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Resumen

Este documento estudia como las sorpresas de las empresas sobre la situacién fiscal afectan sus expectativas de
inflaciéon y sus creencias sobre la forma en que se resolverian los desequilibrios fiscales. Para ello, se implementa
un experimento aleatorizado en la Encuesta de Expectativas Empresariales de Uruguay de junio de 2025, con 315
empresas no financieras que representan aproximadamente 54% del PIB. Las firmas fueron asignadas
aleatoriamente a un grupo de control o a dos tratamientos informativos: uno que comunicaba el nivel oficial de
deuda publica —57% del PIB— y otro que agregaba una proyeccién pasiva segln la cual, de mantenerse las
politicas vigentes, la deuda alcanzaria 67% del PIB en 2029. En promedio, los tratamientos no generan un cambio
estadisticamente significativo en la expectativa de inflacién a un ano. Sin embargo, la respuesta promedio oculta
una heterogeneidad relevante: las empresas que habian subestimado la deuda tienden a revisar sus expectativas
al alza, mientras que aquellas que la habian sobreestimado las revisan a la baja. Ademas, la informacién fiscal
modifica las creencias sobre el ajuste futuro: las firmas tratadas asignan mayor probabilidad a una correccién
fiscal convencional y menor probabilidad a la inaccién, sin aumentar significativamente la probabilidad
atribuida al financiamiento inflacionario. Los resultados muestran que la transparencia fiscal puede ordenar
narrativas y escenarios de politica aun cuando no modifique la expectativa media de inflacién de corto plazo.

Abstract

We causally identify how firms’ surprises about the fiscal situation affect their inflation expectations and beliefs
about how fiscal imbalances will be resolved, using a randomized controlled trial embedded in Uruguay’s
Business Expectations Survey. A treatment that reveals the true public debt-to-GDP ratio (and its medium-term
forecast) changes the average one-year-ahead inflation expectations for those that significantly update prior
beliefs: firms that had underestimated the debt-to-GDP ratio revised inflation expectations upward, whereas
over-estimators revised them downward. Beyond inflation expectations, the treatments shifted firms’ subjective
beliefs about the likely mode of fiscal adjustment: treated firms shifted probability mass toward orthodox deficit
reduction and away from passive inaction. By contrast, the probability assigned to inflationary financing was not
significantly affected by the treatment.
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1 Introduction

Persistently high inflation following the COVID-19 pandemic has renewed interest in
the fiscal determinants of the price level. A central question is whether fiscal imbalances
can unanchor inflation expectations by altering beliefs about how government debt will
ultimately be stabilized. While standard frameworks emphasize monetary policy as
the primary anchor of inflation, a large literature—including the unpleasant monetarist
arithmetic of Sargent and Wallace [1981] and the fiscal theory of the price level (FTPL)
[Leeper, 1991, Sims, 1994, Cochrane, 2023]—highlights that, depending on the pol-
icy regime, either prices or expected inflation may adjust to ensure the government’s

intertemporal budget constraint holds.

Recent evidence underscores the empirical relevance of these mechanisms in the post-
pandemic context. For instance, Barro and Bianchi [2023] estimate that a substantial
share of the increase in inflation in OECD economies between 2020 and 2022 reflects
debt-financed deficits not backed by expected future surpluses. This evidence suggests
that fiscal developments may influence inflation expectations, particularly if agents

assign a higher probability to debt stabilization through inflation.

We focus on firms rather than households —an understudied margin in the ex-
perimental macro literature. This paper provides new causal evidence on how firms’
inflation expectations and policy beliefs respond to fiscal information. We embed a
randomized controlled trial (RCT) in the June 2025 wave of Uruguay’s Business Ex-
pectations Survey (BES), covering 315 non-financial firms (after standard cleaning)
that together represent approximately 54% of Uruguay’s GDP (as of 2015). Firms
first report their one-year-ahead inflation expectations and their perception about the
public-debt-to-GDP ratio (along with other pre-treatment questions). They are then
randomly assigned to one of three groups: (i) a control group receiving no information;
(ii) Treatment 1 (Debt Only), which provides the official public-debt-to-GDP ratio
(57%); and (iii) Treatment 2 (Debt 4 Projection), which provides the same fig-
ure together with a passive projection indicating that, under unchanged policies, debt
would reach 67% of GDP by 2029. Firms are subsequently asked again about inflation

expectations and about the perceived likelihood of alternative adjustment mechanisms.

Our main finding is that fiscal information affects inflation expectations and system-
atically reshapes beliefs about future policy. On average, neither treatment produces a
statistically significant change in one-year-ahead inflation forecasts relative to the con-

trol group. However, this masks substantial heterogeneity: firms that initially underes-



timate public debt revise their expectations upward, whereas those that overestimate it
revise downward, with little updating among firms whose priors are close to the truth.
Moreover, responses seems to be mediated by institutional trust, consistent with the

view that credibility shapes how fiscal information is incorporated.

