	ECONOMICS
TEACHER PRESENTATION NOTES
INTEREST RATES: THE FED'S MAIN TOOL


Two slides per page. Use the cards below as your teaching script for each slide.
	SLIDE 1
	Interest Rates: The Fed's Main Tool


On-slide summary: Interest Rates: The Fed's Main Tool; How the FOMC moves one number - and why it reshapes your mortgage, your credit card, and the whole economy.
TALKING POINTS
	•  Open with a quick prediction: ask 'what is the highest interest rate any of you has ever paid?' Most students will name a credit card APR (16-25%); a few will name a car loan (5-10%).
•  Frame today's three deliverables: (1) define the federal funds rate, (2) trace transmission to mortgages and credit cards, (3) predict effects of hikes vs cuts.
	
	•  Anchor the timeframe: this lesson uses the real 2022-2024 hike cycle on interest rates as its running case study, because seeing the actual Fed moves makes the abstract feel concrete.
•  Preview the persona for the activity: Devin Park, a junior economic analyst at a regional bank, has to write a memo to their manager in January 2025 evaluating the cycle and recommending what the Fed should do next.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Interest Rates: The Fed's Main Tool classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Interest Rates: The Fed's Main Tool in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: Interest Rates: The Fed's Main Tool



	SLIDE 2
	Learning Targets


On-slide summary: Learning Targets; Define the federal funds rate and explain how the FOMC sets it; Trace transmission from the federal funds rate to mortgage and credit card rates
TALKING POINTS
	•  Read the three targets aloud and point at which part of the activity each one maps to: Target 1 (define) -> Part 1 question 1 + Reference Guide rows 1-2. Target 2 (transmission) -> Part 4 question 1. Target 3 (hikes vs cuts) -> Part 5 memo.
•  Stress that the words 'federal funds rate' and 'transmission mechanism' will repeat throughout the deck - by the end of class those two phrases should feel automatic, not jargon.
	
	•  Set the data-literacy expectation now: the activity requires students to read specific numbers off charts (peak fed funds, lowest mortgage, the spread, the hike cycle size). Students should expect to do arithmetic, not just summarize.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Learning Targets classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Learning Targets in your own words?



	GUIDED NOTES
	Students should listen for: Define the federal funds rate and explain how the FOMC sets it



	SLIDE 3
	What Is the Federal Funds Rate?


On-slide summary: What Is the Federal Funds Rate?; Key Concept: The Fed does NOT set your mortgage rate. It sets the bank-to-bank overnight rate; everything else moves in response.; The Definition
TALKING POINTS
	•  Make the definition concrete. Banks legally MUST hold reserves at the Fed (the Fed acts as a banker for banks). At the end of each day some banks have too few reserves; others have too many. Short banks BORROW overnight from long banks.
•  Drill the wholesale-vs-retail distinction. The Fed does NOT set your mortgage rate, your credit card APR, or your car loan rate. It sets ONE rate - the bank-to-bank overnight rate - and everything else moves in response.
	
	•  Note the 0.25-point RANGE convention. The FOMC announces a range (e.g., 5.25% to 5.50%) rather than a single number, because the actual market rate can wiggle within the band. The midpoint is what newspapers report.
•  Discussion question: ask students why a bank would lend to another bank overnight at all.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make What Is the Federal Funds Rate? classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain What Is the Federal Funds Rate? in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: What Is the Federal Funds Rate?



	SLIDE 4
	How the FOMC Sets the Rate


On-slide summary: How the FOMC Sets the Rate; 8 meetings per year; Roughly every 6 weeks; Jerome Powell chairs
TALKING POINTS
	•  Walk through the meeting cadence. The 8 meetings per year are scheduled YEARS in advance - the dates are public on federalreserve.gov.
•  Highlight the 12-vs-7 distinction: the Board of Governors has 7 members appointed for 14-year terms; the FOMC has 12 voting members because it adds the New York Fed President (permanent) plus 4 rotating regional Presidents.
	
	•  Define 'basis points' (bps): 1 bps = 1/100 of one percent. So 25 bps = 0.25%, 75 bps = 0.75%, 100 bps = 1.00%. Most Fed moves are 25, 50, or 75 bps; 75 was historically rare until the 2022 cycle.
•  Discussion question: why have 8 meetings instead of monthly (12)?



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make How the FOMC Sets the Rate classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain How the FOMC Sets the Rate in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: How the FOMC Sets the Rate



	SLIDE 5
	How the Fed Actually Moves the Rate


On-slide summary: How the Fed Actually Moves the Rate; Open market operations; Fed buys/sells Treasury bonds to push fed funds toward target
TALKING POINTS
	•  Walk students through the bond-market mechanism, because the buying and selling of Treasury bonds is HOW the Fed actually moves the fed funds rate.
•  Define IORB specifically as the FLOOR. Since banks won't lend reserves overnight at a rate BELOW what they earn risk-free at the Fed, IORB sets the lower bound. For example, if IORB is 5.40%, the fed funds rate can't drop much below 5.40%.
	
