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ABSTRACT 

 

Objective: Intangibles have changed the concept of how business value is created, but intangibles still have restricted 

disclosure via accounting, and as a result there is pervasive information asymmetry. In 2021, the Corporate Governance 

Code (CGC) in Japan was revised to include new standards for companies in explaining or managing their intellectual 

property (IP) and other non-tangible asset strategies, but this soft law is already showing evidence of being interpreted 

in different ways by different companies. Among the goals of this study are understanding the connection between comply 

with or explain with Supplementary Principles (SP) 3.1.3 and 4.2.2 and the perception of managing executives about IP 

governance and disclosure, and whether this relationship differs for firms with a Price to Book Ratio (PBR) above and 

below 1.  Method: A survey of the herds of IP departments in firms listed on the Tokyo Stock Exchange Standard Market 

was combined with the financial information of the firms and analysed using non-parametric tests and Spearman 

correlations to look for patterns conditional on valuations.  Results: Firms with PBR < 1 comply with SP 4.2.2 as a 

component of the substantive governance, displaying managerial attention more in line with signalling because they are 

focusing on placating investors. In contrast, firms with PBR≥1 have no significant related to the two factors and exhibit 

firm specific cost driven disclosure that is selective rather than mandatory, while SP 3.1.3 has poor explanatory power 

in describing attitudes toward disclosure. Conclusion: The results are consistent with a disclosure threshold influenced 

by values at PBR = 1, which is likely to result in asymmetrical incentives for transparency and underlies the existence of 

variable degrees of compliance in Japan’s comply-or-explain system. The research contributes new internal-actor 

information, and the findings indicate that more concrete instructions or standardized examples on how to present 

intangible assets would help create more uniformity in the practices of firms and enhance the potential of the CGC. 
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INTRODUCTION 

The value of companies has been moving from tangible to intangible, primarily intellectual property (IP), 

human capital, and organizational capabilities. Despite the importance of these resources to the firm’s 

competitive position, the current IFRS IAS 38 and other accounting standards have obvious limitations on the 

types of intangible assets which can be recognized, which increases that divide that exists between the firms 

internally held knowledge and the knowledge economy as reported to investors. The absence of this 

information leads to an information asymmetry in capital markets and the need for credible ways in which 

firms can signal to the market that they are effectively managing their intangible assets. 
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Japan’s Corporate Governance Code (CGC) attempts to correct this by encouraging companies to clearly 

state policies on non-financial capital. Two of the new provisions in the 2021 update had explicit language 

related to intangible assets: Supplementary Principle (SP) 3.1.3 “Companies should appropriately disclose 

their initiatives on sustainability when disclosing their management strategies. They should also provide 

information on investments in human capital and intellectual properties in an understandable and specific 

manner, while being conscious of the consistency with their own management strategies and issues.” and SP 

4.2.2 “In light of the importance of investments in human capital and intellectual properties, the board should 

effectively supervise the allocation of management resources” (TSE, 2021a; TSE, 2021b). Though important, 

the initial findings on firm-level responses appear to reveal a great varied response. Both principles continue 

to show the lowest compliance rates within the CGC, and companies tend to selectively apply, and interpret 

the norm. 

Although existing research on CGC adoption has focused at the macrolevel in terms of compliance rates, 

stock price reactions, or general governance outcomes, details remain scarce on the perceptions of such 

provisions and their significance at the level of the individual firm. Even less is known about the degree to 

which comply-or-explain choices might be strategic, understood as influenced by firms’ valuation in the 

market, and particularly in connection with proprietary costs, signalling, or managerial attitudes toward 

disclosure. The lack of empirical accounts relating to its internal implementation and experience is pivotal. 

Without accessing the internal perceptions of firms, there is no way to know whether the firms under analysis 

are meaningfully incorporating the governance of intangibles into their internal functioning or merely going 

through the motions of compliance. 

