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Figure A.1: Inflation Rates over Time: Actuals, Forecasts, and Forecast Errors

In this figure, we plot the time series of actual CPI, forecasted CPI, and forecast errors. The sample period is 1996Q1–2020Q3.

The y-axes are values for actual CPI, forecasted CPI, or forecast errors. The x-axes are calendar years.
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Figure A.2: Excerpt from Item 1A: Risk Factors in Starbucks Annual Report

Starbucks Corporation 2019 Form 10-K 9
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Figure A.3: Examples of Disclosures of Monetary Policy Risk

The examples below illustrate disclosures of monetary policy risk that we extract from Item 1A of 10-K
reports.

1. Changes in these regulatory, political, economic, or monetary policies and other factors could require the Company
to significantly modify its current business practices and may adversely affect its future financial results.

— Intel’s 10-K for the year ended February 14, 2014

2. LIBOR tends to fluctuate based on general interest rates, rates set by the US Federal Reserve and other central banks,
the supply of and demand for credit in the London interbank market and general economic conditions.

—FirstEnergy Corp’s 10-K for the year ended December 31, 2020

3. Subsequently, on November 30, 2020, the Federal Reserve and the Financial Conduct Authority in the United King-
dom announced that LIBOR would be phased out completely by June 20, 2023 and replaced by the Secured Overnight
Financing Rate (“SOFR”).

—American Electric Power’s 10-K for the year ended December 31, 2020

4. Changes in these regulatory, political, economic, or monetary policies and other factors could require the Company
to significantly modify its current business practices and may adversely affect its future financial results.

— Tiffany & Co.’s 10-K for the year ended January 31, 2020

5. Our international customers could have reduced access to working capital due to higher interest rates, reduced bank
lending resulting from contractions in the money supply or the deterioration in the customer or its bank financial con-
dition or the inability to access other financing.

— Seagate Technology’s 10-K for the year ended June 28, 2019

6. For example, SOFR is a secured overnight rate, while LIBOR is an unsecured rate that represents interbank funding
over different maturities.

— Nisource Inc.’s 10-K for the year ended December 31, 2019

7. Currently, the market has improved; however, there has been volatility on commercial paper spreads, as the supply
of short term commercial paper has increased following recent actions by the Federal Open Market Committee.

— Progress Energy’s 10-K for the year ended December 31, 2007
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Figure A.4: Examples of Disclosures of Oil and Gas Risk

The examples below illustrate disclosures of oil or natural gas risk that we extract from Item 1A of 10-K
reports.

1. Increases in the price of oil also can result in significant increases in the price of many of the components in our
products, which may have a negative impact on margins or sales volumes.

— Spartan Motors Inc.’s 10-K for the year ended December 31, 2006

2. As a result, the market for our vehicles could be affected by numerous factors, such as: ... plug in hybrid electric
vehicles and high fuel economy internal combustion engine vehicles volatility in the cost of oil and gasoline government
regulations and economic incentives access to charging facilities and concerns about our future viability.

— Tesla Inc.’s 10-K for the year ended December 31, 2019

3. The cost of oil is a significant component in manufacturing and transportation costs, so increases in the price of
petroleum products can adversely affect our profit margins.

— Nike’s 10-K for the year ended May 31, 2019

4. Although Alcoa generally expects to meet the energy requirements for its alumina refineries and primary aluminum
smelters from internal sources or from long term contracts, certain conditions could negatively affect Alcoa results of
operations, including the following: significant increases in electricity costs rendering smelter operations uneconomic;
significant increases in fuel oil or natural gas prices....

— Alcoa Inc.’s 10-K for the year ended December 31, 2013

5. These factors, combined with declining business and consumer confidence, increased unemployment and volatile oil
prices have precipitated a global recession, which may cause further declines in credit and charge card usage and has
already resulted in adverse changes in payment patterns, causing increases in delinquencies and default rates.

— American Express Co.’s 10-K for the year ended December 31, 2008

6. Concerns about the systemic impact of inflation, the availability and cost of credit, energy costs and geopolitical
issues, combined with continued changes in business activity levels and consumer confidence, increased unemployment
and volatile oil prices, have in the past and may in the future contribute to volatility in the capital and credit markets.

