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ABSTRACT

Whether stock investment provides a hedge aganfkition has been long
debated. According to the Fisher hypothesis, stetkrns should move one for one
with inflation. However, many previous studies rgpthat either a negative or
insignificant relationship between inflation anddkt returns. A possible explanation
for the mixed results is that the literature focuse the average behavior of the two
variables. Hence, this study applies a new quargdeession approach to re-examine
the relationship between the stock returns andatiofh using data for OECD
countries. The main purpose of this paper is tolagpwhether the relationship
between the stock returns and inflation will chawig@ending on various sizes and

signs of shocks.

Our empirical results suggest that the relationdigpween the two variables is
negative and significant as the level of inflatisnlower during the stock in bear
markets or economic recessions. On the contramyngl the stock in bull markets or
economic booms, our results show that the highel lef inflation revealing that the
relationship between inflation and stock returnsdge to show a strong positive

correlation, thus conforming to the Fisher hypoihes

Keywords: Inflation, Stock return, Quantile regression



%%ﬁﬁﬁmp+mmw@’—E{ﬁ?A&ﬁ%wﬁﬂflgi—,ug
BHEF ERTEHARD P PG AR F Sl NP P4
NS A og_ @ LR B - { F44 (hot money)y &

PPN B RAFPLENLY AT ATH AL g RE S H - Bip
ROR e B0 A PSR G KRS RS R A kA R enAp L dg iR 0 2 SN o

EH O HRRE D Hd é&ﬁﬁ%ﬁﬁ%%ﬂﬁénﬂwnﬂﬂ%< D

W l’-)\
F /"—_J;v ﬁ"’ m

F'>
q\

EF S IF mF R R EE) DR F R R~ R BT
» HETPR #ﬁmﬁ%%’ﬁgﬁﬂ4 EREGGEE ia s SEES L o

T RMEATF LY o i R (inflation)s # 405 4 %7 ML hdp iR
do e TPEH T IO G oK 2o F PRI G 2 AT T N
ﬁﬁ’@%ﬁ%é%ﬁﬁﬁ%%g%&%@?%%ﬁﬁ%ﬁﬁﬁ?’E*%&@
B RN

Pl BiEF P Tl e A2 auE el FWE > VA 4 GEE AR
Eenie® > 1 818d §F LT E A ferkeni®d o A fORREARY 0 B

B e r e fiEAfe AR B > T TIER T A DR T AR & F & GRS

E o

M WWHREFERERMI2ZFE T PAMME IR TRE LT 0+ i Hin
ﬁg%mwﬁﬁlg’u%ﬁﬁg%mgiﬁ&%’aku%—ﬁié%ﬁ%ﬁ

,.-L

HAL o p 1930#& L % 2R/ N F 2 K (Fisher hypothesig)m s s #4 @ -

ﬁii%mrﬂﬁ—ffw“ HRE N F A FHEL RS > P FHFIR 2w
FEFZRE Fla 0 15 '??Eﬁﬂﬁ%f”éﬁ’-‘gff‘im H-afBdh iz, o
- ¥- PR G 2L S B (Fama and Schwert, 19773 Sg 8 & p 3%

ﬁwiﬁ?ﬂﬁ%%@49¢ MG ATRERPITRLEF T AR



& u@%;c,\gﬁ FIRE B R E ROk & (Geske and Roll, 1983) 45 2t 315 3% % {2
FEFipRf LA PR F BRSO > 277 b P42 R 1958
#1731 2010& 107 2 SR dR@d FREF IR BRIk A R
Bo e MG dok 11

%11 F PSR R 5 e st 1958m01-2010m10

ik i L t it g p iE

¥ i 0.010 0.002 4.179 0.000
WP R -0.134 0.052 -2.582 0.010

F- 25 A SO EFATIE TR R FURSM G S
Fap el ko A FE Y 2K R I AT Fama (1981 4 ) L
i3k (proxy hypothesisy f3f# @ ¥ cnf » B ik > T g Fiad i ¢ B AR
B FRREFEMFAEFIEAB IR B o n R T AHFSFHETWESF T A
b ih Fla VAR LR BN PR E G e B - s
PE AR A LY A

Rapach (2002¥ # King and Watson (199§ 1 chiF% & VAR #:3] 4 47
OECDR 33 f k5 R FP T LBl 0 Py BEIpler L YA F
IR e B % Lin (2009)R17 * Rapach (2002fLe] 74 » & * PMG (Pooled
Mean Group} =t fp 3+ firE o+ 3 F PR A 7| Rl B ehBl 5 > 2 3 S5 irgf e
PREREHDEPWRF e WA UEHFTZRERFPFhy 22055 7
¥oFEPFRLE G A B %o 2% Rapach (200204 7 #2473 F o

Barnes (1999F i&#- 39 B B 74 ¥ 5 M T2 (SRR R 3 T30 [
B RS # 0 i@ * TAR (threshold autoregressive mod@HEH-3] » il f ik &
PR 2 e TS H2 L LA S PR S AT 3 L
PR o 22T T wﬁu?mw Pk B () T R R A
Rz Fend (f) oM G257 58 PRI EMERE > KT
WIER RN L P RE IR PRSI A NA T FL MG a8 T

