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Abstract
The 2008 global financial crisis has significantly changed the world's economic and
financial landscape, forcing central banks to expand their role beyond the traditional
mandate of inflation control. The research method in this study uses literature. The
results show that central banks have broadened the scope of their interventions,
adopting a more holistic approach to economic stability that includes not only price
stability but also financial stability and economic growth. However, in this regard,
there are challenges that central banks face in the digital age, including the
emergence of digital currencies and financial technology.
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Introduction

The global financial crisis that began in 2008 was a turning point in modern
economic history. The failure of the existing financial and regulatory systems resulted in
widespread and prolonged economic impacts. The crisis revealed weaknesses in the global
system of financial supervision and regulation. The Global Financial Crisis occurred due to
severe economic instability that engulfed the world's financial and banking systems.
(Gumata & Ndou, 2021). The crisis was triggered by the collapse of the subprime property
market in the United States, which then spread worldwide, causing the collapse of major
financial institutions, a sharp decline in global stock markets, and a widespread economic
recession. Its main characteristics include a liquidity drought in credit markets, massive
devaluation of financial assets, large-scale government intervention to rescue financial
institutions, and a significant decline in economic activity in many countries. The crisis is
considered to be the worst economic shock since the Great Depression of the 1930s and
resulted in fundamental changes in financial regulation and global economic policy.
(Spooner, 2020).

Before the crisis, central banks had a crucial role in managing and overseeing a
country's financial and economic system. Its main functions include controlling monetary
policy to maintain price stability and control inflation, usually through setting interest rates
and managing money supply. The central bank also acts as the "lender of last resort" for
commercial banks, maintaining the stability of the banking system, and in many cases,
supervising and regulating the financial sector. (Walker, 2020). In addition, central banks

1 Correspondence author

67


mailto:losojudijantobumn@gmail.com

are responsible for issuing the national currency, managing the country's foreign
exchange reserves, and often play a role in facilitating the national payment system. In the
global context, central banks also play a role in international policy coordination and
provide in-depth economic analysis to assist governments in economic decision-making.
Since the 2008 global financial crisis, the role of central banks has expanded to include the
implementation of unconventional monetary policies and an increased focus on macro-
financial stability. (Atahau & Cronje, 2020)..

The scale and speed at which the crisis spread forced central banks to act quickly
and outside their traditional frameworks. Policy innovations such as quantitative easing
and negative interest rates became necessary to stabilize the economy. Financial
globalization and economic interconnection between countries increased the complexity
of central banks' tasks. The need for greater international coordination in monetary and
financial policy is becoming increasingly important. (Anginer et al., 2020).

The crisis revealed that price stability alone is not enough to ensure overall
economic stability. The importance of macroprudential supervision and financial system
stability became more recognized. Then, the development of financial technology
(fintech) and digital currencies posed new challenges for central banks. The need to adapt
to the fast-changing financial landscape is becoming more urgent (Gamboa, 2024).

The expansion of the role of central banks has sparked a debate on the limits of
their authority. Questions of central bank accountability and independence in the context
of an expanded role are becoming increasingly relevant. The long-term use of
unconventional monetary policy raises questions about its effectiveness and potential
risks. Concerns about inflation, market dependence on stimulus, and economic inequality
are important topics of discussion. (Thiemann & Priester, 2024).

This background illustrates the complex context in which the role of central banks
has evolved, creating a need for in-depth research on these changes, their implications,
and the challenges faced in maintaining economic stability in the post-financial crisis era.

Research Methods

In this study, researchers used the literature research method. This method is a
research approach that relies on analyzing existing written sources to investigate a topic.
This method involves collecting, analyzing, and presenting information from various types
of texts such as books, scientific journals, conference papers, theses, and other digital
sources. (Firman, 2018); (Suyitno, 2021).

Results and Discussion
Central Bank Concept

The central bank is a financial institution that has a vital role in a country's economic
system. In general, central banks are institutions responsible for managing monetary
policy, regulating the banking system, and maintaining national financial stability.
(Cornand & Ferreira, 2024).. As the highest monetary authority, the central bank has the
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exclusive authority to issue the country's official currency and control the money supply in
the economy. The concept of the modern central bank began to develop in the 17th
century and matured in the 19th and 20th centuries, along with the evolution of the global
financial system (Kumhof & Noone, 2024). (Kumhof & Noone, 2021)..

The main functions of the central bank cover several crucial aspects of
macroeconomic management. First, the central bank acts as a monetary policy regulator,
which involves setting interest rates and controlling inflation to achieve price stability.
Second, the central bank functions as a "bank of banks", providing banking services to
other financial institutions and acting as a lender of last resort in crisis situations. (Venturi,
2023). Third, the central bank is responsible for supervising and regulating the national
banking system, ensuring the soundness and stability of the financial sector. In addition,
the central bank also plays a role in managing the country's foreign exchange reserves,
facilitating the national payment system, and often provides economic advice to the
government. In a global context, central banks are also involved in international
cooperation to address cross-border economic issues (Harcourt et al., 2014). (Harcourt et
al., 2020).

