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Primer 

From Liquidity Surge to Supply Pressure: 
Why RBI Turned to OMO Sales 

 More liquidity does not always mean lower bond yields. Large 
foreign inflows prompted the RBI to withdraw surplus cash 
through OMO sales, which also increased the bonds available in 

the market. With heavy government borrowing and rising macro 
risks, invest ors face pressure from both tighter liquidity and 
higher bond supply. This primer explains the implications for 
yields and portfolio positioning.  
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From Liquidity Surge to Supply Pressure: Why RBI Turned 
to OMO Sales 

Introduction  
 
India experienced an extraordinary surge in foreign-currency inflows in 2026, with total 
mobilisation touching ~$ 144 bn, of which $ 133.0 bn came through Foreign Currency Non-
Resident (Bank) (FCNR(B)) deposits. These flows were rapidly converted into rupees, 
creating a large, durable liquidity deluge in the banking system. Even before the domestic 
economy could begin benefiting from the easing effect of this surplus, the global and 
domestic backdrop turned adverse: crude oil prices started inching up, global yields rose to 
multi-decade highs, and domestic inflation began firming, raising the risk of imported and 
demand-side price pressures. 

Facing this combination of excess liquidity and rising macro risks, the RBI turned 
incrementally hawkish and began withdrawing surplus liquidity. It first used temporary tools 
such as variable rate reverse repo (VRRR) auctions to absorb part of the banking system 
surplus. In parallel, the RBI’s forex market operations - spot USD sales, sell-buy swaps, 
and forward-book adjustments - helped remove some durable rupee liquidity but could not 
fully offset the massive inflow-driven spike. Ultimately, the scale of the surplus required a 
more forceful and permanent response, leading the RBI to resort to Open Market 
Operations (OMO) sales, which both absorbs liquidity and adds G-sec supply. 

 
This primer explains: 

 
• What OMOs are and how they work 

• How foreign inflows expanded liquidity 

• Why OMO sales became necessary to absorb liquidity  

• How RBI has used OMOs over the last decade 

• How OMO sales influenced bond yields apart from liquidity withdrawal 

 
What Are RBI’s OMOs and How They Work 
 
OMOs are one of the RBI’s key liquidity management tools, executed through the 
buying or selling of government securities (G-Secs) in the secondary market. In simple 
terms, OMOs change the amount of money circulating in the banking system and 
influence bond yields through demand–supply effects. 
 
• When the RBI buys G-Secs, it pays money to the market - system liquidity increases, 

and bond yields tend to fall because demand for G-Secs rises. 
 

• When the RBI sells G-Secs, the market pays money to the RBI - system liquidity 
decreases, and bond yields tend to rise because supply of G-Secs increases. 
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Source: RBI, HDFC Tru analysis 

 
Why RBI Uses OMOs 
 
OMOs serve multiple monetary-policy and market-stabilisation purposes: 
 

• Manage durable liquidity in the banking system 
• Stabilise bond yields by altering bond demand–supply dynamics 
• Shape the yield curve through selective buying and selling across tenors 

 
Although OMOs are primarily a liquidity tool, they directly affect bond yields because they 
change the tradable supply of government securities and influence investor demand. 
 
How Foreign Inflows Expanded Liquidity 
 

 
Source: RBI, HDFC Tru analysis 
Note: OFCBs – Overseas Foreign Currency Borrowings; ECBs – External Commercial Borrowings  
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• Apr–Jul 2026 was mostly in surplus but uneven. Late June saw a brief deficit. Liquidity 
was negative from 22 to 29 June. 

• The foreign inflows changed the picture from August. Liquidity rose from ₹1.91 lakh 
crore on 1 August to ₹11.2 lakh crore on 6 September. 

• The RBI first relied on VRRR auctions, forex sales, sell-buy swaps and forward-book 
management. These operations absorbed liquidity, but the stock of durable surplus 
remained high. 

• During September-October 2026, the RBI conducted OMO sales to the tune of ₹1.25 
lakh crore to absorb durable liquidity.   

