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ABSTRACT

This paper examines how CEO network centrality affects annual report readability. Relying on
the social capital theory, we show that firms whose CEOs occupy a more central position in their
social network tend to issue less readable annual reports. This association is more pronounced
in firms that are likely to use earnings management to meet/beat earnings benchmarks,
whereas it is significantly weaker in firms with better internal and external corporate governance
mechanisms and in firms with higher litigation risks. Collectively, our results support the view
that social connections provide CEOs with the incentive to opportunistically provide complex
disclosures to mask firms’ fundamental accounting information, particularly when they are under
greater pressure to meet market expectations, have the power to influence the reporting
decisions at the board level, and manage firms with lower reputational concerns. Overall, we
contribute to the literature by providing evidence that CEOs’ network centrality shapes their
linguistic disclosure quality and hence forms an important determinant of annual report
readability.
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