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The Role of Narrative Disclosure in Capital Market: Evidence from Japan
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This dissertation examines the significance of narrative disclosures in the Japanese capital market
exploring their implications for audit fees, managerial ownership structures, and investors’ risk
perceptions. The research comprises three interconnected studies, each addressing distinct facets of

narrative disclosure and its interaction with financial reporting and corporate governance

Chapter 2 investigates the relationship between linguistic and accounting reporting complexities and
audit fees in Japan. Using a sample of 14, 389 firm-year observations from 2014 to 2021, the study
finds a positive association between linguistic complexity, such as length and readability of textual
disclosures, and audit fees. The results indicate that more complex annual reports lead auditors to
allocate additional resources, reflecting increased audit efforts. Accounting reporting complexity,
measured by unique monetary tags in financial statements, similarly contributes to higher audit fees
These findings emphasize the critical role of both quantitative and qualitative complexities in

shaping audit pricing behaviors within the Japanese audit market

Chapter 3 explores the impact of managerial ownership on the modification of business risk disclosures
and its influence on investors’ risk perceptions. Employing data from 13,597 firm-year observations
the study reveals a nonmonotonic relationship between managerial ownership and changes in risk
disclosures. While lower and higher levels of managerial ownership are associated with reduced
disclosure modifications, intermediate levels prompt greater disclosure changes due to entrenchment
effects. Furthermore, the findings highlight a negative relationship between increased risk disclosure
informativeness and investor disagreement, as reflected in decreased stock return volatility and
trading volume. This suggests that Japanese risk disclosures promote investor consensus by mitigating

information asymmetry

Chapter 4 examines the influence of individual audit engagement partners on the narrative style and
quality of their clients’ annual reports. Utilizing textual analysis and data from 2014 to 2022, the
study identifies that audit reports exhibit distinct textual patterns driven by the style and workload
of engagement partners. This chapter underscores the need for regulatory attention to individual

auditor attributes and their potential influence on disclosure quality and consistency

The dissertation integrates large—scale empirical analyses and rigorous methodological approaches to
provide a nuanced understanding of narrative disclosures in Japan’s capital market. By bridging gaps
in the existing literature, this research contributes to a deeper comprehension of how narrative
disclosures interact with audit practices, corporate governance, and investor behavior. The findings
offer valuable insights for regulators, auditors, and policymakers seeking to enhance disclosure

standards and promote transparency in financial markets
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This thesis examines the role of narrative disclosures in Japan’s capital market and contributes to the
understanding of how corporate reporting influences firm valuation, audit fees, and investor perception of risk. The
rapid evolution of global capital markets have amplified the importance of transparent and comprehensive disclosure
practices in the business world, particularly as stakeholders are increasingly seeking reliable information that
encompasses both financial and non-financial dimensions. In this context, the role of narrative disclosures has
expanded, affecting how firms are evaluated and scrutinized by investors, regulators, and auditors alike.

Chapter 1 explains the significance of narrative disclosures in enhancing transparency and their unique dynamics
within Japan’s regulatory and corporate governance framework.

Chapter 2 investigates the relationship between linguistic and accounting reporting complexity in annual security
reports and audit fees. The findings reveal a positive association between both complexities and audit fees,
suggesting that auditors allocate more resources to more complex narrative disclosures, particularly in business risk
sections.

Chapter 3 examines how managerial ownership influences changes in business risk disclosures and the effects of
such changes on investor perceptions. The study reveals a non-linear relationship, where low and high levels of
managerial ownership reduce disclosure modifications, while intermediate levels increase them. Additionally,
increased modifications in risk disclosure are shown to reduce investors’ opinion divergence, enhancing consensus
and confidence in market decisions.

Chapter 4 investigates the impact of individual audit partners on the narrative style and consistency of clients’
annual reports. The findings demonstrate that reports audited by the same partner exhibit significant textual
similarities, reflecting the partner’s influence on disclosure practices and suggesting the need to consider auditor-
specific attributes when evaluating audit quality.

Finally, Chapter 5 summarizes the findings and outlines implications for regulatory practices, investors, and future
research on narrative disclosures in capital markets.
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