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White Paper Report
Understanding The Fed Dynamic

The Federal Reserve is one of the largest central banks
in the world, joined closely by the People’s Bank of
China and Bank of Japan.” It holds nearly $7 trillion in
assets which equates to ~30% of U.S. GDP. These
central banks hold immense power over the global
banking system, theireconomies and global stock and
bond markets. As a result, when members of their
banks speak, the public listens and markets tend to
react. The U.S. central bank is about to undergo some
of its regularly scheduled rotation of voting members
but also a new Federal Reserve Chairman will be
appointed in 2026. Therefore, there has been a lot of
speculation and noise around what to expect from the
Fed next year from an interest rate perspective.
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What is the Federal Reserve System?

The Federal Reserve system is the central bank in the
United States, and its core responsibilities are setting
interest rate policy, supervising banks, maintaining a
fully functional and stable payment system and
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supporting protections for the U.S. consumer. The
bank acts independent of any political party but is
overseen by Congress and several of its members are
nominated by the President of the United States.

The Federal Reserve and the Federal Open Market Committee

The Federal Open Market Committee (FOMC) is a
committee made up of members of the Federal Reserve
system. Seven Fed Governors and 12 regional Federal
Reserve Bank Presidents make up the committee that
meets eight times per year to set monetary policy. The
seven Fed Governors are appointed by the President
and confirmed by the Senate and are meant to be
diversified geographically. These Governors serve
“staggered” 14-year terms, with one expiring every two

Who Make up the Federal Reserve and the FOMC

Data is as of December 8, 2025. Source: Verdence Capital Advisors
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12 Federal Reserve Bank Presidents

years.? There are 12 members that vote at the regularly
scheduled FOMC meetings. The seven Fed Governors
and the President of the New York Federal Reserve are
permanent voting members. The other four voting
members rotate annually amongthe 12 Federal Reserve
Bank Presidents. Regardless of their voting status, all 19
members attend the eight FOMC meetings each year to
contribute to the discussion around interest rate policy

12 of Whom are
FOMC Voting Members

Chairman
Vice Chairman
Vice Chairman Supervision

Atlanta
Chicago Governor
St Louis Governor
Kansas City Governor
Dallas G
overnor

San Francisco

NY Federal Reserve President
Regional Bank President
Regional Bank President
Regional Bank President
Regional Bank President

ROTATE
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The FOMC and its Dual Mandate

Now that we understand the makeup of the FOMC and
which members cast votes at regular meetings, it is
important to understand the function of the committee
from an interest rate perspective. The FOMC serves a
dual mandate (i.e., price stability and maximum
employment). Price stability refers to keeping inflation
controlled at a specific target (e.g., 2.0%). Maximum
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employment means assuring there are enough available
labor opportunities in the economy for those that want
a job. To achieve this dual mandate, the FOMC is
responsible for setting interest rate policy (i.e., Federal
Funds target rate) and the Federal Reserve Bank of New
York carries out regular operations (e.g., reverse repos)
to maintain that target rate.

Understanding the Composition of the FOMC and Why it Changes

The 19 members of the FOMC committee have in depth
knowledge of areas such as economics, public policy,
law and finance (to name a few). They have extensive
education with many achieving a PhD in their respective
field of expertise. While 19 members attend the
regularly scheduled FOMC meetings on interest rate
policy, itis important to understand why the committee
rotates the voting members annually. Changing the
composition of the FOMC is an integral part of the
success of central banks to achieve their mandate. In
fact, many major global central banks are structured
with rotating members and/or voting members (e.g.,
ECB, BOE and BolJ). The importance stems from the

framework that central banks should be independent.
An independent central bank reduces the chance of
political persuasion, which has historically proven to be
damaging to economic growth and inflation. For
example, in the 1970s the Federal Reserve was
influenced by then President Richard Nixon to keep
rates low and stimulate credit which ended up fueling
decades of inflation and caused high unemployment. A
changing composition also promotes debate about
interest rate policy with fresh perspectives regularly
introduced. In addition, setting clear guidelines on what
the changes within the committee will be enhances
transparency and the credibility of the central bank.

How can the Composition of the FOMC Impact Markets?

Central bank officials are typically characterized as
being a “hawk” or a “dove.” A central bank member that
is considered a “hawk” is typically more concerned
about controlling inflation and may tilt towards voting for
higher interest rates. A dovish member is typically more
concerned with stimulating growth and keeping
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unemployment low so they may lean towards lower
interest rates. As the composition changes each year, it
can have an impact on the expectation for interest rates
and economic growth, depending on which member
becomes a voting member. Ultimately, it may alter the
outlook for specific asset classes.
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What Changes are Expected in 20267

The upcoming year is no different and we will be
introduced to a new set of voting members on the
FOMC. However, the recent news headlines have been
focused on the changes to the Federal Reserve
Chairman seat in 2026. The Federal Reserve Chairman
is always a Federal Reserve Governor, but a chairman
does not need to be a Governor before being appointed
to the position. They automatically become a Governor
for the 14-year term when they are appointed to the
head position as chairman. For example, Ben Bernanke,
Alan Greenspan and Paul Volker were appointed the
Chairman and as a Fed Governor simultaneously. The
Federal Reserve Chairman is decided every four years,
and a Fed Chairman can be reappointed by the
President multiple times within his term as Governor (a
Governor can serve two 14-year terms). Alan Greenspan
was the longest serving Federal Reserve Chairman,
serving as Fed Chair from August 1987 to January 2006.
He was reappointed by several Republican Presidents
and a Democratic President.