— American Airlines Group Inc.’s 10-K for the year ended December 31, 2015
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Figure A.5: Risk Topics

In each word cloud of the material risks that firms disclose in the Item 1A of the 10-K annual report, a bigger font corresponds to
a bigger weight for that word within each topic.
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Figure A.6: Material Inflation Risk and Monetary Policy Risk Disclosure: Exposed vs. Unexposed
Firms around Regulation S-K

This figure shows the probabilities of firms initiating monetary-policy risk disclosures following Regulation S-K between firms
exposed and firms unexposed to inflation risk (see Subsection 6.1). The y-axes are estimated probabilities of firms disclosing
monetary policy risk. The x-axes are event years. For firms with a fiscal year-end from December 2005 to May 2006, fiscal year
2005 is set as year 0; for firms with a fiscal year-end from June 2005 to November 2005, fiscal year 2006 is set as year 0. We identify
firms that are exposed to material inflation risk over the 1996 – 2005 sample period. In Panel A, we plot the likelihood of firms
disclosing monetary policy risk over event years. In Panel B, we plot estimated β̂ and confidence intervals at the 95% level from
equation (6) (see Subsection 6.1). Standard errors are clustered at the level of Fama-French 48-industry classification.
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Figure A.7: Material Inflation Risk and Oil & Gas Risk Disclosure: Exposed vs. Unexposed Firms
around Regulation S-K

This figure shows the probabilities of firms initiating oil and gas risk disclosures following Regulation S-K between firms exposed
and firms unexposed to material inflation risk (see Subsection 6.1). The y-axes are estimated probabilities of firms initiating oil
and gas risk disclosures. The x-axes are event years. For firms with a fiscal year-end from December 2005 to May 2006, fiscal
year 2005 is set as year 0; for firms with a fiscal year-end from June 2005 to November 2005, fiscal year 2006 is set as year 0. We
identify firms that are exposed to inflation risk over the 1996 – 2005 sample period. In Panel A, we plot the likelihood of firms
disclosing either oil or natural gas risk over event years. In Panel B, we plot estimated β̂ and confidence intervals at the 95% level
from equation (6) (see Subsection 6.1). Standard errors are clustered at the level of Fama-French 48-industry classification.
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Figure A.8: Material Inflation Risk and Financial Derivative Disclosure: Exposed vs. Unexposed
Firms after Regulation S-K

This figure shows the probabilities of firms disclosing unrealized derivative gain or loss following Regulation S-K between firms
exposed and firms unexposed to material inflation risk (see Subsection 6.1). The y-axes are estimated probabilities of firms reporting
non-zero unrealized derivative gain or loss. The x-axes are event years. For firms with a fiscal year-end from December 2005 to
May 2006, fiscal year 2005 is set as year 0; for firms with a fiscal year-end from June 2005 to November 2005, fiscal year 2006 is
set as year 0. We identify firms that are exposed to material inflation risk over the 1996 – 2005 sample period. In Panel A, we
plot the likelihood of firms reporting non-zero unrealized derivative gain or loss over event years. In Panel B, we plot estimated
β̂ and confidence intervals at the 95% level from equation (6) (see Subsection 6.1). Standard errors are clustered at the level of
Fama-French 48-industry classification.
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Figure A.9: Examples of Sentences Extracted from Conference Call Transcripts

We provide 10 examples to illustrate sentences that we extracted from earnings conference calls. These
sentences are proxies for managers’ quantitative forecast about future input costs.

