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ABSTRACT

Expansions are stimulated by low inflation whereas recessions are triggered by high inflation. Since prices of
financial assets are depressed/inflated before expansions/recessions, corporate bonds and stocks have
higher yields before expansions compared to recessions. Rising/falling prices cause vyields of bonds and
stocks to fall/rise around the beginning of expansions/recessions. As a result, yields on stocks and highly
rated corporate bonds are significantly lower in the initial stages of expansions compared to recessions. Bond
yields anticipate business cycle turning points before stock yields do, but stock yields fall/rise longer, and by
greater percentages, than bond yields around the beginning of expansions/ recessions.
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