To fill this gap, the present study uses original survey data tailored expressly to the leaders of IP departments 

within Tokyo Stock Exchange Standard Market companies who are ultimately responsible for enacting IP 

strategy and advising their firms’ top executives. We provide an analysis of the connection between observance 

of SP 3.1.3 and 4.2.2 and the internal perception to IP management and disclosure in each firm, in conjunction 

with firm-level financial data, and explore whether the relationship between the two is different for firms below 

and above a pivotal threshold PBR = 1. Given that a PBR less than 1 is indicative of market distrust on the 

company’s future growth or capital efficiency, given that those above 1 are indicative of higher confidence on 

the company by investors, this cut allows to perform an interesting test to disentangle whether compliance acts 

as a signal or brings with it proprietary costs. 

So, it makes three contributions. This includes, first, providing the initial empirical data on how the 

intangible asset provisions of the CGC have been perceived and procedurally implemented in Japanese IP 

departments. Second, it unveils valuation-dependent patterns indicating that abiding by SP 4.2.2 has diverse 

behavioural significance for low and high PBR firms according to the Dual logic of Signalling and of 

Proprietary cost theories. And third, it shows that the weak comply-or-explain categorization of 3.1.3, as a 

predictor of disclosure attitudes, highlights the difficulties firms find in trying to understand Japan’s soft-law 

tradition regarding the governance of intangible assets. 
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In doing so, the paper contributes to our understanding of the relationship between governance, disclosure, 

and valuation and the management of intangible assets, a set of issues that are increasingly relevant for 

policymakers and market actors alike. 

LITERATURE REVIEW  

The literature on corporate governance, disclosure and intangible asset management is especially relevant to 

provide some theoretical background on firms’ responses to IP-related provisions within the Corporate 

Governance Code (CGC). Among these, literature on the following four key topics is most important to the 

study at hand: substantive and symbolic compliance in soft-law systems, signalling and disclosure as a costly 

quality signal, proprietary costs and the benefits of nondisclosure from Japan’s comply-or-explain model of 

soft law and specifically as it applies to intangibles. These viewpoints together help provide us with a picture 

of how firms with varying valuations may understand Supplementary Principles (SP) 3.1.3 as well as 4.2.2. 

(1) Substantive vs. Symbolic Compliance in Soft-Law Governance 

Previous studies have documented those systems tend to elicit uneven and sometimes merely surface-level 

compliant practices. Arcot and Bruno (2007) show, that under comply or-explain firms tend to provide boiler-

plate explanations and only those that provide substantive and firm-specific justifications, will show better 

governance outcomes. In much the same way, Buchanan (2019) observe that a large number of Japanese firms 

participate in formalistic compliance efforts. Especially among smaller firms there may be an absence of the 

requisite resources to carry out implementation in any meaningful sense. Of particular note, the existing 

research measures observable externality (such as board independence) and does not consider how managers 

– those who implement the requirements for governance – perceive governance issues. Thus, there is a gap of 

direct insights from the heads of IP departments. 

(2) Disclosure as a Signal of Quality 

This is because intangibles are difficult to quantify and, so, voluntary disclosure serves as a mechanism in 

alleviating information asymmetry. The signalling theory stipulates that high-quality companies signal their 

firm quality by engaging in costly-to-imitate actions (Kirmani & Rao, 2000; Connelly et al., 2011). Disclosure 

can be used strategically to improve investor sentiment, regarding the management of IP or intangible assets 

(Toms, 2002; Hamrouni et al., 2015). This is especially useful for those firms with a PBR < 1, as the negative 

signals of a given valuation would provide incentives to engage in some governance enhancing credible 

institutional actions, including the adoption of SP 4.2.2. This reasoning is based on Spence’s (1973) seminal 

model in which actors signal at a cost to credibly differentiate themselves from poor quality types when that 

quality cannot be directly observed. 

