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2012 E.C (2019/2020) ACADEMIC YEAR 

THIRD QUARTER ECONOMICS HANDOUT FOR GRADE 12 

UNIT SEVEN 

MONETARY POLICY AND FINANCIAL SECTOR IN ETHIOPIA 

MONETARY POLICY 

Monetary policy refers to the management of the money supply and its link to prices, 

interest rates and other economic variables. Monetary policy is a bundle of actions and 

regulatory stances taken by the central bank including all of the following: 

 

 Setting a minimum interest rate on deposit 

 setting reserve requirements on various classes of deposit 

 Increasing or decreasing commercial bank reserves through open market purchase 

and sales of government securities. 

 Intervening in foreign exchange markets to buy and sell domestic currency for 

foreign exchanges. 

 Decide the level of total-deposit required reserve of commercial banks. 

The principal objective of the monetary policy of the National Bank of Ethiopia (NBE) is to 

maintain price and exchange rate stability and support sustainable economic growth of Ethiopia.  

Financial institutions such as commercial banks, credit unions, insurance companies, etc. 

perform the essential functions of channeling funds from those with surplus funds (suppliers of 

funds) to those with shortage of funds (users of funds ). Hence, the existence of such kinds of 

institutions helps to facilitate domestic saving and investment. 

The Roles and functions of the National Bank of Ethiopia and commercial Banks of 

Ethiopia  

Roles and functions of the National Bank of Ethiopia 

Unlike the commercial banks, the objective of national banks is not generating profit by 

transacting with the general public in depositing, borrowing, and lending activities. The duties 

and responsibilities of national banks are far more extensive than those of commercial banks or 

any other financial institutions. 
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 Has the exclusive right to mint coins and print (issue) currency notes that circulate in the 

national economy. 

 Issues government debt instruments or securities such as bonds, treasury bills, and 

promissory notes on the behalf of the government. 

 Promotes the existence of balanced and accelerated economic growth. 

 Reduces the level of unemployment and maintains low levels of inflations. 

 Acts as the banker of the government: deposit government money and provides direct 

advances to the government. 

 Acts as a last resort for commercial banks that need to borrow money at the time of 

shortage. 

 Regulates the money supply, interest rates and other charges, and the creation of credit by 

commercial banks. 

  Formulates the monetary policy framework for the country 

 Manages and administers the international reserve of the country 

 Regulates the foreign exchange of the country and organizes the foreign exchange 

auction market for the determination of the exchange rates. 

 Prepares regular reports on the money supply, production of goods and services, and 

official international economic transactions carried out by the country. 

Roles and function of commercial banks of Ethiopia 

 Help to encourage households to save money, since saving is important for investment 

 Accept deposits of different kinds, such as saving, time and demand deposit 

 Advance loans, credit, overdrafts and other services for individuals and firms 

 Conduct supervision and follow-up on the use of credit and loans provided to customers 

 Sell and purchase foreign currencies 

 Issue letter of credit (LC), travellers cheques, etc 

 Issue bonds and participate in the buying and selling of treasury bills, bonds, and other 

negotiable instruments and securities 

 Conduct the transfer of money from one place to another 

 Prepare regular financial reports to the NBE 

 Accelerate the process of monetization in the economy 

Problems of financial sector in Ethiopia  

 A good part of the economy is not monetized 

 Some borrowers, both private and public enterprises, fail to repay back loans at the 

agreed time in the required amount 

 Banks are forced to sell collateral to enforce repayment of debts which takes time, a long 

process and efforts 

 Lack of competition in the sector 

 Shortage of trained and efficient human resources in the sector 

 Inadequacy of banks to convert cash in to credit 

 Very low level innovation in financial products and services 



 

ECONOMICS GRADE 12 (SS) Page 3 
 

 

2012 E.C (2019/2020) ACADEMIC YEAR 

THIRD QUARTER ECONOMICS SECOND WORKSHEET FOR GRADE 12 

I. CHOOSE THE CORRECT ANSWER FROM THE GIVEN ALTERNATIVES 

1. Which one of the following is not an indirect tax? 

A. Sales tax                         C. Excise tax 

B. VAT                                D. None 

2. Which one of the following is not a component of fiscal policy? 

A. The way the government mobilizes its revenue 

B. The way the government sets exchange and interest rates 

C. Determination of tax burden 

D. The policy of the government employed to raise revenue 

3. The Ethiopian tax system is based on_____________________. 

A. Regressive                             C. Proportional 

B. Progressive                            D. None 

II. WORK OUT QUESTIONS (SHOW ALL THE NECESSARY STEPS) 

4. Given the following hypothetical data for a country, answer the questions that 

follows ( the numbers are in millions of dollar) 

o Import tax=1725 

o Personal income tax=225 

o Excise tax=800 

o Capital expenditure=4000 

o Non-tax revenue=3000 

o Business profit tax=1400 

o Value added tax=2000 

o Recurrent expenditure=5500 

o Taxes on exports=1725 

Calculate  

A. The total amount of indirect tax 

B. The total direct revenue 

C. The foreign trade 

D. The total government revenue for the year 

E. The total government expenditure 

 

 

 