Most strikingly, fiscal information significantly shifts firms’ beliefs about how fiscal
imbalances will be resolved. Treated firms assign a higher probability to conventional
fiscal adjustment (e.g., spending cuts) and a lower probability to policy inaction while
leaving unchanged the perceived likelihood of inflationary financing. Thus, while af-
fecting short-term inflation forecast, fiscal news do no seem to change the perception

about the central bank’s credibility.

Uruguay provides a useful laboratory for studying these mechanisms. The country
operates under an inflation-targeting regime (with a 3-6% target range) but has his-
torically experienced above-target inflation and persistent fiscal deficits. At the same
time, firms display substantial dispersion in prior beliefs about public debt and limited
confidence in the government’s ability to maintain fiscal discipline, making the direction

of expectation updating ex-ante ambiguous.

Our paper contributes to three strands of the literature. First, we provide firm-level
evidence on expectation formation under information frictions, highlighting the role
of priors and institutional trust in shaping belief updating [Mankiw and Reis, 2002,
Coibion and Gorodnichenko, 2015, Gabaix, 2020, Andre et al., 2022]. Second, we con-
tribute to the literature on fiscal communication and credibility by showing that trans-
parent fiscal information causally affects beliefs about future policy adjustments, even
when short-run inflation expectations remain unchanged [Hayo and Neuenkirch, 2023,
Mertens and Montiel Olea, 2022]. Third, we extend the experimental macro literature—
which has largely focused on households [Coibion et al., 2021, Grigoli and Sandri, 2023,
Shim et al., 2026]— to firms, documenting that fiscal information seems to affect firm’s

inflation forecasts, at the same time that modifies expected policy responses.

The remainder of the paper is organized as follows. Section 2 describes the experi-
mental design and data. Section 3 outlines the empirical strategy. Section 4 presents

the main results. Section 5 concludes.



2 Data and Experimental Design

We use data obtained from an experiment implemented in the June 2025 wave of
Uruguay’s Business Expectations Survey. The survey is conducted by the National
Institute of Statistics (INE) on a monthly basis since October 2009. The sample is
representative of the non-financial private sector and collects information on companies
with more than 100 employees in all urban centers across the country. It is sent to 400
firms, with an average response rate of 71%. In June 2025, 315 firms completed the

survey after standard cleaning.

The experiment was structured as follows. In a pre-treatment step, all firms answered
the same set of questions. They were then randomly assigned to a control group or one
of two treatment groups and immediately afterwards asked a second set of questions,

common to all. In particular, just before the intervention, respondents provided:
o Their point forecast of CPI inflation for the next 12 months (E;[m- 12]).!

e The probability they assigned to 24-month inflation falling within the Central

Bank’s tolerance range of 3-6%.
They were also asked

o “Ifiinflation were to return to levels close to 8%, how would your firm be affected?”
Possible answers were: Very negatively, Negatively, No effect, Positively, Very

positively.

o “How confident are you that the Central Bank will act independently to control
inflation?” Possible answers were on a scale from 1 (Not at all confident) to 5
(Very confident).

o “How confident are you that the Government will keep the fiscal situation under
control?” Possible answers were on a scale from 1 (Not at all confident) to 5 (Very
confident).

e “What do you think is the level of public debt as a percentage of GDP? Please

provide a percentage value.”

After answering these questions, each respondent was randomly assigned to one of
three groups. Treatment 1 (T1) consisted of informing respondents of the actual level
of the debt-to-GDP ratio.? Treatment 2 (T2) provided the same figure together with a

IThe subscript ¢t~ denotes the pre-treatment forecast for the 12-month horizon.
2The statement read: “The current public debt-to-GDP ratio is approximately 57%.”



passive medium-term debt projection from the Fiscal Advisory Council.®> The control

group received no additional information.

Immediately after treatment, respondents provided:

« their revised point forecast for CPI inflation over the next 12 months (E;[m 12]);
and answered the last question:

e “How do you think the fiscal situation will be brought under control?. Chose one

of the following:”

a) Mainly through a reduction of the fiscal deficit (spending cuts/higher rev-

enues).
b) Mainly through monetary issuance (higher inflation).
¢) It will not be brought under control.

Appendix A.1 provides additional details about the design.

2.1 Descriptive statistics

Based on the answers to the questionre, we constructed several variables of inter-
est. Table 1 presents summary statistics for the main variables across the control and

treatment groups.

Table 1: Descriptive statistics by group

Control Treatment 1 Treatment 2 All firms

Variable Obs Mean S.D. | Obs Mean S.D. | Obs Mean S.D. | Obs Mean S.D.
Pre-treatment

EZ'[T,JQ] 106 6.28 1.41 | 104 6.32 2.17 | 105 6.29 147 | 315 6.30 1.71
Py(me4 € [3,6]) | 106 59.68 31.25 | 104 61.70 30.28 | 105 64.01 31.33 | 315 61.79 30.91
IR; 106 0.70 0.46 | 104 0.77 0.42 | 105 0.72 0.45 | 315 0.73 0.44
TCB; 106  0.55 0.50 | 104 0.54 0.50 | 105 0.56 0.50 | 315 0.55 0.50
TGov; 106 0.38 0.49 | 104 045 0.50 | 105 0.36 048 | 315 0.40 0.49