PR AT A F R F L w B T o f {2 Li, Narayan and Zheng (2018)

2



TER? RSB EIEFERL I il bR (regime)s
3 e

é**?&éﬁ?ﬁPfA%ﬁﬁaﬁ S APPSR F R PRIREFE R L

SRS T ¥ P AR 2 ? kg Barnes (1999 Li, Narayan and Zheng (20%9)%
=4
3

B FARE S TRt g e o 00T ¢ R R B R AR
shsg it B o Flm R A ST gdR T e dE o
¥ & TP ihgr o 2

YURAT E AL bR SR R AR B S AR M e /*Jvﬁ BLZNE T T 30k
Foo® xRy g i &) T > 2 (Ordinary Least Square, OL8)- 47 » fe i¢ * &
W] T3 EerRdiz & M’@ﬂ€¢ﬁﬁ7lh#%’mﬁﬁﬁw‘ﬁgil
5 E# 4] f (Standard Shape)fe » Flpt /2 3P T o) ¢ R LS o

F¥pE N AR RS T B E AT B e £ 3 EF 02 (quantile
regressiony 3% > ;= 4 Koenker and Bassett (1978}t ! » & - fa* &k E3+ ~
ok ~ RJLiE 2 2 £ 38 (conditional quantile funtiorjsezt = 2 > ",f gLz ek
Koenker and Bassett (1982)" & ~ £ it i ¥z w3t F]1A X @ e (outlier)z ¥
B B j 4EiE (robustnesgt o v s R By it AR R RO A oo kA
T PR LA R P OREPF SRR P R E A2
;I;Je«’ FPREMNREOTIBEL > FEEY RPN OLS A { e R ER T A
feena £3 §F 2 2 AR AW F P OECD R 7eps fF A 5] 7
PRITAET  EARAE P URFERLGFMIN RELTEFFE
Aol EEa A2 Fan R FEEELERE 2L LA RER RS A M
ﬁ’u&%@av%P%%i%’kﬁﬁ%ﬂﬁkﬁgﬁﬂ?@@u%ﬁﬁﬁ%
EH R G o BT L TR B e T ALY B - o

\_
= W
M
v
—

O

F_&

N



ﬁ 2 A0 B R AL R o giévag’@mﬁ
G ?4} FRUB AT L R F M o e R S RES
G & G AT RETHASE B ARRTYBLEP > P REYZRFY
RIRERCATE- B PR R S U

TrRmEER FRAX DT ERS > THAK

=]

@
gt
o

LR DER WAL AR AR 1] -

FEABWED D

S B o
S = &

B 1-177 3 7 Hin A2 R



10.

11.

12.

13.

\\\?{}

%< e

P2 (2003) 0 AR RFRFTEFT FAB IR AR - F2
BB EREFI T LG o

ik E s 3F g (2004) i fORE & RE B B g

S ERZ P A ‘ﬁpio%ﬁ%ii@?ﬁ@%é%ﬁﬁ%%goéﬂfi
weAFo

3 %4r (2005) > PP ETAR NS BRFERAA B2 e
R 8 sdm g fHLhe o

mrcsg (2007) > REITSs LR ~ 1 ~ 1 £ F 2 3 f ik
FEMG e P2 X FEREFT LB o

B FH (2009) W PWHRBEWARIPZ FER G oA F iR
p 22
3

pai!
Ly
(\x

TETRR L@ o

ix (2009) - EFHF LU FRE B RARE B T D BiEe R P R FL A
1o W2 EaRESFERET LGS o

Barnes, M. L. (1999), “Inflation and returns retesi: a TAR approach,” Journal
of Multinational Financial Management, 233-245.

Blank, R. M. (1989), “Disaggregating the effect tble business cycle on the
distribution of income,” Economica, 56, 141-63.

Bodie, Z. (1976), “Common stocks as a hedge aganfkition,” Journal of
Finance 31, 459-470.

Boudoukh, J., and M. Richardson (1993), “Stock Retuand Inflation: A
Long-Run Perspective,” American Economic Review, 8316-55.

Boyd, J.H., Levine, R., Smith, B.D. (1996), “Inflan and financial market
performance,” Federal Reserve Bank of MinneapolwsRivig Paper.

Bruno, M., Easterly, W. (1996), “Inflation criseschlong-run growth,” World
Bank Working Paper.

Bullard, J., Keating, J.W. (1995), “The long-rurlat®nship between inflation

48



14.

15.

16.

17.

18.

19.

20.

21.

22.
23.

24,

25.

26.

and output in postwar economies,” Journal of MomneEconomics, 36, 477-496.
Castanfieda, A., Diaz-Giménez, J. and Rios-Rul/. J1998), “Exploring the
income distribution business cycle dynamics,” Jauwwf Monetary Economics,
42, 93-130.

Dickey, D. A. and W. A. Fuller, (1979), “Distribatn of the estimators for
autoregressive time series with a unit root,” Jauwf the American Statistical
Association, 74, 427-432.