1. “Second quarter was 67 cents and, you know, if prices stay where they are, if – if crude oil stays in the $30/31 a barrel
range, I think we will be seeing jet fuel costs all end somewhere around 70, 71 cents.” — Southwest Airlines, July 21, 2003

2. “We anticipate that the overall streamlining cost that would be incurred in this year we have previously talked about,
about $400 million, and we now think that it will be about $500 million for the year.” — Coca-Cola , October 16, 2003

3. “Increased costs caused by the stronger Canadian dollar have increase cartridge costs by 17 cents or about 7% per
cartridge this year, and represent a cost element that we anticipate will continue.” —Abbott Laboratories, October 23,
2003

4. “We will continue to control our capital expenditures and expect our spending for the year to be around $125 million to
$135 million; with substantially higher cash flow from operations combined with aggressively managing cast investments
we expect to make good progress on debt reduction in 2004.” —Cummins, January 27, 2004

5. “As a result, despite the fact that cost of goods was 17% for the quarter, we continue to expect cost of goods as a
percent of sales to be approximately 15% for the full year.” — Pfizer, July 18, 2007

6. “In the second quarter we plan to increase our expense levels to drive select new product introductions, which we
anticipate will total $3 million to $4 million in the quarter.” — Honeywell, April 29, 2010

7. “And our outlook is that during the third quarter raw material prices will have stabilized and will be somewhere plus
or minus a couple points from 200.” — Cooper Tire & Rubber, August 5. 2010

8. “We expect on unit cost, our unit cost to be below 2%.” — Delta Air Lines, December 17, 2015

9. “We now expect total costs of 1.75% to 3%, while continuing to expect script comps of 3.5% to 4.5%.” — CVS Health,
May 3, 2016

10. “Based on this work we believe that the cost for a full battery cell will go below $100 by 2025 as we reach the optimal
scale.” — Ford Motor Company, September 14, 2016
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Table A.1: Firms Exposed to Material Inflation Risk across Industries

This table reports the distribution of sample firms that are exposed to material inflation risk across the Fama-French 48 industries.
Our sample consists of all U.S.-headquartered firms that filed financial reports from January 1, 2005 through April 14, 2021,
excluding firms with either a market value of equity lower than $10 million or a fiscal-year-end stock price lower than $1 at least
once during the sample period. Firms exposed to material inflation risk in columns (1)-(3) are identified by the rule in equation (2).
Firms exposed to material inflation risk in columns (4)-(6) are identified by the rule in equation (4). Section 4 provides detailed
procedures for how we identify firms’ exposure to material inflation risk.

Static Window Rolling Window
Total# Exposed# % Total# Exposed# %
(1) (2) (3) (4) (5) (6)

Agriculture 12 4 33.3% 98 29 29.6%
Food Products 67 7 10.4% 386 55 14.2%
Candy & Soda 12 1 8.3% 57 5 8.8%
Beer & Liquor 16 1 6.3% 151 26 17.2%
Tobacco Products 4 0 0.0% 39 5 12.8%
Recreation 26 5 19.2% 211 41 19.4%
Entertainment 56 7 12.5% 476 79 16.6%
Printing and Publishing 27 6 22.2% 196 42 21.4%
Consumer Goods 50 5 10.0% 461 67 14.5%
Apparel 51 3 5.9% 283 25 8.8%
Healthcare 85 32 37.6% 664 149 22.4%
Medical Equipment 164 36 22.0% 1,147 225 19.6%
Pharmaceutical Products 487 89 18.3% 2,891 398 13.8%
Chemicals 88 10 11.4% 775 67 8.6%
Rubber and Plastic Products 21 2 9.5% 223 25 11.2%
Textiles 8 1 12.5% 49 11 22.4%
Construction Materials 73 9 12.3% 634 59 9.3%
Construction 55 7 12.7% 526 29 5.5%
Steel Works Etc 40 2 5.0% 358 13 3.6%
Fabricated Products 8 1 12.5% 73 2 2.7%
Machinery 126 12 9.5% 1,149 88 7.7%
Electrical Equipment 68 8 11.8% 541 58 10.7%
Automobiles and Trucks 60 11 18.3% 551 65 11.8%
Aircraft 25 1 4.0% 236 9 3.8%
Shipbuilding, Railroad Equipment 11 3 27.3% 92 10 10.9%
Defense 9 1 11.1% 106 6 5.7%
Precious Metals 17 3 17.6% 110 10 9.1%
Non-Metallic and Industrial Metal Mining 29 2 6.9% 203 26 12.8%
Coal 18 2 11.1% 104 11 10.6%
Petroleum and Natural Gas 237 24 10.1% 1,571 144 9.2%
Utilities 136 40 29.4% 1,304 184 14.1%
Communication 137 40 29.2% 999 240 24.0%
Personal Services 49 5 10.2% 378 70 18.5%
Business Services 559 103 18.4% 4,027 548 13.6%
Computers 125 22 17.6% 930 164 17.6%
Electronic Equipment 268 49 18.3% 1,733 260 15.0%
Measuring and Control Equipment 81 16 19.8% 765 139 18.2%
Business Supplies 37 5 13.5% 298 52 17.4%
Shipping Containers 12 0 0.0% 145 5 3.4%
Transportation 115 22 19.1% 991 157 15.8%
Wholesale 133 30 22.6% 1082 144 13.3%
Retail 206 23 11.2% 882 143 16.2%
Restaurants, Hotels, Motels 85 9 10.6% 287 18 6.3%
Banking 1,235 250 20.2% 10,952 1,871 17.1%
Insurance 301 62 20.6% 2,972 314 10.6%
Real Estate 56 14 25.0% 400 102 25.5%
Trading 651 93 14.3% 5,725 465 8.1%
Almost Nothing 153 36 23.5% 1,111 162 14.6%
Total 6,289 1,114 17.7% 49,342 6,817 13.8%
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Table A.2: Firms Exposed to Material Inflation Risk across Industries