Debt/GDP, - 106 56.37 20.64 | 104 5830 1547 | 105 56.32 20.12 | 313 56.99 18.85
Post-treatment

E;[my 19 106 631 1.29 | 104 6.27 221 | 105 6.26 1.47 | 315 6.28 1.70
AE;[m) 106 0.03 048 | 104 -0.05 0.95 | 105 -0.03 0.52 | 315 -0.02 0.68
FS; 106 -0.63 20.64 | 104 1.30 1547 | 105 -0.68 20.12 | 313 -0.01 18.85
DU; 106 025 044 | 104 0.17 038 | 105 0.20 040 | 315 0.21 041
DO, 106 055 050 | 104 041 049 | 105 042 0.50 | 315 0.46  0.50
E;(FA) 106 048 050 | 104 056 0.50 | 105 0.54 0.50 | 315 0.53  0.50
E;(1tm) 106 024 043 | 104 025 044 | 105 028 045 | 315 0.25 0.44

E;(No change) | 106 0.26 0.44 | 104 0.19 040 | 105 0.18 0.39 | 315 021 041

3The statement read: “The current public debt-to-GDP ratio is approximately 57%. In two out of
three projection scenarios produced by the Fiscal Advisory Council, the debt-to-GDP ratio would be
around 67% in 2029 if current policies remained unchanged.”
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Regarding pre-treatment variables, the average prior 12-month inflation expectation
(E;[m_12]) was about 6.3%, with no significant differences across groups (6.28% in
the Control, 6.32% in Treatment 1, and 6.29% in Treatment 2). Thus, on the eve
of treatment, firms on average expected inflation to remain near the upper end of
the Central Bank’s tolerance range. The cross-sectional standard deviation of these

expectations was about 1.7 percentage points, indicating considerable disagreement.

The probability that 24-month-ahead inflation will fall within the 3-6% target range,
P;(m94 € [3,6]), was around 62% on average, reflecting that many firms viewed the

inflation target as only partially credible.

The variables I R; (Inflation relevance) is an indicator for whether the firm reported
that a return to 8% inflation (the pre-pandemic rate) would have a negative or very neg-
ative impact on its business. About 73% of firms fall into this high-relevance category,

suggesting that inflation is a first-order concern for most respondents.

The variable TCB; (Trust in the Central Bank) is a dummy equal to 1 if the firm
is confident or very confident that the Central Bank will act independently to control
inflation (55% of firms). In turn, TGov; (Trust in Government’s fiscal control) equals
1 if the firm is confident or very confident that the government will keep the fiscal
situation under control (40% of firms). We interpret T'Gov; as a proxy for perceived
fiscal credibility. The gap between these two figures —-55% trusting the BCU versus
40% trusting the government—- is itself informative about the institutional environment

in which the experiment was conducted.

The final pre-treatment variable is Debt/ GDP, . denoting the firm’s prior belief
about the debt-to-GDP ratio. On average, firms are well calibrated: the sample mean
is essentially equal to the true value of 57%. Despite this accuracy at the mean, the
standard deviation is 18.9 percentage points, with some respondents substantially off

in both directions.

In terms of post-treatment variables, E;[my 12| is the posterior inflation expectation
for the next twelve months. Related, AF;[m 3] is the revision—the difference between
the posterior and the prior expectation. The mean revision is close to zero across all
groups, but positive for the control group and slightly negative for both treated groups,

with substantial cross-sectional dispersion.

While the treatment only includes information about the debt-to-gdp ratio (T1 and
T2) and its forecast (T2), the information revealed would have a different impact de-

pending on whether respondents were surprised by the information being revealed or



not. For that reason, we also consider several variables to account for the surprise
brought about by the treatment. The variable F'S; is the difference between the firm’s
prior belief and the actual figure (F'S; = Debt/GDP;,. — 57). By construction, F'S;
is positive for firms that overestimated debt and negative for those that underesti-
mated it.* The distribution of F'S; is roughly symmetric around zero. Slight differences
across treatment arms (mean F'S; of —0.63, +1.30, and —0.68 in Control, T1, and T2,

respectively) are not statistically significant, as confirmed in Table 4.

We also constructed two indicator variables to flag firms with substantial misper-
ceptions. The first tercile of F'S; falls approximately at —3 percentage points, and the
third tercile at +3 percentage points. Consequently, we define DU; = 1 for firms that
underestimated the debt level by more than 3 p.p. and DO; = 1 for firms that overes-
timated it by more than 3 p.p.> In our sample, 21% of firms underestimated (DU; = 1)
and 46% overestimated (DO; = 1) the true debt ratio.

The last three rows of Table 1 describe post-treatment beliefs about fiscal adjust-
ment. E;(FA), E;(T ), and E;(No change) are dummies equal to 1 if the firm expects
fiscal consolidation, inflationary financing, or continued inaction, respectively. Firms in
the control group expect fiscal adjustment (48%), inflationary financing (24%), or no
action (26%). Corresponding figures for the treated groups are broadly similar in their
unconditional means, though the regression analysis in Section 4.3 reveals systematic

treatment effects once prior beliefs are conditioned upon.

