


Often while ready the
business news, we come
across the term called
‘OMO’.
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What is OMQO?

When there is excess liquidity in the market, the RBI intervenes and

sucks it out by issuing bonds, among other means.

At the same time, if the liquidity starts to dry up in the markets,
the RBI intervenes and infuses liquidity by buying back the bonds

that are with the investors.




This interaction of the RBI
with the market is termed
‘OMO’ or ‘Open Market

Operations’.
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What is the outcome on account of OMO?

When the RBI buys bonds from the market and infuses liquidity,

the consequences are:

It tends to soften interest rates
Fresh bonds can be issued at lower yields and the government
can thus borrow at a reasonable cost

It enables corporates to borrow at favorable interest rates

It prevents the rupee from strengthening unnecessarily and

thereby protects the interest of exporters

It may tend to increase inflation



O If the RBI were to sell bonds instead and suck out the liquidity, the

effect would be exactly the opposite.

O Thus, OMOs are an important instrument of credit control through

which the Reserve Bank of India purchases and sells securities




To sum up:

What : Open Market Operations (OMOs) are a means by which a central
bank control’s the nation’s money supply by buying and selling

government securities and / or other financial instruments.

Why : It helps regulate interest rates and foreign exchange rates




Hope you have understood

the concept of

Open Market Operations




Thinking of Investment

Contact
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The views expressed in this lesson are for information purposes only and do not construe
to be any investment, legal or taxation advice. The lesson is a conceptual representation
and may not include several nuances that are associated and vital. The purpose of this
lesson is to clarify the basics of the concept so that readers at large can relate and
thereby take more interest in the product / concept. In a nutshell, Professor Simply Simple
lessons should be seen from the perspective of it being a primer on financial concepts.
The contents are topical in nature and held true at the time of creation of the lesson. This
Is not indicative of future market trends, nor is VEcoSys IMF Pvt. Ltd. attempting to predict
the same. Reprinting any part of this material will be at your own risk. vEcoSys IMF Pvt.

Ltd. will not be liable for the consequences of such action.

Mutual Fund investments are subject to market risks,

read all scheme related documents carefully.