Kevin Hassett Predicted to be Next Fed Chairman
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The current Federal Reserve Chairman, Jerome Powell
was sworn into office in May 2012 as a Governor and
was appointed Fed Chairman by President Trump,
taking the chairman seat in February 2018. It has
become clear that President Trump will not reappoint
Powellin May 2026 when his position expires. According
to the betting odd website, Predictit.org, there is ~80%
chance that Kevin Hasset will be appointed the next
Federal Reserve Chairman. Kevin Hassett is
the Director of the National Economic Council under
President Trump. Other names that have been
considered include Kevin Warsh (served as a Fed
Governor 2006-2011), Scott Bessent (founder and CIO
of Key Square Group) and Christopher Waller (Federal
Reserve Governor since 2020).° In 2026, we will see the
Federal Reserve Bank Presidents of Boston, Chicago,
St. Louis and Kansas City rotate out of being voting
members and replaced with the Federal Reserve Bank
Presidents from Cleveland, Philadelphia, Dallas and
Minneapolis.*

Data is as of December 8, 2025. *The chart uses percentage odds, but the website uses dollar amount odds. People can buy or sella
contract which moves the price from $0.01 to $0.99 to show a 0-100% chance of probability. Source: predictit.org, Verdence Capital Advisors
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Probability of Kevin Hassett Becoming Fed Chairman in 2026*
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Will Monetary Policy be Influenced by the New Composition of the FOMC?

Now that we know who will be voting on monetary policy
next year, we can examine each member’s past rhetoric
(and voting when available) and classify them as a “hawk”
or a “dove.” We can then compare the 2026 voting
members to the current composition of the FOMC voting
team to see if monetary policy may tilt more “dovish,”
“hawkish,” or resemble what we have seen from the
Powell-led Fed.

The White House is not expected to announce the
nominee for a new Fed Chairman until early in 2026.
However, using current betting odds, President Trump’s
support for lower interest rates and Kevin Hassett’s
public comments expressing there is “plenty of room” for
rate cuts, we assume, in this analysis, that Kevin Hassett
becomes the new Fed Chairman and Jerome Powell
resigns from his positions at the Federal Reserve
(Chairman and Governor). In , we
looked at the current composition of the FOMC voting
members and compared it to what the FOMC with its new
voting members will look like next year. We classified
each Fed official as a “hawk” or a “dove.” While sources
and historical voting stances may classify some of these
members as “centrists,” we pulled as much recent
commentary we could about where they think the biggest
risk lies, inflation or the labor market. If they are more
concerned with inflation, we classified them as a “hawk,”
and if they have been more concerned about the labor
market, we classified them as a “dove.” It is important to
note, we choose to classify each official as one or the
either, we did not classify any of them as a centrist. While
the Fed Chairman should be a centrist to gather all the
intelligence and help the committee come to a
consensus, we pulled Jerome Powell’s voting stance prior
to serving as Chairman to classify his stance. As you can
see, the FOMC is divided and despite interest rate cuts,
the committee is tilted towards having more “hawks” in
2025 than “doves.” This is not expected to change in
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2026, as there are the same number of “hawks” and
same number of “doves” on the committee.

Therefore, if the administration wants rates to stay low,
they will need to appoint a chairman who believes that
the economy needs to be stimulated (with lower rates)
and that inflation will reach their target despite additional
stimulative measures. This is why Kevin Hassett is the
front runner for the job. He has publicly stated that he
would be “cutting rates right now” and has criticized the
current Fed Chairman as being “late to the game in
cutting rates.”5 Even with Kevin Hassett as Chairman,
there is not expected to be a change in composition of
“hawks” or “doves” on the committee. The President’s
hope is that Hassett will push the committee towards his
own dovish view more than Powell did as he acted as a
centrist in his term as Fed Chairman. There is also a
concern that Kevin Hassett will be politically motivated
given the close nature of his relationship with President
Trump, a point that Kevin Hassett has argued against and
we do not foresee.