Finally, although the treatment was randomly assigned, we verify the absence of

selection biase ex-post by regressing key pre-treatment variables on treatment dummies:
Yi=a+ 5Ty +ei, (1)

where Y; is a pre-treatment outcome and 7;; indicates assignment to the treatment
group j € {T'1,T2}, with the control group as the omitted category. The results are
presented in Appendix A.3. None of the 3; coefficients is statistically significant across
any of the pre-treatment variables tested, confirming that randomization was successful
and that any observed post-treatment differences are attributable to the information

interventions.

4Figure 2 presents the histogram of this variable.

5The chose tercile thresholds imply that DU; and DO; jointly cover all firms in the first and third
terciles of the surprise distribution, while the middle tercile—those whose prior beliefs were broadly
accurate—serves as the reference group in heterogeneity analyses.



3 Empirical Strategy

Our baseline specification to estimate treatment effects is:

AEj[ms] =a+ > BT + &, (2)

J
where T; ; is a dummy indicating assignment of firm ¢ to treatment j (the control group
is the omitted category). The coefficient 3, captures the causal effect of learning the
current debt-to-GDP ratio, and 85 — 31 captures the additional effect of receiving the

passive medium-term projection.

To study heterogeneity in treatment effects, we augment the baseline with interac-

tions between the treatment dummies and firms-specific variables (X;):
AFE;[m9] = OH‘Z@' Iy +5Xi+Z’Yj T;; Xi + €. (3)
J J

Depending on the particular exercise, X; will represent either variables related to fiscal

surprises or answers to pre-treatment questions.

Finally, to assess the effect of the treatments on firms’ beliefs about fiscal adjustment,

we estimate multinomial logit models with F'P; as the outcome:

FPi=a+) BiTi;+06Xi+ Y vTi;Xi+e, (4)
J J

where F'P; takes value 1 if the firm expects a reduction in the fiscal deficit, 2 if it
expects inflationary financing, and 3 (the base outcome) if it expects no meaningful

policy action.

4 Results

4.1 Baseline Effects on Inflation Expectations

Results from equation (2) are shown in Table 2. Providing information about public
debt does not shift the average one-year-ahead inflation expectation. Relative to the
control group, the estimated treatment effects are small and statistically indistinguish-
able from zero across all specifications: neither the “Debt level” treatment (T1) nor the
“Debt level + passive projection” treatment (T2) produces a meaningful change in the

mean revision of firms’ 12-month inflation forecast.



Table 2: Treatment effects on inflation expectations’ changes

AE(m32)
T, 0.095 0.095
(0.099) (0.099)
15 0.053  0.053

(0.086) (0.086)
Constant -0.041 -0.041 -0.041
(0.058) (0.058) (0.058)

Obs. 210 211 315
R? 0.004  0.002 0.003
R? adj -0.000  -0.003  -0.003

*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.

The null result should be interpreted with appropriate precision. With roughly 105
observations per arm and an outcome standard deviation of about 0.68 percentage
points (Table 1), the implied 95% confidence interval for the T1 point estimate spans
approximately [—0.10,+0.29] percentage points, and similarly for T2. The data are
therefore consistent with the absence of any effect, but also with small positive effects
up to about 0.3 percentage points, which is below the economic significance threshold
typically considered meaningful for short-run inflation expectations. We return to this

interpretation in the discussion that follows.

A null mean effect does not imply that firms ignore the information. Because firms
hold heterogeneous prior beliefs about the debt ratio, the same official figure constitutes
“good news” for some and “bad news” for others. Firms that initially underestimated
debt learn that the fiscal position is worse than they believed, and may revise inflation
risk upward; firms that overestimated debt learn that the situation is less severe, and
may revise downward. These offsetting revisions can cancel in the aggregate even when
information causes substantial re-sorting within the distribution of expectations. We

explore this possibility in Section 4.2.

Two additional mechanisms may also contribute to the muted mean response. First,
some firms may treat debt information as low-salience relative to their own pricing
environment and therefore adjust expectations only slightly (limited attention). Second,
even if debt news alters perceived medium-term inflation risk, firms may be reluctant
to revise a 12-month point forecast because short-run inflation is dominated by other

forces—indexed wages, exchange rate pass-through, near-term monetary policy.® For

6Coibion et al. [2021] find that U.S. households reacted more to news about future debt paths than



these reasons, the mean response in Table 2 is best read as a statement about short-
horizon point forecasts, while the results in Sections 4.2 and 4.3 capture how fiscal

information reshapes the deeper structure of firms’ beliefs.

4.2 Heterogeneous Effects by Firm Characteristics

Prior beliefs over debt levels. The overall null effect on expectations conceals
substantial heterogeneity driven by prior beliefs about the debt level. Even though all
treated firms receive the same official figure, this represents very different information
for each firm: a negative surprise for those who underestimated debt and a positive
surprise for those who overestimated it. In other words, the treatment is not just
receiving information, is how that updated the respondent’s prior (conditional on having

received the treatment).