	•  Discussion question: why does the Fed need BOTH a floor (IORB) AND a ceiling (discount rate) - couldn't it just use one? Answer: the floor stops rates from falling too low; the ceiling stops borrowing crises from spiking rates.
•  Connect this to the chart on slide 7: every time you see the fed funds line jump, the FOMC voted at one of the 8 meetings to buy or sell more bonds AND adjust IORB to push the bank-to-bank rate into a new target range.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make How the Fed Actually Moves the Rate classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain How the Fed Actually Moves the Rate in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: How the Fed Actually Moves the Rate



	SLIDE 6
	The Transmission Mechanism


On-slide summary: The Transmission Mechanism; Step 1: Banks; Bank-to-bank overnight rate moves
TALKING POINTS
	•  This is the cognitive backbone of the entire lesson. Walk students through all FOUR steps in order. Step 1 (banks) happens in HOURS. Step 2 (prime, credit cards) in DAYS to billing cycles. Step 3 (mortgages, 10-year Treasury) in WEEKS.
•  Drill the prime-rate formula one more time: PRIME = FED FUNDS + 3.00 POINTS. This is a banking convention, not a law - but every major bank has held to it since the 1990s.
	
	•  The mortgage step is the trickiest. Mortgages do NOT key off fed funds directly - they key off the 10-year TREASURY yield, which is set by market expectations of where fed funds will average over the next decade.
•  Discussion question: ask which step would HURT a college student the most if rates jumped 5 points overnight. Most students will say credit cards (Step 2) because the APR jump is fast, large, and applies to existing balances.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make The Transmission Mechanism classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain The Transmission Mechanism in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: The Transmission Mechanism



	SLIDE 7
	Note: Fed Funds Rate, 2000-2026


On-slide summary: Note: Fed Funds Rate, 2000-2026
TALKING POINTS
	•  Have students point silently to the 2008-2015 zero-lower-bound stretch (7 years near 0.25%). Ask 'what economic event in 2008 forced this?' Answer: the housing crash and ensuing Great Recession.
•  Have students point to the March 2020 cliff drop. Ask 'what event caused this?' Answer: COVID-19. The Fed cut from 1.75% to 0.25% in less than 4 weeks - the fastest cut in modern Fed history.
	
	•  Have students point to the 2022-2023 climb. Ask 'why?' Answer: inflation hit 9.1% in June 2022 (highest since 1981), and the Fed had to hike fast to bring it down. This is the case study Part 5 of the activity uses.
•  Discussion question: ask which of the three episodes (2008 cuts, 2020 cuts, 2022-2023 hikes) the Fed got most right.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Note: Fed Funds Rate, 2000-2026 classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Note: Fed Funds Rate, 2000-2026 in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: Note: Fed Funds Rate, 2000-2026



	SLIDE 8
	Prime Rate, Credit Cards, and Auto Loans


On-slide summary: Prime Rate, Credit Cards, and Auto Loans; Prime rate; Banks' rate for best customers; ALWAYS = fed funds + 3.00 points
TALKING POINTS
	•  Make the math explicit. Pre-2022, prime was 3.25% (fed funds 0.25 + 3.00). By July 2023 prime was 8.50% (fed funds 5.50 + 3.00). A 525 bps Fed move = 525 bps prime move = roughly 525 bps credit card APR move for variable-rate cards.
•  Show what this meant for a student with $5,000 in credit card debt. At 17% APR (pre-hikes), minimum interest cost ~$71/month. At 22% APR (post-hikes), minimum interest cost ~$92/month. That's $21/month more for doing literally nothing.
	
	•  Note that the credit-card transmission is the FASTEST AND CRUELLEST. Banks lock in higher APRs on EXISTING balances within 1-2 billing cycles. There is no 'grandfathering' - the rate change applies to debt the borrower took on years ago.
•  Discussion question: ask whether banks should be ALLOWED to raise APRs on existing balances when the Fed hikes. Some students argue this is predatory; others note the cardholder agreement disclosed the variable-rate clause.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Prime Rate, Credit Cards, and Auto Loans classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Prime Rate, Credit Cards, and Auto Loans in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: Prime Rate, Credit Cards, and Auto Loans



	SLIDE 9
	30-Year Mortgages and the Treasury Link


On-slide summary: 30-Year Mortgages and the Treasury Link; Key Concept: Mortgages price in EXPECTED Fed moves. Chart on next slide: 30-yr mortgage hit a low of 3% in 2021 and peaked near 7% in 2023.; The Indirect Path
TALKING POINTS
	•  Repeat the verbal hook - it is the crux of the lesson: a 30-year mortgage is a 30-year decision, the Fed sets one DAY of overnight money, and to bridge them you look at what the Fed is EXPECTED to do over the next decade.
•  Define WHY the 10-year Treasury matters specifically. When a bank issues a 30-year mortgage, it funds the loan by selling a related bond, so the bank's funding cost equals the 10-year Treasury yield plus a spread (typically 2-3 points).
	