This table reports the distribution of the top 30 largest firms (ranked by market capitalization as of 2019) that are exposed to
material inflation risk conditioning on whether these firms disclosed material inflation risk at least once in Item 1A of the 10-K
report over the 2005 – 2020 sample period. Firms exposed to material inflation risk are identified by the rule in equation (2).

Exposed disclosing Exposed not disclosing
Comcast AT&T
Amgen Verizon Communications
Thermo Fisher Scientific AbbVie
Accenture CVS Health
IBM FIS Global
Enbridge Stryker
United Parcel Service Automatic Data Processing
Gilead Sciences Enterprise Products
Fiserv NXP Semiconductors
T-Mobile US Johnson Controls
Duke Energy SiriusXM
Global Payments ONEOK
HCA Healthcare Zimmer Biomet
Baxter International WEC Energy Group
IQVIA Eversource Energy
McKesson PPL
Synopsys MPLX
Equifax Paychex
CooperCompanies Agilent Technologies
Atmos Energy CoStar Group
Fidelity National Financial Omnicom Group
Bio-Rad Laboratories Discovery
VEREIT Labcorp
BorgWarner Magellan Midstream Partners
Euronet Worldwide Quest Diagnostics
Jazz Pharmaceuticals Gartner
Catalent Plains All American Pipeline
Teledyne FLIR Equity Lifestyle Properties
Arrow Electronics Universal Health Services
Encompass Health Teradyne
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Table A.3: Inflation Risk Exposure and Inflation-Risk-Related Disclosure: Lead-Lag Analysis

This table reports the results for the following linear equation:

Disclosurei,t+n = α+ β1 × InflationExposurei,t +X′
i,t × θ + γj + γt + ϵi,t,

where Disclosure refers to FirstInflation in column (1), FirstMonetary in column (2), FirstOilGas in column (3), and Derivative
in columns (4). FirstInflationi,t+n is a dummy variable equal to 1 if firm i mentions inflation for the first time in Item 1A of the
10-K report of fiscal year t+n (1 ≤ n ≤ 3) , and 0 otherwise. FirstMonetaryi,t+n is a dummy variable equal to 1 if firm i mentions
monetary policy for the first time in Item 1A of the 10-K report of fiscal year t+n (1 ≤ n ≤ 3) , and 0 otherwise. FirstOilGasi,t+n

is a dummy variable equal to 1 if firm i mentions oil and natural gas for the first time in Item 1A of the 10-K report of fiscal year
t+ n (1 ≤ n ≤ 3), and 0 otherwise. Derivativei,t+n is a dummy variable equal to 1 if firm i reports non-zero unrealized derivative
gain or loss in fiscal year t+ n (1 ≤ n ≤ 3), and 0 otherwise. InflationExposure is a dummy variable equal to 1 if a firm is exposed
to material inflation risk as identified by equation (4), and 0 otherwise. Table 1 provides definitions for other variables. Statistics
are bootstrapped by resampling observations (with replacement) from the data in memory 200 times. Standard errors are clustered
at the level of Fama-French 48 industries.

