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Abstract

Interbank funding markets are central to the functioning of the financial system and the
transmission of monetary policy. Libor-OIS spreads have been widely-used indicators of con-
ditions in these markets. We construct models that incorporate the long-run equilibrium
relationship between term Libor and OIS rates and their regime-dependent dynamics. We
find strong evidence for three regimes in the interbank funding market that resemble different
pricing of risk and equilibrium outcomes. We provide point and interval estimates for stress
thresholds that may serve as benchmarks for policy makers and market participants in as-
sessing funding conditions. We provide evidence of asymmetric adjustment of rates toward
long-run equilibrium, and shed light on the role of different policy measures in the adjustment
process.
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