
“The Board of Governors of the Federal Reserve System and the Federal Open Market 
CommiƩee shall maintain long run growth of the monetary and credit aggregates 
commensurate with the economy's long run potenƟal to increase producƟon, so as to 
promote effecƟvely the goals of maximum employment, stable prices, and moderate long-
term interest rates.”1 

The Fed’s oŌen-referenced dual mandate of “maximum employment” and “stable prices” stems from this 
language, as “moderate long-term interest rates” are generally seen as the result of achieving the first two 
goals.  The Fed has recently been under increased poliƟcal scruƟny, and while this type of poliƟcal pressure is 
not unprecedented, the publicity with which it is occurring is notable. UlƟmately, much of the credibility of 
the Fed as an insƟtuƟon rests on the percepƟon that its acƟons remain true to fulfilling its stated mandates 
rather than responding to poliƟcal pressure. 

Structure and ResponsibiliƟes 
The Board of Governors supervises and regulates operaƟons of the Fed, including the 12 Federal Reserve 
Banks, and is one of mulƟple regulators of the US banking system. Members of the Board are appointed by 
the President and confirmed by the Senate for 14-year terms, each staggered by two-year intervals to further 
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Understanding the Federal Reserve’s Role 

The US Federal Reserve (the Fed) serves an important role in the United States monetary system. 
Reviewing the structure and responsibilities of the Federal Reserve System can help us understand its 
influence on the investment landscape; navigate the impacts of its interest rate policy decisions; and 
explain potenƟal implications of the current environment on the shape of the yield curve.  

History and Mandate 
In 1913, Congress passed the Federal Reserve Act (the Act), which established a central bank for the United 
States comprised of the Board of Governors of the Federal Reserve System (the Board) and 12 district Federal 
Reserve Banks. The iniƟal focus of the Act was banking stability; but in 1977, Congress amended the Act to 
broaden responsibility to include developing monetary policy; promoƟng financial stability; supervising and 
regulaƟng the banking system; and managing payment systems.  

The Fed is independent from the standpoint that its decisions do not require presidenƟal or congressional 
approval, and it funds itself primarily from interest earned on bond investments. However, its existence 
depends on congressional authority, and it is connected to the poliƟcal process. It is required to report to 
Congress, and Fed Governors are appointed by the President and approved by Congress. The direct mandate 
of the Fed from Congress is:  

1Federal Reserve. hƩps://www.federalreserve.gov/abouƩhefed/secƟon2a.htm 



 

promote the Fed’s independence. Once confirmed by the Senate, members of the Board can only be 
removed “for cause” by the President. Upon the expiraƟon to their terms of office, members of the Board 
shall conƟnue to serve unƟl their successors are “appointed and have qualified.”2 
 
The Federal Open Market CommiƩee (FOMC) is responsible for seƫng US monetary policy through open 
market operaƟons, which include trading in US government securiƟes. The FOMC is comprised of 12 voƟng 
members: eight permanent members and four rotaƟng members. The permanent members consist of the 
seven members of the Board of Governors and the President of the Federal Reserve Bank of New York. Of the 
remaining 11 reserve bank presidents, four serve rotaƟng one-year terms. All reserve bank presidents aƩend 
FOMC meeƟngs and parƟcipate in deliberaƟons, even when they are not voƟng members.  
 
The Chair is the FOMC’s primary spokesperson and holds press conferences to explain CommiƩee decisions. 
TradiƟonally, the Chair of the Board of Governors is elected by the FOMC to chair the CommiƩee, but it is not 
mandated. While the Chair certainly has influence on its members, the Chair ulƟmately represents one vote 
out of the 12 FOMC members. 
 
Upcoming Leadership TransiƟon and Governance Dynamics  
Several Board of Governor changes are approaching within the current administraƟon’s tenure. Stephen 
Miran’s term ended in January 2026, though he conƟnues to serve unƟl a successor is confirmed. Jerome 
Powell’s term as Chair of the Board of Governors expires in May 2026, while his term as a Governor runs 
through January 2028. Chairs have tradiƟonally—though not always—stepped down from the Board when 
their term as Chair ends. Kevin Warsh has been nominated to succeed Powell as Chair, but his confirmaƟon 
was iniƟally delayed by the Senate amid an ongoing JusƟce Department invesƟgaƟon. Separately, Fed 
Governor Lisa Cook was removed “for cause,” though she legally remains an acƟve Governor while liƟgaƟon 
is under review by the US Supreme Court.  
 
