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WORKING PAPERS 
 

“Optimistic Expectations and Financial Crises”  
 
I evaluate whether recessions accompanied by financial crises are different in a framework where 
pre crisis dynamics – especially debt burden – and expectations play a role in determining the 
magnitude of the recession. This is consistent with some empirical evidence. I model financial 
optimism as unrealised news on capital quality in a DSGE framework with financial intermediaries. 
I found that cycles associated with financial optimism differ from those caused by technological 
news: the former generate asset prices boom-bust cycles, stronger debt cycles and deterioration in 
banks’ net worth. Real variables respond in a similar qualitative way to unjustified optimism, 
whether it produces a financial crisis or not. 
 
“Big Recession and Slow Recoveries” 
 
There are two clashing positions about the link between big recessions, slow recoveries and 
financial crises. Some authors argue that big slumps and the subsequent slower growth rates are 
characteristic of financial crises. Other argue that recessions accompanied by financial crises are not 
particularly different from other recessions. In this paper I evaluate these views by computing 
average recovery and recession paths through the estimation of impulse responses by local 

https://sites.google.com/view/jc-castrofernandez


projections methods (Jordà, 2005). I found that both explanations are incomplete. The occurrence of 
financial crises is associated with more severe recessions only if the recession itself is big enough. 
More importantly, neither the magnitude of the loss, nor the occurrence of financial crises, nor debt 
overhang seem to be associated with sluggish output growth during recoveries. 
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