Accordingly, we estimate Equation (3) using the previously defined indicators, DU
and DO;, interacted with the treatment dummies, as reported in Table 3.7 shows that
firms that overestimated debt and received Treatment 2 revised their inflation expecta-
tions significantly downward. This finding is consistent with logic based on monetary
and fiscal policy interactions: learning that debt is lower than expected reduces the per-
ceived probability of inflationary financing, leading to a lower inflation forecast. The
asymmetric response of over- and under-estimators explains the aggregate null: the

former revise downward while the latter revise upward, with the net effect close to zero.

This result underscores a key policy lesson: the aggregate effect of fiscal disclosures on
inflation expectations depends critically on the distribution of prior beliefs. Where the
public on average underestimates a fiscal problem—as in Grigoli and Grigoli and Sandri
[2023]—the same communication will raise expected inflation. In our Uruguayan firm
sample, overestimation was more common (46% of firms versus 21% underestimators),
which is why the aggregate average seems unaffected. Policymakers cannot assess the
macro-level impact of a fiscal communication without knowing the distribution of what

their audience already believes.

Trust in policy authorities. We further decompose the prior-beliefs heterogeneity

by institutional trust, interacting the DU and DO dummies with trust indicators in

current debt levels, with stronger effects on long-run than on short-run expectations. Our design is
informative about the first type of information only for T1; T2 adds a five-year projection.

"Notice that DU; and DO; only appear interacted with the treatment dummies, for there is no
fiscal surprise for the control group. Complementary results under related specifications are shown in
Appendix A 4.



Table 3: Heterogeneous treatment effects by prior debt beliefs

AE(m9)
T 0.099 0.099
(0.136) (0.136)
T 0.089 0.089
(0.097)  (0.097)
DU x T3 0.053 0.053
(0.182) (0.182)
DO x Ty -0.030 -0.030
(0.187) (0.187)
DU x T, 0.142 0.142
(0.264)  (0.265)
DO x T, -0.153* -0.153*

(0.092) (0.093)
Constant -0.041 -0.041  -0.041
(0.059) (0.059) (0.059)
Obs. 210 211 315
*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.

the triple-interaction specification:
AE[mpo)=a+> BT+ > 6X T+ > ;YT +> v Vil Xi+e, (5)
J J J J

where X; € {DU;, DO;} and Y; € {TCB;, TGov;}.5

We find that firms with higher trust in either the government or the Central Bank
tend to update their expectations more sharply upon receiving the fiscal information.
Among over-estimators, highly trusting firms reduced their inflation expectations by
more than less trusting ones. Among under-estimators, the pattern reverses: trusting
firms revised upward by more. A natural interpretation is that firms with higher insti-
tutional credibility attach more weight to official statistics, making their expectations
more responsive to the fiscal surprise. Firms that already doubted public institutions

may have discounted the information or treated it as uninformative.

Inflation relevance. Among firms that overestimated debt, those claiming (before
treatment) that would not be harmed by a return to 8% inflation, reduced their expec-
tations by more than those that would. This pattern is at first glance at odds with a

simple rational inattention model, which predicts that higher-stakes agents will process

8Results for this subsection and the next are shown in Tables 8 and 9 in the appendix.
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more information and therefore update by more [Gabaix, 2020]. One reconciliation is
that firms for whom inflation is most consequential already devote substantial attention
to macroeconomic news, so that the fiscal surprise is smaller for them; their priors are
sharper, and the official figure contains less new information. Firms with low inflation
relevance, by contrast, may hold coarser priors about public finances and therefore re-
vise more upon receiving a precise official statistic. This interpretation suggests that
the heterogeneity by inflation relevance reflects prior-precision differences rather than

processing costs per se.

We also explore the interaction with the pre-treatment assessment about the prob-
ability that the two-year-ahead inflation falls within the target bands. We find that
those firms who marginally assigned higher probability and realize they overestimate
debt/GDP (T1), increase their inflation expectations. However, other interactions with

other treatments where not statistically significant.

4.3 Effects on Expected Policy Adjustment

In this section we analyze how the treatments altered firms’ beliefs about the most
likely mode of fiscal adjustment. After receiving the treatment, firms chose among three
scenarios: fiscal consolidation through spending cuts or revenue increases, inflationary
financing through money creation, or no substantial policy action. We estimate a
multinomial logit model using “no action” as the base outcome and compute marginal
effects for each category. The main results are reported in Table 11, with implied

marginal effects in Table 12, both included in the appendix.

A first and important finding is that neither treatment significantly alters the proba-
bility that firms expect the fiscal situation to be resolved through inflationary financing.
This is clear from Table 12: the estimated marginal effects of T1 and T2, as well as
their interactions with DU and DO, are all statistically insignificant for the “inflation”
outcome. Simple fiscal disclosures—even those that reveal a rising debt trajectory—do
not generate a generalized increase in the belief that deficits will be monetized. This is
a reassuring result for central bank credibility: in the Uruguayan context, the revelation

of the true debt level does not on its own trigger fears of inflationary fiscal dominance.