Traditional Role of Central Banks

The traditional roles of central banks have evolved over time, but some core
functions remain the cornerstone of their operations. One of the main roles of a central
bank is as the issuer of the country's official money. In this capacity, the central bank has
the exclusive authority to print banknotes and issue coins that are used as legal tender in
the economy. This role not only involves the technical aspects of printing money, but also
includes the responsibility of maintaining the value of the national currency through
various monetary policies (Lavoie, 2020).

The central bank also acts as the "bank of banks" or lender of last resort. In this
function, the central bank provides banking services to commercial banks and other
financial institutions. They accept deposits from banks, provide short-term loans, and act
as a clearing house for interbank transactions. More importantly, as a lender of last resort,
central banks stand ready to provide emergency liquidity to banks facing temporary
financial difficulties, especially in systemic crisis situations. This role is crucial in maintaining
public confidence in the banking system and preventing banking panics that could
threaten the stability of the overall economy. (Wei, 2021).

In addition, traditional central banks have an important role in managing the
country's monetary policy. This involves setting interest rates, controlling the money
supply, and implementing various monetary instruments to achieve macroeconomic goals
such as price stability, sustained economic growth, and low unemployment rates. (Cecilio,
2022). Through monetary policy, central banks seek to influence broad economic
conditions, including inflation rates, currency exchange rates, and lending activity in the
economy. This role requires deep economic expertise and a comprehensive understanding
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of financial market dynamics, as well as the ability to respond quickly and effectively to
changing economic conditions. (Cecrdlova, 2021).

The Evolution of the Role of Central Banks Post-Financial Crisis

The global financial crisis of 2008 was a significant turning point in the evolution of
the role of central banks around the world. It revealed weaknesses in existing financial and
regulatory systems, prompting central banks to broaden the scope of their
responsibilities. One of the most striking changes is the increased focus on financial
stability as an explicit objective, parallel to their traditional mandate for price stability.
Central banks are now more active in monitoring and assessing systemic risks, as well as
developing and implementing macroprudential policies to mitigate threats to the financial
system as a whole. (D6tsch & Ginter, 2024).

Post-crisis, central banks also adopted a more proactive and innovative approach
in the conduct of monetary policy. As interest rates approached the zero bound and
conventional instruments became less effective, many central banks turned to non-
conventional or "unusual" monetary policies. These include large-scale asset purchase
programs (quantitative easing), more explicit forward guidance on the future direction of
policy, and in some cases, even the implementation of negative interest rates. These
measures aim to provide additional stimulus to the economy and stabilize financial
markets in very challenging conditions (Macchiarelli et al., 2020)..

In addition, the financial crisis highlighted the importance of transparency and
effective communication from central banks. Many central banks have stepped up their
efforts to explain their policies and decisions to the public and financial markets more
clearly. This includes the regular publication of financial stability reports, the organization
of press conferences after key policy meetings, and the use of social media to reach a
wider audience. This increased transparency aims to enhance the effectiveness of
monetary policy by managing expectations and increasing central bank accountability.
(McEldowney, 2020).

Finally, the financial crisis also prompted increased international cooperation
between central banks. Global policy coordination has become more important given the
transnational nature of many financial institutions and cross-border capital flows. Forums
such as the Financial Stability Board (FSB) and the Basel Committee on Banking
Supervision became more influential in developing global regulatory standards. (Thiemann
& Priester, 2024).. Central banks are also strengthening their currency swap networks to
provide emergency liquidity in foreign currencies during periods of market stress. This
evolution reflects the recognition that in an increasingly globally connected financial
system, a coordinated response is often required to address complex economic and
financial challenges. (lokibe, 2022).
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Impact of the Evolution of the Central Bank's Role

The evolution of the role of central banks post-2008 financial crisis has had a
significant impact on various aspects of the global economy and finance. One of the key
impacts has been the improvement of financial system stability. With an expanded
mandate to safeguard financial stability, central banks now have a wider range of policy
tools to identify and address systemic risks. The implementation of macroprudential
policies, such as stricter capital requirements and restrictions on high-risk lending, has
helped increase the resilience of financial institutions to economic shocks. As a result,
banking systems in many countries are now stronger and better able to withstand
economic pressures than before the crisis. (Khoirunurrofik et al., 2020).