The delayed confirmaƟon of Warsh has become the focal point of a broader poliƟcal standoff. Public criƟcism 
of monetary policy under Chair Powell, combined with the pending JusƟce Department invesƟgaƟon, has 
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Current Fed Governors Governor  
Term Ends 

Stephen Miran -- Jan-26 
Jerome Powell, Chair May-26 Jan-28 
Christopher Waller -- Jan-30 
Michael Barr -- Jan-32 
Michelle Bowman, Vice Chair for Supervision -- Jan-34 
Philip Jefferson, Fed Vice Chair -- Jan-36 
Lisa Cook -- Jan-38 

Chair 
Term Ends 

Figure 1: The Federal Reserve Board of Governors  

Source: Federal Reserve. hƩps://www.federalreserve.gov/abouƩhefed/bios/board/default.htm 
2Federal Reserve. hƩps://www.federalreserve.gov/abouƩhefed/secƟon10.htm 



 

intensified poliƟcal pressure and raised concerns about the Federal Reserve’s independence. With Powell’s 
term as Chair expiring in May 2026, the stalled process created uncertainty around interim leadership, 
including whether Powell could remain temporarily or be replaced. Powell has indicated he intends to remain 
on the Board aŌer stepping down as Chair, meaning he could sƟll influence policy decisions. Overall, the 
situaƟon reflects both a delayed leadership transiƟon and a broader dispute over poliƟcal influence on 
central banking. 
 
The Link Between Fed Monetary Policy and Capital Markets 
The FOMC conducts monetary policy primarily by seƫng a target range and then using policy tools to keep 
market rates within that range. The most important tool used by the Fed is “interest on reserve balances,” 
which sets a floor by paying banks interest on the reserves they hold at the Fed, discouraging them from 
lending below that rate. It also uses an overnight reverse repo facility to help establish a floor for money 
market rates by offering a safe place for insƟtuƟons to park cash. “Open market operaƟons” (buying or 
selling government securiƟes) are also used to adjust the supply of reserves and guide rates toward its target. 
Prior to the monetary sƟmulus applied during the Great Financial Crisis and 2020 Pandemic, the Fed typically 
relied on controlling rates through open market operaƟons and adjusƟng the scarcity of reserves. However, 
its policy toolkit has adjusted given the higher level of reserves it has maintained. 
 
While the Fed most directly influences overnight interest rates through the Federal Funds Rate, all capital 
markets are influenced. Changes in the Federal Funds Rate and the expected path of future federal funds 
rates affect supply and demand for Treasuries all along the yield curve. Monetary policy also influences the 
foreign exchange market and the relaƟve value of the US dollar. 

Conclusion 
These dynamics provide useful context for understanding how the Federal Reserve is governed and how 
monetary policy decisions are made. The structure of the Fed, the role of the FOMC, and the responsibiliƟes 
of the Fed Chair are designed to balance conƟnuity, accountability, and independence. Recent 
developments—including an unusually complex leadership transiƟon, acƟve liƟgaƟon, and heightened 
poliƟcal scruƟny—have introduced uncertainty around near-term Fed leadership and percepƟons of 
independence. Because Federal Reserve policy decisions significantly influence market behavior and investor 
returns, understanding the Fed’s governance and leadership framework is essenƟal to understanding how 
monetary policy is formulated and executed. 
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Figure 2: The Economic Impact of Monetary Policy Decisions 

Source: Federal Reserve. hƩps://www.federalreserve.gov/abouƩhefed/files/the-fed-explained.pdf 



 

Disclaimer of WarranƟes and LimitaƟon of Liability  

This document was prepared by RVK, Inc. (RVK) and may include informaƟon and data from some or all of the 
following sources: client staff; custodian banks; investment managers; specialty investment consultants; 
actuaries; plan administrators/record-keepers; index providers; as well as other third-party sources as 
directed by the client or as we believe necessary or appropriate. In the preparaƟon of this document, the 
author(s) may have used MicrosoŌ CoPilot to conduct any of the following: proofreading and ediƟng, visual 
layout and design, assistance with data organizaƟon, support with modeling, coding and programming, 
draŌing content with appropriate human oversight, and iniƟal review and summarizaƟon of draŌed 
materials. RVK has taken reasonable care to ensure the accuracy of the informaƟon or data, but makes no 
warranƟes and disclaims responsibility for the accuracy or completeness of informaƟon or data provided or 
methodologies employed by any external source. This document is provided for the client’s internal use only. 
It should not be construed as legal or tax advice. It does not consƟtute a recommendaƟon by RVK or an offer 
of, or a solicitaƟon for, any parƟcular security and it is not intended to convey any guarantees as to the future 
performance of the investment products, asset classes, or capital markets. This document should not be 
construed as investment advice: it does not reflect all potenƟal risks with regard to the client’s investments 
and should not be used to make investment decisions without addiƟonal consideraƟons or discussions about 
the risks and limitaƟons involved. Any decision, investment or otherwise, made on the basis of this document 
is the sole responsibility of the client or intended recipient. 
 

 

 

 
 

About RVK 

RVK was founded in 1985 to focus exclusively on investment consulƟng and today employs over 100 
professionals. The firm is headquartered in Portland, Oregon, with regional offices in Boise, Chicago, and New 
York City. RVK is one of the five largest consulƟng firms in the world, as reported by Pensions & Investments' 
2024 Special Report–Consultants. RVK’s diversified client base spans over 30 states, and covers endowments, 
foundaƟons, corporate and public defined benefit and contribuƟon plans, TaŌ-Hartley plans, and high-net-
worth individuals and families. The firm is independent, employee-owned, and derives 100% of its revenue 
from clients for investment consulƟng services. 
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