
Question:  What are Open Market Operations? Discuss the significance of 

recently conducted Operation Twist by the Reserve Bank of India. (150 

words) 

 

Answer:  

The RBI manages and controls the liquidity, rupee strength and monetary 

management through purchase and sale of government securities (G-Secs) in a 

monetary tool called Open market Operations. OMOs are the market operations 

conducted by the RBI by way of sale and purchase of G-Secs to and from the 

market with an objective to adjust the rupee liquidity conditions in the market 

on a durable basis. When the RBI feels that there is excess liquidity in the 

market, it resorts to sale of securities thereby sucking out the rupee liquidity. 

Similarly, when the liquidity conditions are tight, the RBI may buy securities 

from the market, thereby releasing liquidity into the market. 

 

Operation Twist is a move in which a central bank decides to simultaneously 

buy long-dated securities while selling short-term securities. The objective 

behind such an operation is management of the yield curve. Other central banks, 

including the US Federal Reserve, have used similar measures. Recently, for the 

first time, the RBI undertook such an unconventional policy measure with the 

aim of flattening the yield curve by lowering longer rates to boost lending and 

growth.  

A conventional Operation Twist involves a central bank buying and selling 

securities of the same amounts. The purchase of securities pushes down the 

yields of long-dated securities, while the sale of short-term bonds drives up their 

yield. This transaction is undertaken as it effectively reduces the term premia. . 

 

Over the last few months there has been a call for OMOs to drive monetary 

transmission. More such operations are possible as RBI tries to improve 

transmission and the monetary policy panel continues with an accommodative 

stand. A countercyclical fiscal policy is warranted due to the growth slowdown 

and is factored in by investors. Thus, by revising deficit targets and creating a 



credible medium-term consolidation path, the Centre can send bond markets a 

positive signal, which would supplement RBI’s Operation Twist. 


