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The freedom to fail. That’s what some fiscal experts and policymakers on Capitol Hill felt 
was the right approach to the nation’s financial crunch – not the $700 billion bailout 
Congress passed to stabilize the banking and credit industry.
 Charles L. Evans, president and chief executive officer of the Federal Reserve Bank 

of Chicago, scoffs at that notion that the U.S. economy would have been better off to let the free 
market run its course. 
 “While in some sense we did that with the demise of an institution like Lehman Brothers 
with their bankruptcy, the problem after that was AIG (American International Group) provided 
a lot of insurance on the credit default side. And with the failure of Lehman Brothers, if AIG 
didn’t have the liquidity (through government intervention) to meet that, then we would have 
had even more stress,” he reflected at a recent speech to the Economic Club of Indiana. 
 Federal assistance is also going, in part, to stronger banks to buy weaker banks. Evans noted 
that bank consolidation has been a trend over the last 10 years if not longer, but the pace has 
definitely picked up.
 “We have moved to a system that my staff and others have described as a barbell system. 
You have a small number of very large banks and large number of very small banks, the 
community banks. In between those, the mid-sized regional banks were sort of looking for the 

right comparative advantage in order to stay there. And it was not unusual for them 
to be acquired or merge with others and join the larger size banks,” he explained.
 “This is certainly a case in which the financial industry is changing very, very 
rapidly – in ways that were almost unimaginable if you stepped back two years and 
wondered what it was going to be like at the end of 2008. You would not have 
projected this.”

Cautionary for 2009
 “At this time, it is very difficult to judge how long the downturn might last and 
how deep it ultimately will be. As financial markets work through their problems – 
with important help from government policy – and credit flows improve, we will see 
a return of growth in spending, production and employment. But given the 
magnitude of the problems that we face, we could see activity remaining quite 
sluggish through much of 2009,” he stated.
 “Moving forward, it is important that we (the Fed) be vigilant in monitoring the 
risks to growth, as well as any risks to the prospects for obtaining price stability.”
 Beyond the obvious indicators of the financial markets on the upswing – such 
as a substantial improvement in credit lending – Evans pointed to the housing 
situation as one to watch.
 “Clearly in hindsight, there were hot markets where house prices had increased 

dramatically – on the West Coast, in Phoenix, Las Vegas, Florida – that seemed unsustainable, 
and in fact those prices began to come down. At first it was a regional problem and regionally 
contained, and then it became a national crisis as national housing prices began to fall,” he 
offered.
 “Until we get some firmer feeling that the housing market is going to stabilize with known 
prices, it’s going to continue to put pressure on the financial markets as to the valuation of those 
mortgage-related assets. How we get some type of firming on that is going to be a very big and 
very important issue. It will take the best thinking that we have. I’m very hopeful, but it’s a huge 
challenge.”
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The Chicago Fed, headed by 
Charles L. Evans, is responsible 
for regulating more than 1,100 
banks in Iowa and most of 
Indiana, Illinois, Michigan and 
Wisconsin.
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