• At ₹3.36 lakh crore on 13 October, liquidity is about ₹7.8 lakh crore (roughly 70%) below 
the peak. However, it is still nearly double the Apr–Jul average of ₹1.8 lakh crore. 

 
Why OMO Sales Became Necessary to Absorb Liquidity  

The RBI required a tool capable of absorbing liquidity on a more durable basis. An 
outright OMO sale transfers G-secs from the RBI to the market. Buyers pay the RBI, and 
the rupee liquidity is extinguished unless offset by another RBI operation. 
 
The table below highlights various liquidity management tools and their 
impact/limitations:   
 

Instrument Liquidity effect 
Why it was not sufficient on its 
own 

VRRR 
Temporary 
absorption 

Funds return at maturity; relies on 
bank participation 

Sell-buy FX 
swap 

Absorbs now, 
reverses later 

Future leg re-injects liquidity 

Spot USD 
sale 

Absorbs rupees and 
supports INR 

Constrained by reserve and 
currency-management 
considerations 

CRR 
increase 

Durable, system-wide 
absorption 

Blunt tool; raises banks’ non-
earning reserve burden 

MSS / CMB 
Durable to semi-
durable absorption 

Fiscal cost to the Government; 
requires issuance limits/ceilings 

OMO sale 
Durable liquidity 
absorption 

Adds marketable G-sec supply and 
may pressure yields 

Source: RBI operational framework; HDFC Tru interpretation 
MSS refers to Market Stabilisation Scheme; CMB refers to Cash Management Bills; 
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OMOs in the last 10 years – key trends 
 

  
 

 
 
• Over the past decade, RBI’s OMO activity has alternated between large liquidity 

injections and powerful liquidity absorption, reflecting evolving macro conditions such 
as inflation pressures, currency volatility, and banking-system liquidity swings. 

• Years like FY19, FY21, FY22, FY25, and especially FY26 (₹8.78 lakh cr) saw strong net 
OMO purchases, signalling periods where RBI added liquidity to support market 
functioning or offset tightening conditions.  

• Conversely, FY18, FY23, FY24, and FY27 saw net OMO sales, where RBI drained 
liquidity to slow inflationary pressures and tighten monetary conditions.  

• Critically, FY27’s net OMO sales of ₹1.25 lakh crore are the highest OMO sales 
(liquidity absorption) in the entire decade, indicating the RBI’s strong tightening 
bias in response to the record foreign-currency inflows, rising global yields, and 
domestic inflation upticks. 

 
The Bond Market Faces a Dual Tightening 

1. Additional supply pressure 

 
OMO sales place additional government securities with the market at a time when the 
Centre and states already have a heavy borrowing calendar. FY27 estimates indicate INR 
16 lakh crore of G-sec supply and INR 13-14 lakh crore of SDL supply, taking combined 
sovereign supply to INR 29-30 lakh crore. 

 

 

 

 

Source: RBI, HDFC Tru analysis; FY27 data till 13th Oct 2026 
Note – positive value denotes net purchase, and negative value denotes net sales 
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2. Tighter liquidity can raise the required term premium 
 

• Lower surplus liquidity reduces the cash available to absorb primary and secondary 
bond supply. 

• OMO sale announcements can directly pressure the securities selected for sale and 
indirectly reprice adjacent tenors. 

• The combination of tighter liquidity and higher tradable supply creates an upward 
bias for G-sec and SDL yields. Corporate bond spreads may also face pressure if 
issuance remains strong. 

 
India’s 10-Year G-sec Yield: From Easing to Firming 

 
Source: CCIL, HDFC Tru analysis 

What It Means for Fixed Income Investors 

Our Take 

• Durable liquidity remains high even after aggressive forex intervention and OMO 
sales. More durable absorption may therefore be required if inflows persist or liquidity 
again rises sharply. 

• The near-term risk-reward is less favourable for pure duration exposure in the 
segments directly affected by OMO supply such as G-secs.  

• The G-sec yield curve can flatten further if intermediate-tenor yields rise faster 
than the long end, particularly if the RBI avoids selling long-dated securities.  

