OPTIMUM ASSET MANAGEMENT INC.

"

¥4 Global Asset Management

s OPTIMUM.

Our View :

The Warsh Cycle: Principles Washed
by Reality

Kevin Warsh has spent the past decade arguing that the
Federal Reserve has lost its way. His position has been
consistent: inflation is ultimately a policy choice, quantitative
easing was overused, and the Fed’s balance sheet expanded
well beyond what was necessary. Drawing on Volcker and
Friedman, his framework emphasizes price stability,
institutional credibility, and a disciplined, limited role for
central banks.

His critique of post-2008 policy has been sharp. Repeated asset purchases, in his view,
distorted market signals, encouraged risk-taking, and blurred the line between monetary and
fiscal policy. More broadly, he warned of “mission creep”—arguing that central banks should
not attempt to solve structural or political problems.

But the world he may have to govern is very different from the one he critiqued.

The closure of the Strait of Hormuz and the voracious Al buildout are presenting a direct
inflation shock. The result: rising inflation that contrasts heavily with his assessment of
longer term disinflation from AlI’s productivity improvements which could be compounded by
the eventual end of the war.
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At the same time, the Treasury funding backdrop is fragile. Large fiscal deficits, heavy bond
issuance from the government and corporations, and significant refinancing needs leave markets
sensitive to interest rates. A sharp rise in long-term yields would not stay contained in bond
markets and would tighten financial conditions broadly, impacting housing, credit, and debt

sustainability.

This is where the tension becomes real.

Warsh’s instinct is discipline: contain inflation, maintain tighter policy.But the system may
demand something else: prevent disorder, stabilize markets, cap yields.

In practice, that could mean deploying the very tools he once criticized such as balance sheet
expansion, liquidity facilities, or interventions aimed at containing long-term rates.

This is less a contradiction than a shift in vantage point. As a critic, the objective is coherence
and discipline. As a policymaker, the objective is stability under constraints that leave no clean

choices.

WARSH THE CRITIC

Sound money. Discipline.
Long-run credibility.
Smaller Fed
balance sheet
Shrink the footprint.
Limit the Fed.

Anti-QE
Oppose quantitative

easing.

Inflation hawk

Focus on price stability.

Guard against excess.

Volcker / Friedman
influence

Monetarist roots.
Credibility through
restraint.

THE REALITY HE MUST FACE
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RISING OIL PRICES
Supply shocks.
Higher energy costs.

STRAIT OF HORMUZ
Geopolitical risk. v

Global supply at risk. ;
HIGHER INFLATION : ?‘
Persistent pressures. i
Unanchored expectations: %

RISING TREASURY YIELDS
Tighter financial conditions.
Higher borrowing costs.
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KEVIN WARSH’S
DILEMMA

Two philosophies.
One chair.
No e i

WARSH THE CHAIR

Financial stability. Market functioning.

Pragmatic results.

Liquidity facilities
Stand ready.
Backstop stress.

Treasury market support
Ensure market functioning.
Preserve depth and liquidity.

Balance-sheet expansion
Provide reserves.
Support the system.

Yield containment
Prevent disorderly spikes.
Maintain accommodative

= conditions.

DISCIPLINE ToDAY 0 . TREASURY YiELpg

CREDIBILITY TOMORROW

1S FUNCTIONING MARKETS
RISK LONG-TERM payy

AVOID IMMEDIATE DAMAGE
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The irony is clear: the same conditions Warsh warned about like market distortion, fiscal
dominance, financial fragility may be the ones that force his hand.

If inflation continues higher while Treasury yields rise in tandem, the Fed’s challenge will not be
choosing between inflation and growth. It will be balancing inflation control against the risk of a
disorderly tightening in financial conditions.

Because in markets, purity rarely survives contact with reality.

June 17, 2026 is Kevin Warsh’s first meeting at the helm of the Federal Reserve. During this
meeting, we expect the removal of the easing bias and some tough talk on the eventual reduction
of the balance sheet but, in the end, we should soon see capital rules easing for financial
institutions to buy Treasuries without capital cost. If long term rates continue higher, we expect a
pragmatic Chairman that will not tolerate long term interest rates closing in on 6%: he will use all
the tools at his disposal.
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This document has been prepared and is based on information that we believe to be reliable. However, Optimum Asset Management
makes no representation or warranty, express or implied, in this regard and assumes no responsibility for any errors or omissions
contained in this document, nor does it accept any liability for any loss arising from the use of the information contained herein by its
recipient or user.

The information and opinions presented in this document have been prepared by Optimum Asset Management (OAM) and are intended for
informational purposes only. The opinions expressed in this presentation are solely those of investment professionals and may be changed
at any time without notice. The information contained in this document may not be reproduced, in whole or in part, without the express
written consent of OAM and does not constitute investment advice or guidance. Furthermore, it should not be relied upon as the sole basis
for investment decisions. Please note that all investments involve a risk to capital. The potential for profit is accompanied by the possibility
of loss.

i i ] Principles for
™ info@optimumgam.ca ..PRI R,
EEE Investment

] optimumgam.ca

Q, 514 288-7545

OPTIMUM. %

® Trademark of Optimum Group Inc. used under license.


https://www.optimumgam.ca/en



