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ABSTRACT 

Whether stock investment provides a hedge against inflation has been long 

debated. According to the Fisher hypothesis, stock returns should move one for one 

with inflation. However, many previous studies report that either a negative or 

insignificant relationship between inflation and stock returns. A possible explanation 

for the mixed results is that the literature focuses on the average behavior of the two 

variables. Hence, this study applies a new quantile regression approach to re-examine 

the relationship between the stock returns and inflation using data for OECD 

countries. The main purpose of this paper is to explore whether the relationship 

between the stock returns and inflation will change depending on various sizes and 

signs of shocks.  

Our empirical results suggest that the relationship between the two variables is 

negative and significant as the level of inflation is lower during the stock in bear 

markets or economic recessions.  On the contrary, during the stock in bull markets or 

economic booms, our results show that the higher level of inflation revealing that the 

relationship between inflation and stock returns tends to show a strong positive 

correlation, thus conforming to the Fisher hypothesis. 
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