growth over the month though 
this follows a month, where breadth was quite weak. 

Looking ahead, the manufacturing outlook is mixed. On 
the one hand, there’s room for inventory restocking. On 
the other, weakness in housing construction likely weighs 
on factory activity. 

The ISM Manufacturing PMI is meant to mirror monthly 
changes in manufacturing production. It hasn’t done an 
especially good job of this in the last three years. Indeed, 
the sign is the opposite of what you would expect; there’s 
been an inverse correlation. 
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Asian factory momentum broadens 

Globally, the January PMI readings were notably buoyed 
by Other APAC (excluding China) as Japan's PMI hit its 
highest since August 2022, South Korea reached its best 
level since August 2024, and Taiwan climbed further into 
expansion. 

South Korean exports surged 33.9% year-over-year in 
January, the fastest pace since mid-2021, with 
semiconductor shipments more than doubling on AI 
server demand. Historically, Korean export strength has 
tracked US factory output closely, but the rolling 
correlation has become weaker, likely reflecting the 
narrow composition of the current export boom tilted 
toward data center investment rather than broad-based 
industrial demand. 
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Monetary metrics 
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High frequency data heat-map 
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Labor market indicators 
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Inflation indicators 
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