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Conclusive Descriptions of Key Audit Matters and Stock Price Synchronicity
CHEN Junbo, GAO Jinxing
(Chinese Academy of Fiscal Sciences, Beijing 100142)

Abstract: Exploring the governance mechanisms of stock price synchronicity has theoretical and practical
implications for improving resource allocation efficiency and promoting the high-quality development of the real
economy through capital market functions. Using data from A-share listed firms in China from 2016 to 2023, this
paper investigates the effect of conclusive descriptions of key audit matters ( KAMs) on stock price synchronicity.

The findings show that conclusive descriptions of KAMs reduce stock price synchronicity. Mechanism analysis
suggests that the effect operates by mitigating information asymmetry among investors, improving the readability of
the KAMs section, and attracting investor attention. The interaction effect shows that accounting information quality
amplifies the inhibitory effect of KAMs conclusions on stock price synchronicity. Heterogeneity analyses show that
this effect is stronger for longer and more similar KAMs disclosures, greater auditor industry expertise, and lower
analyst coverage. Additional tests indicate that conclusive descriptions mainly influence the decision-making of
individual investors and are unlikely to constitute false or misleading statements by auditors. Moreover, the
inhibitory effect becomes more pronounced when auditor independence is stronger. These conclusions support
standardizing the KAMs disclosure system and deepen the understanding of the positive role of audit information in
capital markets.

This paper makes three contributions. First, by focusing on conclusive descriptions of KAMs, this paper extends
the literature on the economic consequences of auditors’ behavioral decisions under a non-mandatory information
disclosure framework. Taking stock price synchronicity as the focal variable, it examines the practical implications
of auditors’ selective disclosure through conclusive descriptions of KAMs, thereby deepening understanding of the
market spillover effects generated by the communicative value of audit information. Second, this paper enriches the
literature on the governance of stock price synchronicity. Drawing on signaling, information entropy, information
processing, and reputation theories, it reveals that conclusive descriptions increase the supply of firm-specific
information and accelerate its incorporation into stock prices by conveying auditors’ risk perceptions, mitigating
investors’ information asymmetry, improving paragraph readability, and attracting investor attention, thereby
reducing stock price synchronicity. Third, this paper identifies the boundary conditions under which conclusive
descriptions affect stock price synchronicity from the perspectives of KAMs’ textual characteristics, the external
information environment, accounting firm attributes, auditor characteristics, and investor types. These findings
provide theoretical insights and practical guidance for refining KAMs disclosure standards, strengthening accounting
firms’ quality control systems, and encouraging investors to extract valuable information from textual disclosures in
audit reports.

Keywords: key audit matters; conclusive description; stock price synchronicity; capital market; information

supply ; information integration
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