(3) Proprietary Costs and Strategic Nondisclosure 

In addition to potential competitive issues of disclosure. Verrecchia (1983) demonstrates that firms will 

limit the amount they reveal if the information would give an advantage to reveal strategic intentions. There is 

empirical evidence to show that reputational benefits are set against the risks of imitations and costs of 

bureaucratic procedures, in the decision-making process of firms (Armitage and Marston, 2008). Companies 
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with high-PBR – typically those that are innovative and/or have a strategic differential – may make rational 

decisions in terms of partial compliance or limited explanations in line with the defensive disclosure 

mechanism. 

(4) Intangible Assets and Japan’s CGC 

Previous empirical evidence in Japan has also found intangible resources, mainly measured by human 

capital and intellectual capital, to be very significant to firm valuation, specially PBR. In this sense, Yanagi 

(2020) finds that returns to PBR over one mainly result from the market’s ability to be aware of firms’ 

intangible competencies, further supporting the economic arguments in favour of the disclosure of these assets. 

This is instructive when trying to understand the CGC’s focus on intangible assets and the role of valuation as 

a force influencing a firm’s motivations to disclose. Intangible asset disclosure is problematic throughout the 

world, but Japan’s governance structure serves to exacerbate it. Although Japan’s corporate governance system 

is being dramatically transformed at the institutional level, Japan in remains an economy of diversity and 

incremental change as well (Aoki et al, 2007). IAS 38 does not allow the recognition of intangibles generated 

internally, which implies that most of the firms’ IP, data and organizational knowledge go unreported. Because 

it is not produced internally, this value-creation is also invisible, adding to the information asymmetry. This 

under-recognition, as Fincham and Roslender (2003) contend, has broader implications, in that it invalidates 

the financial statements, which are not able to account for modern ways of creating value. 

SP 3.1.3 and 4.2.2 tries to offset this by recommending qualitative detailing and board control but the lack 

of a set of yardsticks injects ambiguity. As a result, symbolic explanations become a form of substitute for 

substantive disclosure, and the level of compliance is not ideal (TSE, 2023). Importantly, but, existing study 

fails to consider the interpretation of these provisions from the viewpoint of the internal functional units, 

including IP departments, and how their interpretation may vary with the value level. 

Synthesis and Research Gap 

Some of the implications of these studies are that compliance does not imply commitment; Disclosing can 

be a costly signal; More efficient firms will be less prone to disclosure because it has proprietary risk; and the 

governance of intangible assets will continue to remain institutionally undefined. Yet, there is no existing study 

that investigates the role of valuation in shaping managers’ internal understandings of the CGC requirements, 

or in their comply-or-explain decisions in regard to actual corporate practices of IP governance and disclosure. 

This gap is addressed in the present study by comply or explain designations to internal perceptions, stratified 

by PBR levels, utilizing original survey data collected from heads of IP department. 

METHODOLOGY  

This study utilizes a combination of survey data with firm-level financial information, to examine how firms 

internally interpret and deal with the IP aspects of the CGC. This mixed-finding design is necessary because 

the comply-or-explain disclosure within the Tokyo Stock Exchange (TSE) only reveals one variety of formal 

compliance and not the internal managerial beliefs or operational realities underlying these choices. This is 
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especially useful for intangible assets as disclosure is generally more qualitative, discretionary, and is 

influenced by competitive factors. 

In order to incorporate the unobservable subjective beliefs and ultimate decisions of mangers regarding IP 

policy along with an observable market assessment of firm valuation, as predicted by signalling and proprietary 

costs theories, the analysis should attempt to account for the valuation-based incentive to reveal information. 

Survey responses provide a window into how organizational actors respond to CGC mandates, while the price-

to-book ratio (PBR) is used to allow firms to vary based on market enthusiasm. This two-level perspective 

helps us investigate whether compliance does constitute substantive governance or it is just strategic 

information withholding. 

It thus consists in selecting TSE Standard Market companies and directing questions to these companies IP 

directors that align the queries with Supplementary Principles (SP) 3.1.3 and 4.2.2; answers will then be 

combined with firm-level data about PBR to analyse the behaviour that would be affected by valuations. 