	•  For example, in late 2023, the Fed had not yet cut - but markets started expecting cuts in 2024, which drove the 10-year Treasury yield from 5% down to 4% and pulled 30-year mortgage rates down with it, all before fed funds moved at all.
•  Discussion question: would you lock in a 30-year mortgage TODAY at 6.5%, or wait 6 months? Answer depends on what students think the Fed will do - there is no single right answer, which is exactly the calculation real homebuyers face.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make 30-Year Mortgages and the Treasury Link classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain 30-Year Mortgages and the Treasury Link in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: 30-Year Mortgages and the Treasury Link



	SLIDE 10
	Note: 30-Yr Mortgage vs Fed Funds


On-slide summary: Note: 30-Yr Mortgage vs Fed Funds
TALKING POINTS
	•  Have students trace both lines simultaneously from 2000 to 2026. The mortgage line stays ABOVE the fed funds line in every year - that gap is the SPREAD.
•  Point at 2021 (mortgages near 3%) and 2023 (mortgages near 7%). Ask: 'in which year would you have wanted to BUY a house? in which year would you have wanted to SELL a house?' Answer: buy in 2021 (cheapest borrowing in U.S.
	
	•  Note the SPREAD COMPRESSION in 2022-2023. During fast hike cycles, mortgages don't keep up with fed funds because markets price in an eventual reversal.
•  Discussion question: ask what would happen if mortgages moved 1-for-1 with fed funds.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Note: 30-Yr Mortgage vs Fed Funds classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Note: 30-Yr Mortgage vs Fed Funds in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: Note: 30-Yr Mortgage vs Fed Funds



	SLIDE 11
	Raising Rates: Fighting Inflation


On-slide summary: Raising Rates: Fighting Inflation; Why hike?; Inflation is above the Fed's 2% target
TALKING POINTS
	•  This is the INFLATION-FIGHTING playbook. Walk through all three mechanisms in order: borrowing, saving, jobs. Each mechanism slows demand.
•  Stress that hikes do NOT directly cut PRICES. They cool DEMAND, which over 6-12 months pulls price growth (inflation rate) back down. A loaf of bread doesn't get cheaper because the Fed hiked - it just stops getting more expensive as fast.
	
	•  Connect to the 2022-2024 case study. Inflation peaked at 9.1% in June 2022, three months AFTER the first hike. By July 2023 (end of the hike cycle) inflation was 3.2%. By late 2024 (after some cuts) it was near 2.5%.
•  Discussion question: ask students what would happen if the Fed REFUSED to hike when inflation hit 9.1%.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Raising Rates: Fighting Inflation classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Raising Rates: Fighting Inflation in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: Raising Rates: Fighting Inflation



	SLIDE 12
	Lowering Rates: Fighting Recession


On-slide summary: Lowering Rates: Fighting Recession; Why cut?; Unemployment is rising or GDP is falling
TALKING POINTS
	•  This is the RECESSION-FIGHTING playbook. Walk through all three mechanisms in order: borrowing, refinancing, stock market. Each mechanism boosts demand. Demand rising means more purchases, more hires, GDP turns back up.
•  Stress the REFINANCING channel specifically. When the Fed cuts, existing homeowners can refi their mortgage to a lower rate, which puts an extra $200-$500 a month in their pocket.
	
	•  Note the STOCK MARKET channel: lower rates make bonds less attractive, so investors shift toward stocks. Higher stock prices make people FEEL wealthier (the 'wealth effect') and they spend more.
•  Connect to the COVID-era case study: March 2020, the Fed cut from 1.75% to 0.25% in 4 weeks. Within 6 months the S&P 500 had recovered all its losses; within 12 months it was hitting new highs. Mortgages fell to a 50-year low of 2.95%.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Lowering Rates: Fighting Recession classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Lowering Rates: Fighting Recession in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: Lowering Rates: Fighting Recession



	SLIDE 13
	The 2022-2024 Hike Cycle: A Real Case Study


On-slide summary: The 2022-2024 Hike Cycle: A Real Case Study; March 2022; +25 bps (first hike)
TALKING POINTS
	•  Walk the table date by date. The first hike (March 2022, +25 bps) was the START. The biggest single move (June 2022, +75 bps) reflected the Fed realizing it was BEHIND the curve. The final hike (July 2023, +25 bps) marked the PEAK at 5.50%.
•  Highlight the SPEED specifically. 525 basis points in 16 months = roughly 33 bps per month average. The 1980s Volcker cycle was faster in cumulative size (~1000 bps) but spread over 36 months.
•  Compare the INFLATION column to the rate column. CPI peaked at 9.1% in June 2022 (the month of the +75 bps move) and dropped to 3.2% by July 2023 (the final hike). That ~6-point drop is the visible payoff of the hike cycle.
	