The effects are instead concentrated on the margin between expecting fiscal adjust-
ment and expecting no policy action, and they depend on prior beliefs about the level of
debt. Table 12 shows that Treatment 2 increases the probability of expecting fiscal ad-

justment among firms with relatively accurate priors—those who neither substantially

11



underestimated nor overestimated the debt ratio (i.e. the coefficient for T, alone). For
these firms, confirming that debt is 57% and that it is projected to rise without policy
change makes conventional fiscal correction seem more likely. At the same time, the
interaction DO x T2 is negative and statistically significant: among firms that had
overestimated debt, the medium-term projection reduces the probability of expecting
orthodox adjustment. For these firms, learning that actual debt is lower than what
they believed is relatively good news, and the passive projection of a 67% ratio by 2029

apparently strikes them as manageable rather than alarming.

A symmetric pattern holds for the “no action” outcome, where the effects are asso-
ciated primarily with T1. The marginal effects show that T1 reduces the probability
of the no-action response for firms with broadly accurate priors—confirming the debt
level seems to activate their belief that some policy response will eventually be needed.
Conversely, the interaction DO x T'1 is positive and statistically significant: firms that
had considered the fiscal situation worse than it actually is become more likely to expect

no action once they learn the true, lower debt figure.

Taken together, the results in Tables 11 and 12 paint a coherent picture. The treat-
ments do not raise fears of inflationary monetization; their impact lies in reshaping how
firms think about the timing and form of fiscal adjustment. The direction of these belief
shifts is anchored by prior beliefs: the same disclosure prompts expectations of adjust-
ment for well-calibrated firms, but complacency for those who previously overestimated

the problem.

5 Conclusion

This paper provides causal evidence on how firms’ inflation expectations and scenario
beliefs respond to fiscal information. Using a randomized controlled trial embedded in
Uruguay’s June 2025 Business Expectations Survey, we informed firms either about
the current public-debt-to-GDP ratio alone or together with a passive medium-term
projection. The clean experimental design allows us to isolate the effect of fiscal news
on firms’ inflation forecasts and on their beliefs about how fiscal imbalances are likely

to be resolved.

Our first main result is that neither treatment significantly affected the average
one-year-ahead inflation forecast. This null average effect, however, reflects offsetting
heterogeneous responses rather than indifference to the information. Firms that had un-

derestimated public debt tended to revise their inflation expectations upward, whereas

12



firms that had overestimated debt revised them downward. Because overestimators
were roughly twice as prevalent as underestimators in our sample, the aggregate mean

was pulled toward zero.

Our second main result concerns the distribution of expected fiscal scenarios. Neither
treatment increased the probability that firms expected fiscal imbalances to be resolved
through inflationary financing—a finding consistent with the view that the BCU’s nom-
inal anchor remained credible even when firms were confronted with information about
rising debt. Instead, the treatments altered the perceived likelihood of orthodox fiscal
adjustment versus passive inaction. Receiving the projected debt path increased the
probability of expecting fiscal adjustment among well-calibrated firms, while reducing
it among those for whom the official figure represented good news relative to their pri-
ors. These results illustrate how the same fiscal disclosure can shift policy narratives

in opposite directions depending on what the audience already believed.

Two broader conclusions follow. First, fiscal transparency does not uniformly anchor
inflation expectations; its aggregate effect depends on the dispersion of prior beliefs and
may even be counterproductive if the public systematically holds pessimistic priors (in
which case accurate disclosure could raise expected inflation). Second, fiscal news op-
erates less through the central tendency of inflation expectations than through firms’
perceived policy contingencies—specifically, through beliefs about the likelihood and
form of fiscal adjustment. This distinction is important for policy: even when average
short-run inflation forecasts are unmoved, improving the salience of realistic adjust-
ment paths can reduce perceived tail risks and anchor scenario beliefs around orthodox

outcomes.

For central banks and fiscal authorities operating in environments of dispersed cred-
ibility and heterogeneous beliefs—as in much of Latin America—these findings suggest
that fiscal communication can complement monetary signaling even when it does not
immediately lower inflation expectations. The key design element is accuracy and speci-
ficity: concrete debt statistics and official projections appear to shift scenario beliefs
in economically coherent ways. Future work should test whether these belief updates
persist over time, translate into pricing or hiring decisions, and generalize to economies

with different fiscal institutions and initial credibility levels.
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A Appendix

A.1 Survey Questionnaire (English Translation)

General set-up. The add-on module for the June 2025 wave of the Business

Ezxpectations Survey (BES) contains six questions.
e Q1-Q4 are asked to all firms immediately after the regular BES questions.
o Firms are then randomly and equally split into three groups:
(a) Control: proceeds directly to Q5-Q6.

(b) Treatment 1 (T1—Debt Only): reads the information vignette below,
then answers Q5—Q6.

(¢) Treatment 2 (T2—Debt + Projection): reads a different vignette, then
answers Q5-Q6.

o Q5—Q6 are identical across the three groups.

Questions asked to the full sample (Q1-Q4).

Q1. Impact of a return to 8% inflation.

“If inflation were to return to levels close to 8%, how would your firm be affected?”
a) Very negatively

b) Negatively

d

)
)

¢) No effect
) Positively
)

e) Very positively

Q2. Trust in the Central Bank’s independence.
“How confident are you that the Central Bank will act independently to control
inflation?”
Scale 1 (Not at all confident)-5 (Very confident).

