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Book ***** Print on Demand *****.This paper examines the eDect of expected inflation on stock prices and
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Expectations of earnings growth are inferred from equity analysts earnings forecasts, while inflation
expectations are drawn from surveys of professional forecasters. I find that the negative relation between
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lower expected real earnings growth and (ii) higher required real returns. The earnings channel is not merely a
reflection of inflation s recession-signalling properties; rather, much of the negative valuation eDect results
from a negative relation between expected inflation and expected longer-term real earnings growth. The eDect
of expected inflation on required (long-run) real stock returns is also substantial. A one percentage point
increase in expected inflation raises required real stock returns about one percentage point, which on average
implies a 20 percent decline in the level of stock prices. The inflation-related component of expected real stock
returns is closely related to the component explained by real long-term bond yields.
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