	•  Walk the full 2024 cut sequence: -50 bps Sept (5.50% to 5.00%), -25 bps Nov (5.00% to 4.75%), -25 bps Dec (4.75% to 4.50%) = 100 bps total. Students often skip the November cut - point at the table row to make it stick.
•  Discussion question: should the Fed have started hiking EARLIER (late 2021, when inflation was already 7%) or moved SLOWER (to let the lag work)?



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make The 2022-2024 Hike Cycle: A Real Case Study classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain The 2022-2024 Hike Cycle: A Real Case Study in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: The 2022-2024 Hike Cycle: A Real Case Study



	SLIDE 14
	How to Read an FOMC Announcement


On-slide summary: How to Read an FOMC Announcement; Statement; Press release at 2pm ET (2 pm / 2:00 pm); one page of carefully worded text
TALKING POINTS
	•  Show the structure of a real FOMC statement. The first paragraph is always an economic snapshot ('Recent indicators suggest...'). The second paragraph is the actual decision ('The Committee decided to maintain...').
•  Define the DOT PLOT specifically. It's released quarterly (March, June, September, December) inside the Summary of Economic Projections.
	
	•  Explain why 'DATA DEPENDENT' is the Fed's most common phrase.
•  Discussion question: ask students if they would prefer the Fed to (a) give clear forward guidance (e.g., 'we will hike at every meeting until inflation hits 2%') or (b) stay data-dependent.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make How to Read an FOMC Announcement classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain How to Read an FOMC Announcement in your own words?



	GUIDED NOTES
	Students should be able to connect their notes to: How to Read an FOMC Announcement



	SLIDE 15
	Lags and Uncertainty


On-slide summary: Lags and Uncertainty; Full effect of a rate change takes 6-12 months; The Fed has to PREDICT what the economy will look like in a year
TALKING POINTS
	•  Close the lesson with humility because monetary policy is decision-making under uncertainty with a 6-12 month feedback loop.
•  Distinguish the four ERROR types specifically: hiking too late (1970s), cutting too late (2007), hiking too much (under debate for 2024), cutting too much (current 2025 risk).
	
	•  Compare the DUAL MANDATE tension. Jobs and prices often point in opposite directions, because high inflation calls for hikes (which risk unemployment) while weak jobs call for cuts (which risk inflation).
•  Discussion question: is the dual mandate a STRENGTH (forces the Fed to balance two goals) or a WEAKNESS (makes decisions ambiguous when goals conflict)?



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Lags and Uncertainty classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Lags and Uncertainty in your own words?



	GUIDED NOTES
	Students should listen for: Full effect of a rate change takes 6-12 months



	SLIDE 16
	Key Takeaways


On-slide summary: Key Takeaways; Fed funds = overnight bank-to-bank rate; FOMC sets it 8x/year; Credit cards reprice fast; mortgages lag via 10-yr Treasury
TALKING POINTS
	•  Read each takeaway aloud and connect it to a specific upcoming activity question. Takeaway 1 (definition) -> Part 1 Q1. Takeaway 2 (transmission) -> Part 4 Q1. Takeaway 3 (hikes vs cuts) -> Part 5 memo.
•  Recap the three big numbers students should leave the room knowing: 5.50% (peak fed funds), 9.1% (peak inflation), 4% (unemployment that held throughout). Those three numbers are the spine of the 2022-2024 case study.
	
	•  Set up the activity transition: tell students the next 35-50 minutes will put them in Devin Park's seat at the bank's monetary-policy desk. They will write a 1-page memo recommending what the Fed should do at the next FOMC meeting in 2025.



	BACKGROUND
•  Keep the explanation tied to what students can see on the slide.
•  Add only brief context needed to make Key Takeaways classroom-ready.
	
	DISCUSSION QUESTIONS
•  What part of the slide gives you the strongest evidence?
•  How would you explain Key Takeaways in your own words?



	GUIDED NOTES
	Students should listen for: Fed funds = overnight bank-to-bank rate; FOMC sets it 8x/year


     © More Lessons Less Planning  |  morelessonslessplanning.com     