AFed Chairmanis also concerned about their own legacy
and history has proven that being swayed by politics is
detrimental for the Fed. If the Chairman gets too easy with
monetary policy, they could be plagued with run-away
inflation during their tenure. No chairman wants to be
compared to Arthur Burns, who led the Fed during the
1970s and after political pressure he caused inflation and
the unemployment rate to double. He has been
considered the worst Federal Reserve Chairman post
WWII.® In addition, monetary policy is decided by a
committee. Yes, the Chairman has a vote and influence,
but their job is to get as close to consensus as possible.
As we have shown, the broad committee in 2026 leans
towards being more concerned about inflation than the
labor market. This is unlikely to change, especially if
economic growth accelerates like the current Fed
forecasted at their December meeting.
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Comparing FOMC Members in 2025 vs. 2026
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Data is as of December 2025. Source: Federal Reserve, Verdence Capital Advisors

2025 FOMC Voting Members

Board of Fed Governors Hawk/Dove Regional Bank Voting Members Hawk/Dove

Jerome Powell* Fed Chairman Dove Susan Collins Boston Hawk

Philip Jefferson Vice Chairman Hawk Austin Goolsbee Chicago Hawk

Michelle Bowman Vice Chair of Supervision Dove Alberto Musalem St. Louis Hawk

Lisa Cook Governor Hawk Jeffrey Schmid Kansas City Hawk
Michael Barr Governor Hawk
Stephen Miran Governor Hawk
Christopher Waller Governor Dove
John Williams New York Fed President Dove

2026 FOMC Voting Members

Board of Fed Governors Hawk/Dove Regional Bank Voting Members Hawk/Dove

Kevin Hassett** N/A Dove Beth Hammack Cleveland Hawk

Philip Jefferson Vice Chairman Hawk Lorie Logan Dallas Hawk

Michelle Bowman Vice Chair of Supervision Dove Anna Paulson Philadelphia Hawk

Lisa Cook Governor Hawk Neel Kashkari Minneapolis Hawk
Michael Barr Governor Hawk
Stephen Miran Governor Hawk
Christopher Waller Governor Dove
John Williams New York Fed President Dove

What to Expect from an Investment Perspective

From an investment perspective, all we know is that the
ratio of “hawks” to “doves” is not expected to change.
Neither is the divisiveness in the committee. This will
lead to more market volatility around Fed speeches and
meetings. With a Fed that is worried about inflation,
investors should realize that rate cuts in 2026 are not a
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sure thing. Even if Kevin Hassett brings his dovish views
to the committee, if the Fed looks too dovish when
inflation is not at the Fed’s target, we could see inflation
expectations rise. This is bad for long-term bonds and
can be negative for high growth and highly valued areas
of the equity market (e.g., growth and technology).
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Verdence View

It is clear through this analysis that the FOMC in 2026
will be as divisive as we have seen this year. In fact, at
the December 10th FOMC meeting, there were three
voters who dissented to rate cuts, the most dissenters
since 2019. It is also clear why a President who wants
lower rates may be interested in shaking up the
consistency of the voters at the Fed. From an
investment perspective we will monitor this outcome,
but it will not dictate how we manage asset allocation.

": https://www.swfinstitute.org/fund-rankings/central-bank In U.S. Dollar terms
Zhttps://www.federalreserve.gov/aboutthefed/fedexplained/who-we-are.htm

We will be more focused on the outlook for the
economy, inflation and earnings growth. We also do not
think that the next Fed Chairman will be swayed by
politics. These candidates are all well respected, very
well-educated individuals that understand the damage
that could occur if the Fed is not independent. It could
have repercussions on the dollar, demand for U.S.
assets and global liquidity that would have adverse
effects possibly leading to years of structural damage.

3: These are the top three predicted next Fed Chairman on predictit.org as of December 8, 2025

4 https://www.federalreserve.gov/monetarypolicy/fomc.htm?utm_source=chatgpt.com

5 https://www.federalreserve.gov/monetarypolicy/fomc.htm?utm_source=chatgpt.com

8 https://money.usnews.com/investing/stock-market-news/articles/all-16-fed-chairs-ranked-by-stock-market-performance

If you have any questions or comments, please feel free

to reach out to your financial advisor.
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Disclaimer:

© 2025 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to change
without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal, or tax
advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of
any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any discussion or
information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only for sophisticated
investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily marketable or
transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors, including changing
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot invest directly in an index.
Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice regarding securities or markets
contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such material. Verdence Capital assumes no
responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any responsibility for any decisions or for the suitability of
any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be entirely your own and not in any way deemed to be
endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such research that is placed for execution is and will be treated as
an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the accuracy, completeness, or timeliness of any such research or for
updating such research, which is subject to change without notice at any time. Verdence Capital does not provide tax, or legal advice. Under no circumstance is the information contained
within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular investment/security. Fixed income securities are subject to increased loss
of principal during periods of rising interest rates. Fixed income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments,
early redemption, corporate events, tax ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity risk. Commaodity-related
products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-related products may be extremely volatile, illiquid and can be significantly affected
by underlying commodity prices, world events, import controls, worldwide competition, government regulations, and economic conditions, regardless of the length of time shares are held.
Data is provided for information purposes only and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in
reliance on any content.
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