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Berenberg Macro View

Fed’s independence back in focus once again: 2025 ended the year on a positive note... at least regarding the
Fed’s independence. The Board announced on 11 December the reappointment of regional Fed presidents, a
key event, as the Fed’s credibility could face serious risk without such reappointment (see more: No free
lunch if you fire the Cook). Just as things seemed stable, Chair Jerome Powell announced yesterday that the
Department of Justice threatened the Fed with a criminal indictment related to his testimony before the Sen-
ate last June. Powell explained later in his statement that: “The threat of criminal charges is a consequence
of the Federal Reserve setting interest rates based on our best assessment of what will serve the public, rather
than following the preferences of the President.” This marks the first time Powell has openly confronted
Trump about the Fed’s independence. As we have highlighted many times, a Fed that aligns more closely
with politics could trigger higher-for-longer inflation, possibly negative real rates at the short end of the
curve, elevated long-term borrowing rates and a weaker dollar. Powell’s statement shows that he is not ready
to back down, but he will remain Fed Chair only until May 2026. June, when we expect the first Fed rate cut
of the year, looks set to be a key month, possibly marked by high volatility in June or beforehand.

Will Powell stay until 20282 Although Powell’s term as Fed Chair ends in May, he can remain on the Board
as a Governor until January 2028. That said, most chairs in the past have left the Fed once their chair tenure
expired. If Powell resigns from his Governor position in June, the resulting vacancy would allow President
Trump to make a new appointment. If he does not resign, someone else on the Board would need to step
down for an outsider -- such as Kevin Warsh or Kevin Hassett -- to become Fed Chair. That person could be
Governor Stephen Miran. Unless Trump re-nominates him and the Senate confirms, he would have to step
down from his Governor role anyway, as he is completing Adriana Kugler’s term, which expires on January
30. If, however Powell resigns, and the Supreme Court allows Trump to remove Lisa Cook from her Governor
role, both Kevins could join Miran on the Fed Board. This scenario would significantly increase the likelihood
of a Fed willing to cut rates, even if economic data does not strongly support such a move.

Enough risk priced in? The term premium -- the additional compensation investors demand to hold a long-
term bond instead of a series of short-term bonds -- for the 10-year Treasury yield has remained largely
unchanged since the start of the year and remains relatively low by historical standards (Chart 1). Similarly,
long-term inflation expectations remain well-behaved, projecting an eventual return to the 2% inflation tar-
get (see US inflation expectations: anchored, for now). However, the market may be too complacent, in our
view. If the Fed pursues an ultra-accommodative monetary policy despite higher inflation, the result could
resemble the 1970s in a worst-case risk scenario (see Chart 3). Moreover, if the Fed acts on politics rather
than data, foreign investors could pull back on financing the US debt (see Chart 2) and seek new safe havens.

Chart 1: Risk premium not that high despite shaky Fed independence
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Chart 2: Will Fed independence fears deter foreign buyers of US debt?
1000

=S net capital inflows: Private net purchases of US Treasuries

($ billion, 12-month total)
800

600

400

200

-200

-400
1979 1986 1993 2000 2007 2014 2021

Shading indicates recession. Sources: US Treasury, Berenberg

Chart 3: Growing Fed pressure puts this chart back in focus — Consumer price index (% yoy)
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”).
The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be reliable such
as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness of all
information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the stated date of
preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do not assume
responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of return, capital
gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace consult-
ing regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law, and
persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of private
investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-dealer,
distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition, this
document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or the
use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research and
wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any means

or redistributed without the Bank’s prior written consent.
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