Dickey, D. A. and W. A. Fuller, (1981), “Likelihoodatio statistics for
autoregressive time series with a unit root,” Jauwf the American Statistical
Association, 49, 1057-1072.

Engle, R., Granger, C. (1987), “Co-integration aretror correction:
Representation, estimation, and testing,” Econao#tb5 (2), 251-276.
Engsted, T., Tanggaard, C. (2002), “The relatiotwben asset returns and
inflation at short and long horizons,” Journal ofdrnational Financial Markets,
Institutions & Money, 12, 101-118.

Fama, E. F. (1981), “Stock Returns, Real Activitpflation and Money,”
American Economic Review, 71, 545—65.

Fama, E. F., and G. W. Schwert (1977), “Asset Rstand Inflation,” Journal of
Financial Economics, 5, 115-46.

Feldstein, M., (1980), “Inflation and the stock ket;” American Economic
Review 70 (5), 839-847.

Fisher, 1. (1930), “The Theory of Interest,” Maclail, New York.

Geske, R. and R. Roll (1983), “The fiscal and manefiscal linkage between
stock returns and inflation,” Journal of Financg, 1333.

Granger, C. W. J. (1969), “Investigating Causalaehs by Econometric Models
and Cross Spectral Methods,” Econometrica, 37,3824-

Kaul, G. (1987), “Stock Returns and Inflation: TiRele of the Monetary Sector,”
Journal of Financial Economics, 18, 253-276.

Kim, S. and In, F. (2005), “The relationship betwestock returns and inflation:

49



27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

new evidence from wavelet analysis,” Journal of Em@ Finance, 12, 435-
444,

King, R. G. and Watson, M. W. (1997), “Testing lemon neutrality,” Federal
Reserve Bank of Richmond Economic Quarterly, 83§9)101.

Koenker, R. and Bassett, G. (1978), “Quantile regmn,” Econometrica, 46,
33-50.

Koenker, R. and J. A. Machado (1999), “Goodneskiband Related Inference
Processes for Quantile Regression,” Journal of HAmerican Statistical

Association, 94, 1296-1310.
Koenker, R. (2000), “Galton, Edgeworth, Frisch, aPmspects for Quantile
Regression in Econometrics,” Journal of Economgt8é, 347-374.

Koenker, R. and Hallock, K. F. (2001), “Quantilegression,” Journal of

Economic Perspective, 15, 143-56.

Lee, B. S. (1992), “Causal Relations among StoctuiRe, Interest Rates, Real
Activity, and Inflation,” Journal of Finance, 47591-603.

Lee, T. H.,, and B. Saltoglu (2001), “Evaluating dtctive Performance of

Value-at-Risk Models in Emerging Markets: A Realifyheck,” Working paper,

Marmara University.

Li, L., Narayan, P. K. and Zheng, X. (2010), “Anadysis of inflation and stock
returns for the UK,” Journal of International Ficgal Markets, Institutions &

Money, 419, 14.

Lin, H. Y. (2010), “Openness and Inflation Revidife International Research
Journal of Finance and Economics, 37.

Lin, S. C. (2009), “Inflation and Real Stock RetsiriRevisited,” Economic

Inquiry, 47, 4, 783-795.

Mankiw, N.G. (1989), “Real business cycles: a newyhsSian perspective,”
Journal of Economic Perspectives 3 (Summer 198907

Modigliani, F. and Cohn, R. A. (1979), “Inflatiomational valuation and the

market,” Financial Analysts Journal, 24—-44.

50



39.

40.

41.

42.

43.

44.

45.

46.

Nelson, C. R. and C. I. Plosser. (1982), “Trendsl aandom walks in
macroeconmic time series: Some evidence and intjgitg” Journal of
Monetary Economics, 10, 139-162.

Peng, C. L., Lee, J. S., Chan, K. C. and Shyu,.[02&L0), “Momentum Effect of
High- and Low-performing Stocks in Taiwan: A QuénmtRegression Analysis,”
International Research Journal of Finance and Bow®) 52, 104-112.
Schotman, P. C. and Schweitzer, M. (2000), “Horizensitivity of the inflation
hedge of stocks,” Journal of Empirical Finance3(1-305.

Shin, Y. (1994), “A residual-based test of the mafilcointegration against the
alternative of no cointegration,” Econometric Thed0(1), 91-115.

Sims, C. A. (1972) “Money, Income and Causalityyhérican Economic Review,
540-52.

Sofia, B. R. and Veiga, H. (2010), “Asymmetric Efte of Oil Price Fluctuations
in International Stock Markets,” Working Paper 19-0 Statistics and
Econometrics Series (04), 1-26.

Yeh, C. C., Wang, W. M. and Suen, Y. B. (2010), gaantile framework for
analyzing the links between inflation uncertaintydanflation dynamics across
countries,” Applied Economics, 1-10.

Zietz, J. and Zhao, X. (2009), “The response ofsetiold incomes to stock price
and GDP growth by income quantile,” Applied Econcsni4l, 1501-1512.

51