Inflation Monetary Oil Gas Hedge
(1) (2) (3) (4)

Panel A: Outcome variables in fiscal year t+1

InflationExposure 0.002 0.001 -0.003 0.011
(0.98) (0.35) (-0.99) (0.90)

N 27,082 27,082 27,082 27,082
R2 0.01 0.01 0.01 0.24

Panel B: Outcome variables in fiscal year t+2

InflationExposure -0.000 -0.001 -0.001 0.013
(-0.05) (-0.42) (-0.60) (1.09)

N 24,180 24,180 24,180 24,180
R2 0.01 0.01 0.01 0.24

Panel C: Outcome variables in fiscal year t+3

InflationExposure 0.003 -0.000 -0.002 0.016*
(1.51) (-0.18) (-0.81) (1.68)

N 21,323 21,323 21,323 21,323
R2 0.01 0.01 0.01 0.24

Controls X X X X
Industry FE X X X X
Year FE X X X X

t-statistics in parentheses
∗p < 0.10, ∗ ∗ p < 0.05, ∗ ∗ ∗p < 0.01
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Table A.5: Inflation Risk Exposure and Consequential Risk Disclosure: The Case of Securities
Class Action Lawsuits

This table reports the results for estimating the following linear equation:

ConDisclosurei,t = α+ β1 × InflationExposurei,t + β2 × InflationExposurei,t × Lawsuiti,t

+β3 × Lawsuiti,t +X′
i,t × θ + γj + γt + ϵi,t,

where ConDisclosure refers to FirstDemand in column (1), FirstInput in column (2), FirstWage in column (3), and FirstFinance
in column (4). FirstDemandi,t is a dummy variable equal to 1 if firm i mentions consumer demand risk for the first time in Item
1A of the 10-K report of fiscal year t, and 0 otherwise. FirstInputi,t is a dummy variable equal to 1 if firm i mentions input cost
risk for the first time in Item 1A of the 10-K report of fiscal year t, and 0 otherwise. FirstWagei,t is a dummy variable equal to
1 if firm i mentions wage risk for the first time in Item 1A of the 10-K report of fiscal year t, and 0 otherwise. FirstFinancei,t
is a dummy variable equal to 1 if firm i mentions financing risk for the first time in Item 1A of the 10-K report of fiscal year t,
and 0 otherwise. InflationExposure is a dummy variable equal to 1 if a firm is exposed to material inflation risk as identified by
equation (4), and 0 otherwise. Lawsuiti,t is a dummy variable equal to 1 if firm i is sued in a securities class action lawsuit either
in the current or previous fiscal year, and 0 otherwise. Table 1 provides definitions for other variables. Statistics are bootstrapped
by resampling observations (with replacement) from the data in memory 200 times. Standard errors are clustered at the level of
Fama-French 48 industries.

FirstDemand FirstInput FirstWage FirstFinance
(1) (2) (3) (4)

InflationExposure×Lawsuit -0.007 -0.001 0.004 0.004
(-0.80) (-0.17) (0.32) (0.35)

Lawsuit 0.003 0.004 0.003 0.003
(0.65) (1.04) (0.65) (0.52)

InflationExposure -0.003 -0.001 -0.003 0.001
(-1.03) (-0.50) (-1.17) (0.36)

Controls X X X X
Industry × Year FE X X X X
N 29,130 29,130 29,130 29,130
R2 0.20 0.17 0.14 0.14

t-statistics in parentheses
∗p < 0.10, ∗ ∗ p < 0.05, ∗ ∗ ∗p < 0.01
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