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ABSTRACT 

This  study  documents  abnormally  high  inflation  and  Treasury  bill  returns,  and  low  returns  on  long-term
corporate bonds, in the 6-month period before recessions. Large and small company stocks do not anticipate
recessions, suffering large losses in the first 6 months of recessions. Government and corporate bonds have
abnormally  high  returns,  anticipating  expansions,  in  the  quarter  before  they  begin.  Large  company  stocks
anticipate expansions two months before they begin, but most of their abnormally high returns are in the first
3  months  of  expansions.  Small  company  stocks  do  not  anticipate  expansions  but  provide  abnormally  high
returns in the first 6 months of expansions.  
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