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Open market operations, or OMOs, consist of the purchase and sale of G-Sec by the Reserve
Bank of India (RBI) on behalf of the Center in order to rationalize money supply and interest
rates. If there is excess liquidity in the market, RBI issues these securities through auctions, Mint
explains.

What is the impact of OMOs on the money supply?

They are one of the three main monetary tools (besides the reserve ratio and policy rates) for
in�uencing the money supply in the market and achieving the desired trend in interest rates.
There is an inverse relationship between bond prices and interest rates. Thus, buying bonds
through an OMO raises the price of bonds and reduces rates. Purchases in the free market
increase the money supply, making money less valuable, leading to lower rates in the money
market, and vice versa. Monetary tools such as repo rate, reverse repo, marginal standing facility
rate, and bank rate are policy rates, while CRR and SLR are reserve ratios.

What are the main objectives of OMOs?

OMOs aim to control the money supply or existing liquidity in the economy. In the event of an
in�ationary situation, the RBI adopts a contractionary monetary policy, that is, it sells
government securities and absorbs the excess money from the �nancial �ow. In the midst of a
recessionary trend, RBI is keen to stimulate the money supply in the market and ensure adequate

Related posts

  



Climate TRACE unveils oil and gas emissions – CleanTechnica
 20.09.2021

European Markets Head For Lower Open As Investors Prepare For Fed Meeting – CNBC
 20.09.2021

LATEST   TRENDING

Climate TRACE unveils oil and gas
emissions – CleanTechnica

  20.09.2021

Google to automatically reset unused
Android app permissions for billions
of devices

  20.09.2021

Basketball-New Zealand Breakers
releases player a�er vaccine refusal –
Devdiscourse

  20.09.2021

The Masked Singer SPOILER: Betting
Odds Reveal Celebrities Likely To Win
And Identities

  20.09.2021

The relevance of the OMO device in the arsenal
of RBI – Mint

The relevance of the OMO device in the
arsenal of RBI – Mint
  14.02.2021

WORLD ECONOMICS SPORT  TECHNOLOGY CULTURE  MEDIA 

LIFESTYLE  TRAVEL

 Monday, September 20, 2021 

World Economics Sport  Technology Culture 

Media  LifeStyle  Travel

This website uses cookies. By continuing to use this website you are giving consent to cookies being used. Visit our Privacy and Cookie Policy. I Agree

https://get.belonnanotservice.ga/away?/
https://get.belonnanotservice.ga/away?/category/economics
https://api.whatsapp.com/send?text=The+relevance+of+the+OMO+device+in+the+arsenal+of+RBI+%E2%80%93+Mint%0Ahttps%3A%2F%2Foltnews.com%2Fthe-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint
https://twitter.com/intent/tweet?text=The+relevance+of+the+OMO+device+in+the+arsenal+of+RBI+%E2%80%93+Mint&url=https%3A%2F%2Foltnews.com%2Fthe-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint
https://www.facebook.com/sharer.php?u=https%3A%2F%2Foltnews.com%2Fthe-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint
https://oltnews.com/the-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint
https://oltnews.com/category/economics
https://oltnews.com/climate-trace-unveils-oil-and-gas-emissions-cleantechnica
https://oltnews.com/climate-trace-unveils-oil-and-gas-emissions-cleantechnica
https://oltnews.com/european-markets-head-for-lower-open-as-investors-prepare-for-fed-meeting-cnbc
https://oltnews.com/european-markets-head-for-lower-open-as-investors-prepare-for-fed-meeting-cnbc
https://oltnews.com/climate-trace-unveils-oil-and-gas-emissions-cleantechnica
https://oltnews.com/european-markets-head-for-lower-open-as-investors-prepare-for-fed-meeting-cnbc
https://oltnews.com/climate-trace-unveils-oil-and-gas-emissions-cleantechnica
https://oltnews.com/google-to-automatically-reset-unused-android-app-permissions-for-billions-of-devices
https://oltnews.com/basketball-new-zealand-breakers-releases-player-after-vaccine-refusal-devdiscourse
https://oltnews.com/the-masked-singer-spoiler-betting-odds-reveal-celebrities-likely-to-win-and-identities
https://oltnews.com/the-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint
https://oltnews.com/the-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint
https://oltnews.com/climate-trace-unveils-oil-and-gas-emissions-cleantechnica
https://oltnews.com/google-to-automatically-reset-unused-android-app-permissions-for-billions-of-devices
https://oltnews.com/basketball-new-zealand-breakers-releases-player-after-vaccine-refusal-devdiscourse
https://oltnews.com/the-masked-singer-spoiler-betting-odds-reveal-celebrities-likely-to-win-and-identities
https://oltnews.com/
https://oltnews.com/category/world
https://oltnews.com/category/economics
https://oltnews.com/category/sport
https://oltnews.com/category/tech
https://oltnews.com/category/culture
https://oltnews.com/category/media
https://oltnews.com/category/style
https://oltnews.com/category/travel
https://oltnews.com/feed
https://oltnews.com/category/world
https://oltnews.com/category/economics
https://oltnews.com/category/sport
https://oltnews.com/category/tech
https://oltnews.com/category/culture
https://oltnews.com/category/media
https://oltnews.com/category/style
https://oltnews.com/category/travel


9/20/21, 11:34 AM The relevance of the OMO device in the arsenal of RBI - Mint - OLTNEWS

https://oltnews.com/the-relevance-of-the-omo-device-in-the-arsenal-of-rbi-mint 2/5

credit availability for investment and production. So he buys securities, increasing the money
supply. RBI conducts OMOs through commercial banks and eligible participants are required to
enter their offers on RBI’s core electronic banking solutions platform, E-Kuber.

View full picture

Executive liquidity

How do government securities work?

These are debt securities issued by the RBI, on behalf of the government, to borrow money.
These can be treasury bills that are money market, short-term debt securities, or dated securities
that are long-term instruments. Government securities are a promissory note with guaranteed
payment at a zero coupon rate and issued at a reduced rate.

What is the function of the bond market?

Bond prices and interest rates have a negative relationship as the money supply and treasury
bills move in different directions. When the RBI hints at a position of excess liquidity, short-term
rates tend to fall and money market prices rise, while, when the RBI signals a tightening of
liquidity in the system, short rates tend to fall. futures soar and the prices of money market
instruments fall. With RBI rates falling, long-term stuck investors with higher yields stand to gain.
In bond markets, rate expectations matter more than actual announcements.

How did the bond market react after the budget?

Banks, the biggest buyers of government bonds, prefer a falling interest rate. The budget de�cit
�gures and the Centre’s borrowing plan announced on February 1 led to a surge in 10-year bond
yields to 6.071%, which fell to 6.031% on February 8. RBI maintained an accommodating stance
on liquidity. On February 8, he announced his intention to buy bonds worth ₹20,000 crore via
OMO, supporting the Centre’s borrowing program.

Jagadish Shettigar and Pooja Misra are faculty members of BIMTECH
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