Q3. Trust in the Government’s fiscal discipline.
“How confident are you that the Government will keep the fiscal situation under
control?”

Same 1-5 confidence scale as Q2.
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Q4. Perceived public debt.
“What do you think is the level of public debt as a percentage of GDP? Please

provide a percentage value.”

Information vignettes (randomised).
Control No additional information.
T1—Debt Only “The current public debt-to-GDP ratio is approximately 57%.”

T2—Debt + Projection “The current public debt-to-GDP ratio is approximately
57%. In two out of three projection scenarios produced by the Fiscal Advi-
sory Council, the debt-to-GDP ratio would be around 67% in 2029 if current

policies remain unchanged.”

Questions asked after the vignette (Q5-Q6).

Q5. Revision of 12-month inflation expectation.
“Earlier in this survey you stated that your expected inflation for the next 12
months was . Would you like to revise that figure? Please indicate your
forecast for the percentage change in the CPI between [MONTH;| OF [YEAR;| and
[MONTH;_1] OF [YEAR:;1]|. Enter a value in percent.”

Q6. Ezpected way to restore fiscal balance.

“How do you think the fiscal situation will be brought under control?”

a) Mainly through a reduction of the fiscal deficit (spending cuts/higher rev-

enues)
b) Mainly through monetary issuance (higher inflation)

¢) It will not be brought under control
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A.2 Figures
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Figure 1: Before-and-after distributions of 12-month inflation expectations, by treatment group
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Figure 2: Histogram of the fiscal surprise variable F'S; = Debt/ GDP; - —57. Positive values indicate
overestimation of debt; negative values indicate underestimation.
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A.3 Pre-treatment controls

Table 4: Pre-treatment controls

Ems] E[mo4] Debt/GDP Trust CB Trust Gov. Credibility m Relevance
Ty 0.074 0.140 1.933 0.019 0.202 2.018 -0.106
(0.254)  (0.315) (2.529) (0.109) (0.129) (4.246) (0.089)
15 0.010 -0.038 -0.042 -0.034 -0.077 4.330 -0.117
(0.198)  (0.248) (2.820) (0.124) (0.136) (4.309) (0.090)
Constant 6.284***  6.555%H* 56.365%** 3.587HH* 3.135%%* 59.679*** 2,208
(0.137)  (0.182) (2.024) (0.082) (0.088) (3.036) (0.064)
Obs. 315 315 313 313 313 315 313
R? 0.000 0.001 0.002 0.001 0.015 0.003 0.007
R? adj -0.006 -0.005 -0.004 -0.006 0.008 -0.003 0.000

*p<0.10, ** p<0.05, *** p<0.01



A.4 Treatment effects on inflation expectations’ changes

Table 5: Fiscal surprise (FS) treatment effects

AE(m9)
Ty 0.092 0.092
(0.099) (0.099)
T 0.043  0.043
(0.084) (0.084)
FSy = Debt x Ty -0.003 -0.003
(0.003) (0.003)
FSy = Debt x Ty -0.006  -0.006
(0.006) (0.006)
Constant -0.034 -0.034 -0.034
(0.059) (0.059) (0.059)
Obs. 208 209 313
R? 0.005  0.017  0.013
R? adj -0.004  0.008  -0.000

*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.
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Table 6: Debt underestimate (DU) treatment effects

AE(m9)
T 0.084 0.084
(0.110) (0.110)
15 0.009 0.009
(0.074)  (0.075)
DU x T 0.068 0.068
(0.164) (0.164)
DU x T 0.222 0.222

(0.256) (0.256)
Constant -0.041 -0.041 -0.041
(0.059) (0.059) (0.059)

Obs. 210 211 315
R? 0.005  0.012  0.009
R? adj -0.005  0.003  -0.004

*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.
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Table 7: Debt overestimate (DO) treatment effects

AE(m9)
T 0.114 0.114
(0.111) (0.111)
15 0.138 0.138
(0.117)  (0.117)
DO x Ty  -0.046 -0.046
(0.170) (0.170)
DO x T, -0.202* -0.202%*

(0.113)  (0.113)
Constant -0.041 -0.041 -0.041
(0.059) (0.059) (0.059)

Obs. 210 211 315
R? 0.005 0.015 0.010
R? adj -0.005  0.005  -0.002

*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.
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Table 8: Heterogeneous effects: debt underestimators (DU)

Y=n Relevance Y =Trust Gov. Y=Trust CB Y=Credibility

Ty -0.253 0.030 0.105 0.068
(0.188) (0.150) (0.174) (0.110)
T -0.117 -0.001 -0.004 0.009
(0.103) (0.081) (0.073) (0.075)
DU x Ty 0.294 0.260 0.047 0.048
(0.178) (0.275) (0.195) (0.125)
DU x Ty 0.528 -0.137 -0.183 0.216
(0.533) (0.221) (0.273) (0.251)
Y x T, 0.414%* 0.124 -0.039 0.005
(0.207) (0.181) (0.194) (0.003)
Y x Ty 0.163 0.027 0.022 0.000
(0.100) (0.099) (0.085) (0.002)
Y x DU x Ty -0.214 -0.374 0.039 -0.007
(0.317) (0.331) (0.334) (0.005)
Y x DU x Ty -0.506 1.080%* 0.855%* 0.008
(0.537) (0.577) (0.484) (0.007)
Constant -0.041 -0.041 -0.041 -0.041
(0.059) (0.059) (0.059) (0.059)
N Obs. 315 315 315 315
R? 0.032 0.051 0.036 0.033
R? adj 0.006 0.026 0.011 0.007

