Figure 1: Short term interest rates during 2007

The dark solid line is 3M Libor, calculated each day as the average of the middle 8 of 16 survey
responses by banks, which are asked the rate at which they could borrow a reasonable amount
in US dollars for a term of three months. The dotted line is the three-month Overnight Indexed
Swap rate (OIS). The OIS is the fixed rate banks are willing to pay in exchange for receiving the

average overnight rate over the maturity of the swap ¢ in this case, 3 months.
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