The second impact of this evolution is the change in financial market dynamics.
Unconventional monetary policies, such as quantitative easing, have significantly altered
the investment landscape. Extremely low or even negative interest rates have encouraged
investors to seek higher returns, often by taking on greater risk. (Brunk, 2024). This has led
to an increase in asset prices across a wide range of classes, from stocks to property, and
has fueled debates about potential asset bubbles and wealth inequality. In addition, the
increasing role of central banks in financial markets has changed the perception of risk and
the behavior of market participants, with many now paying close attention to any cues
from central banks (Baranyai & Banai, 2024). (Baranyai & Banai, 2022)..

Increased transparency and central bank communication has also had animpact on
economic expectations and the behavior of economic agents. With better information
about the direction of monetary policy, businesses and households can make more
informed decisions about investment, spending and borrowing. This has improved the
effectiveness of monetary policy transmission, although it can also lead to greater market
volatility when expectations are not met. In addition, the increased visibility and role of
central banks in economic policy has brought them into wider public debates, sometimes
facing challenges to their independence (Zavadskykh, 2024).

Finally, the strengthening of international cooperation between central banks has
contributed to a more coordinated global response to the economic crisis. This proved
effective during the COVID-19 pandemic, where central banks around the world moved
quickly and in a coordinated manner to stabilize financial markets and support economies.
(Ericson, 2020). However, this closer coordination has also raised questions about national
economic sovereignty and the potential spillover effects of large country central bank
policies to smaller economies. Overall, the evolution of the role of central banks has
increased the stability of the global financial system, but it has also created new challenges
and debates about the limits of monetary policy and the appropriate role of central banks
in modern economies. (Duffie, 2022).

Central Bank Challenges and Controversies
A key challenge facing central banks in the modern era is maintaining a balance
between price stability and economic growth. On the one hand, central banks have a
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mandate to control inflation, which often entails tight monetary policy. On the other hand,
they are also expected to support economic growth and job creation. (Macchiarelli et al.,
2020).. The conflict between these two objectives has become increasingly apparent in the
post-crisis economic environment, where low inflation and slow growth have become the
norm in many advanced economies. Central banks must carefully balance the need to
stimulate the economy with the risk of creating financial instability or uncontrolled
inflation in the future. (Arner & Norton, 2020).

Controversies surrounding central bank independence have also intensified in
recent years. Although central bank independence is considered essential for the
credibility of monetary policy, the growing role of central banks in the economy has
sparked debate about their democratic accountability. Critics argue that decisions made
by central banks have a broad impact on society, yet central bank policymakers are not
directly elected by the public. Political pressure on central banks to support a particular
economic agenda or to finance government deficits has also increased in some countries,
raising concerns about the erosion of central bank independence. (S. Cole et al., 2023).

Another challenge central banks face is managing expectations and
communication in an era of rapid information and social media. Any central bank
statement or action can have an immediate and significant impact on financial markets.
Central banks must be careful in communicating their policies to avoid unnecessary market
volatility or misinterpretation. (S. J. Cole et al., 2023). Moreover, they must also navigate
anincreasingly polarized and skeptical media landscape, where their policies are often the
subject of intense criticism and analysis. Improving public financial literacy and building
trust in central banking institutions is becoming increasingly important in this context
(Cipollini & Mikaliunaite, 2020).

Finally, central banks face the challenge of adapting to technological change and
financial innovation. The rise of cryptocurrencies and blockchain technology raises
questions about the future of money and the role of central banks in the financial system.
Some central banks are exploring the possibility of issuing central bank digital currencies
(CBDCs) in response to these trends (Kolozsi et al., 2022). However, the implementation
of CBDCs brings a new set of challenges, including privacy concerns, cybersecurity, and
potential disruption to the traditional banking system. In addition, central banks will also
have to deal with emerging risks from other fintech innovations, such as peer-to-peer
lending and mobile payment applications, which may affect monetary policy transmission
and financial system stability.

Conclusion

The evolution of the role of central banks in post-financial crisis economic
stabilization has seen a significant shift in their approach and scope of responsibilities.
Central banks no longer focus solely on controlling inflation through conventional
monetary policy, but have adopted a broader and more proactive role in maintaining
financial stability and supporting economic recovery. The use of unconventional policy

72



instruments such as quantitative easing, forward guidance, and negative interest rates has
become an integral part of central banks' toolkit. In addition, central banks have also
enhanced their role in macroprudential supervision, working more closely with other
financial regulators to identify and mitigate systemic risks in the financial system.
However, this expanded role also brings new challenges and controversies. The line
between monetary and fiscal policy has become increasingly blurred, raising questions
about central bank independence and potential conflicts of interest. Moreover, the
effectiveness and long-term consequences of unconventional policies are still a subject of
debate among economists and policymakers. Looking ahead, central banks will continue
to face challenges in balancing the objectives of price stability, financial stability, and
economic growth, while adapting to changes in technology and the evolving global
financial landscape. Their ability to innovate, communicate effectively with the public, and
maintain credibility will be key in fulfilling their evolving role in the modern economy.
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