• Accrual-oriented positioning in 1-3-year high-quality AAA rated corporate bonds 
(currently offering spread of 100-160 bps over G-secs) can offer better carry with 
lower duration sensitivity than longer G-secs. 
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Key watchlist 

 
• Size, frequency and maturity composition of future OMO sales. 

• Other liquidity management tools being adopted by RBI.  

• FX reserve movement, rupee volatility and the RBI forward book. 

• VRRR outstanding amounts and daily banking system liquidity. 

• Crude oil, global sovereign yields, domestic inflation and growth data. 

• Weekly G-sec and SDL auction cut-offs. 
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Disclaimer 

 
This communication is being sent by the Investment Advisory Group of HSL IA., registered under SEBI (Investment Advisors) 
Regulations, 2013 under the Registration number INA000011538. 
 
This note has been prepared exclusively for the benefit and internal use of the recipient and does not carry any right of 
reproduction or disclosure. Neither this note nor any of its contents maybe used for any other purpose without the prior 
written consent of HSL IA, Investment Advisory Group (HSL IA). In preparing this note, we have relied upon and assumed, 
without any independent verification, accuracy and completeness of all information available in public domain or from 
sources considered reliable.  This note contains certain assumptions and views, which HSL IA considers reasonable at this 
point in time, and which are subject to change. Computations adopted in this note are indicative and are based on current 
market prices and general market sentiment. No representation or warranty is given by HSL IA as to the achievement or 
reasonableness or completeness of any idea and/or assumptions. This note does not purport to contain all the information 
that the recipient may require. Recipients should not construe any of the contents herein as advice relating to business, 
financial, legal, taxation, or other matters and they are advised to consult their own business, financial, legal, taxation and 
other experts / advisors concerning the company regarding the appropriateness of investing in any securities or investment 
strategies discussed or recommended in this note and should understand that statements regarding future prospects may 
not be realized. It may be noted that investments in equity and equity-related securities involve a degree of risk and investors 
should not invest any funds unless they can afford to take the risk of losing their investment. Investors are advised to 
undertake necessary due diligence before making an investment decision. For making an investment decision, investors must 
rely on their own examination of the Company including the risks involved. Investors should note that income from investment 
in such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may 
receive back less than originally invested. Neither HSL IA nor any of its employees shall be liable for any direct, indirect, 
special, incidental, consequential, punitive, or exemplary damages, including lost profits arising in any way from the 
information contained in this material. This note does not constitute an offer for sale, or an invitation to subscribe for, or 
purchase equity shares or other assets or securities of the company and the information contained herein shall not form the 
basis of any contract. It is also not meant to be or to constitute any offer for any transaction. HSL IA and its affiliates, officers, 
directors, key managerial persons and employees, including persons involved in the preparation or issuance of this material 
may from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned 
herein. HSL IA may at any time solicit or provide commercial banking, credit, advisory or other services to the issuer of any 
security referred to herein. Accordingly, information may be available to HSL IA, which is not reflected in this material, and 
HSL IA may have acted upon or used the information prior to, or immediately following its publication. 
 
HSL IA neither guarantees nor makes any representations or warranties, express or implied, with respect to the fairness, 
correctness, accuracy, adequacy, reasonableness, viability for any particular purpose or completeness of the information and 
opinions. Further, HSL IA disclaims all liability in relation to use of data or information used in this report which is sourced 
from third parties. 
 
Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the HSL 
IA team and all its activities are segregated from HSL IA activities. The proprietary desk operates independently, potentially 
leading to investment decisions that may deviate from research views. 
 
HDFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. 
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066 
 
Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600 
 
For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400 
 
HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. 
POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI 
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193 
 
Investment in securities market is subject to market risks. Read all the related documents carefully before investing. 
 
Mutual Fund Investments are subject to market risk. Please read the offer and scheme related documents carefully before 
investing. 
 
Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee 
performance of the intermediary or provide any assurance of returns to investors. 
 
This information is for educational/information purposes only.  

https://www.hdfc-tru.com/

