How do policy communications on future fiscal targets affect market expectations and beliefs about the
future conduct of fiscal policy? In this paper, we develop indicators of fiscal credibility that quantify the
degree to which policy announcements anchor expectations, based on the deviation of private expectations
from official targets, for 41 countries. We find that policy announcements partly re-anchor expectations and
that fiscal rules and strong fiscal institutions, as well as a good policy track record, contribute to magnifying
this effect, thereby improving fiscal credibility. Conversely, empirical analysis suggests that markets reward
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Executive summary

How do policy communications on future fiscal targets affect market expectations and beliefs
about the future conduct of fiscal policy? This paper is about credibility and communication of fiscal
policy. It investigates how effective policy communication can bolster a government’s credibility
and anchor expectations. Credibility is about having private agents trust that policymakers will
deliver with respect to their mandate or stated objectives. In the fiscal realm, when credible govern-
ments announce fiscal strategy or targets, the public expects them not to deviate. Governments
need to be perceived as committed to fiscal discipline through clear communication, demonstrating
sufficient administrative capacity and political will. When the public sees the government as
credible, in other words, believes that the government will achieve its announced objectives as much as

possible, the difference between private expectations and official forecasts should be minimal.

We develop quantitative indicators of fiscal credibility, using the expectations of professional
forecasters about the overall fiscal balance and analyzing how they deviate from the official targets
announced by governments. We introduce three fiscal credibility indicators, bias, skepticism and
unanchoring, to capture different aspects of the discrepancy between private and official expectations.
Official announcements of new fiscal targets have an anchoring effect, as fiscal credibility improves on
average by 0.2-0.4 percent of GDP when new targets are announced. However, the announcements
are met with skepticism. By comparing growth projections, we find that disagreements about the

macroeconomic outlook are not as important for fiscal credibility as one could have expected.

The strength, in terms of size and speed, of the anchoring effect of policy announcements
depends on the institutional framework and past fiscal performances. Fiscal rules, which refer to
lasting numerical constraints on budget aggregates, and strong fiscal frameworks, help fiscal credi-
bility by reducing the discrepancy between professional and official forecasts and disagreement
among private forecasts. Fiscal slippages and downward revisions to fiscal targets worsen credibil-
ity, confirming that credibility is based on reputations built over time; credibility is gained when
governments strive to commit to their fiscal plans, and erodes when fiscal actions are insufficient
to deliver on these plans. In turn, we find that improved fiscal credibility is rewarded with lower

borrowing costs, highlighting that governments should strive to hone their credibility.
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