¥ p<0.10, ** p<0.05, *** p<0.01
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Table 9: Heterogeneous effects: debt overestimators (DO)

Y=n Relevance Y =Trust Gov. Y=Trust CB Y=Credibility

T 0.041 0.041 0.004 0.112
(0.059) (0.144) (0.138) (0.113)
T 0.183 -0.017 -0.107 0.119
(0.293) (0.124) (0.144) (0.119)
DO x Ty -0.427* 0.054 0.251 -0.064
(0.249) (0.250) (0.287) (0.164)
DO x Ty -0.342 -0.027 0.125 -0.185
(0.314) (0.123) (0.141) (0.115)
Y x T, 0.094 0.141 0.199 -0.002
(0.121) (0.189) (0.186) (0.003)
Y x T, -0.065 0.363* 0.405%* 0.004
(0.295) (0.210) (0.190) (0.003)
Y x DO x T} 0.518 -0.214 -0.563* 0.014**
(0.320) (0.297) (0.338) (0.005)
Y x DO x Ty 0.188 -0.437* -0.568%*** -0.005
(0.326) (0.244) (0.214) (0.004)
Constant -0.041 -0.041 -0.041 -0.041
(0.059) (0.059) (0.059) (0.059)
N Obs. 315 315 315 315
R? 0.033 0.026 0.042 0.048
R? adj 0.007 0.001 0.017 0.023

¥ p<0.10, ** p<0.05, *** p<0.01
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A.5 Treatment effects on policy response

Table 10: Fiscal surprise (FS) treatment effects on expected fiscal adjustment

Outcome: Public spending reduction

11 0.855** 0.855%*
(0.414) (0.413)

15 0.501 0.501
(0.356)  (0.355)
FS, = Debt x T} -0.082** -0.082%*
(0.033) (0.033)

FSy; = Debt x Ts 0.004 0.004
(0.015)  (0.015)
Constant 0.600**  0.600** 0.600**

(0.236)  (0.236)  (0.236)

Outcome: Inflationary financing

T, 0.767* 0.767*
(0.455) (0.455)
T, 0.533 0.533
(0.405)  (0.405)
FSy = Debt x T; -0.075%* -0.075%*
(0.034) (0.034)
FSy = Debt x Ty -0.002  -0.002
(0.016)  (0.016)
Constant -0.113 -0.113 -0.113
(0.276)  (0.276)  (0.276)
Obs. 208 209 313
Pseudo R* 0.023 0.006 0.017

*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.

Base outcome: “No action will be taken.”
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Table 11: DU and DO treatment effects on expected fiscal adjustment

QOutcome: Public spending reduction

T, 0.908* 0.908*
(0.509) (0.509)

T 0.904%  0.904*
(0.511)  (0.511)

DUxT,  0.799 0.799
(1.145) (1.144)

DOXT,  -1.025* -1.025%
(0.574) (0.574)

DU x T -0.588  -0.588
(0.746)  (0.745)

DO x T -0.706  -0.706

(0.605)  (0.605)
Constant  0.600** 0.600%*  0.600**
(0.236)  (0.236)  (0.236)

Outcome: Inflationary financing

T 0.624 0.624
(0.587) (0.586)

T 0267  0.267
(0.622)  (0.622)

DU x T, 1.435 1.435
(1.190) (1.189)

DOxT,  -0.879 -0.879
(0.676) (0.675)

DU x T 0.405  0.405
(0.840)  (0.839)

DO x Ty 0.357  0.357

(0.700)  (0.699)
Constant -0.113  -0.113 -0.113
(0.276)  (0.276)  (0.276)
Obs. 208 209 313
Pseudo R*  0.022 0.017 0.025
*p<0.10, ** p<0.05, *** p<0.01
HAC robust standard errors.

Base outcome: “No action will be taken.”
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Table 12: Marginal effects on scenario beliefs (multinomial logit)

P(Fiscal adj.) | P(Inflation) P(No action)

dy/dx  std.err. | dy/dx std.err. | dy/dx std.err.
Ty 0.137 0.090 | -0.004 0.080 |-0.133* 0.080
15 0.184**  0.093 | -0.071 0.083 | -0.114  0.080
DU x Ty  0.003 0.163 | 0.161 0.118 | -0.164  0.183
DU x Ty, -0.197 0.133 | 0.154  0.115 0.043 0.116
DO x1Ty -0.132 0.107 | -0.027 0.097 | 0.160*  0.089
DO x T, -0.219** 0.108 | 0.161  0.097 0.059 0.094

*p<0.10, ** p<0.05, *** p<0.01
Delta-method standard errors.
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