	ECONOMICS
INTEREST RATES: THE FED'S MAIN TOOL
 ANSWER KEY   QUIZ - ANSWER KEY  (12 QUESTIONS)



	
	Teacher Reference Only - do not distribute. Correct answers are marked in teal with a checkmark; the consolidated answer list appears at the end of this document.



	1.
	What is the federal funds rate?



	A. The rate the Treasury pays on 10-year bonds
	B. The rate consumers pay on credit cards

	
	

	C. The interest rate banks charge each other for overnight loans of reserves ✓
	D. The interest rate paid on Social Security funds



	2.
	Who sets the federal funds rate?



	A. The U.S. Senate
	B. The U.S. President

	
	

	C. Wall Street banks
	D. The Federal Open Market Committee ✓



	3.
	How often does the FOMC meet to make rate decisions?



	A. 8 times per year ✓
	B. Once a month

	
	

	C. Twice a year
	D. Whenever the President calls a meeting



	4.
	The prime rate equals the federal funds rate plus how many percentage points?



	A. 1 point
	B. 10 points

	
	

	C. 5 points
	D. 3 points ✓



	5.
	Which loan responds FASTEST when the Fed hikes the federal funds rate?



	A. A 30-year fixed mortgage
	B. A 10-year Treasury bond

	
	

	C. A credit card APR ✓
	D. A federal student loan from 2010



	6.
	30-year mortgage rates most closely track which other rate?



	A. The 10-year Treasury yield ✓
	B. The discount rate

	
	

	C. The federal funds rate
	D. The prime rate



	7.
	When the Fed wants to fight inflation, what does it typically do?



	A. Cut the federal funds rate
	B. Raise the federal funds rate ✓

	
	

	C. Buy back consumer debt
	D. Print more money



	8.
	When the Fed wants to fight a recession, what does it typically do?



	A. Cut the federal funds rate ✓
	B. Increase taxes

	
	

	C. Raise the federal funds rate
	D. Order banks to stop lending



	9.
	Approximately how high did the federal funds rate climb at the peak of the 2022-2024 hike cycle?



	A. 0.5%
	B. 5.5% ✓

	
	

	C. 2.0%
	D. 10.0%



	10.
	Looking at the federal funds rate chart (2000-2026), the rate peaked at approximately which level during the 2022-2024 hike cycle?



	A. 2.50%
	B. 5.50% ✓

	
	

	C. 7.25%
	D. 3.75%



	11.
	Which rate has replaced LIBOR as the main benchmark for U.S. dollar floating-rate loans and derivatives?



	A. The federal funds rate
	B. The prime rate

	
	

	C. The discount rate
	D. SOFR ✓



	12.
	What is the Fed's official inflation target?



	A. 5% per year
	B. 0%

	
	

	C. 2% per year ✓
	D. Whatever Congress sets each year



ANSWERS
	1.
	C

	2.
	D

	3.
	A

	4.
	D

	5.
	C

	6.
	A

	7.
	B

	8.
	A

	9.
	B

	10.
	B

	11.
	D

	12.
	C
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