Firms in this sample are listed and traded on the TSE Standard Market. While both Prime and Standard 

listed firms are subject to comply-or-explain, those in the Standard Market exhibit lower compliance with SP 

3.1.3 and 4.2.2 and are predominantly small-medium sized firms grappling with more constrained resources, 

rendering internal attitudes even more important. 

The reason for this specific choice of participants is that such IP department heads are the individuals who 

actually design the IP strategy, are in constant contact with executives and often inform them with their 

disclosure decision. They also have a more detailed insight of day-to-day IP governance practices than IR 

personnel or executives. The table 1. pairs each question on the survey with the relevant CGC supplement 

principle. 

Table 1. Overview of Survey Items and Correspondence to CGC Principles 

No. CGC Principle Item (Short Label) Scale 

1 4.2.2 4.2.2 Comply  0/1 

2 3.1.3 3.1.3 Comply  0/1 

3 4.2.2 Proactiveness in IP Filing 1-5 

4 4.2.2 IP Staff Training System 1-5 

5 4.2.2 Existence of IP Strategy 1-5 

6 4.2.2 IP Briefing Sessions Held 1-5 

7 4.2.2 Management Discussion on IP Strategy 1-5 

8 4.2.2 Management’s Understanding of IP 1-5 

9 4.2.2 Investor Understanding 1-5 

10 4.2.2 Management Boosts R&D and IP Activities 1-5 

11 4.2.2 Management Promotes IP Strategy 1-5 

12 4.2.2 Workload in Explaining to Management 1-5 

13 3.1.3 Clarity of Disclosure Content 1-5 

14 3.1.3 Perceived Effect of Disclosure 1-5 

15 3.1.3 Disclosure Workload 1-5 

16 3.1.3 Concerns about IP Disclosure 1-5 

Source: Author's design 

Note: Items 1–2 are binary variables (0 = explain, 1 = comply). 

All other items were measured on a five-point Likert scale (1 = strongly disagree, 5 = strongly agree). 

Items 3–12 correspond to Supplementary Principle 4.2.2 (board oversight of non-financial capital). 

Items 13–16 correspond to Supplementary Principle 3.1.3 (disclosure of IP and intangible asset strategy). 
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This included 10 questions for SP 4.2.2, 4 questions for SP 3.1.3, the attitudinal questions were 5-point 

Likert scale questions (1= strongly disagree, 5 = strongly agree). The comply / explain coding was conducted 

differently. Table 1 maps survey items to CGC provisions. 

Data on firm financials were obtained from the securities fillings. A second key stratification variable is the 

price to book value ratio which is a compelling proxy of investors’ expectations compared to the book value. 

A PBR greater or equal to 1 conveys good quality of intangible capabilities or good governance, a PBR less 

than 1 reflects moderate or low belief that the company will be profitable/grow. Thus, firms were also divided 

in PBR < 1 and PBR ≥ 1 to determine if governance and disclosure attitudes differ by valuation and whether 

compliance acts as a signalling device. 

The empirical analysis was done in two stages. Non- parametric tests were used in the descriptive statistics 

and comparison between groups as the sample was small and did not exhibit normal distribution. Patterns of 

response were analysed in both cases. Differences between valuation groups were assessed using the Mann-

Whitney U Test. Second, since the dataset combined ordinal Likert scores with binary indicators, the rank 

correlation between comply/explain status and attitudinal items, established through Spearman’s rho, was also 

determined. It provides a standardized approach to analyse in a comparative way the correlation patterns 

amongst the valuation segments and determine whether the same type of governance generates different 

internal responses. Data analyses were conducted with IBM SPSS Statistics version 29.0.0.0. Interpretation 

was based on both statistical significance as well as the direction and size the associations due to the 

exploratory nature of the study. 

 

RESULTS  

This section presents the descriptive characteristics of the sample and the results of the nonparametric analyses 

conducted to examine the relationship between CGC compliance, disclosure attitudes and firm valuation. 

Descriptive statistics of dependent variable and survey items included in the analysis are reported in Table 

2. This also demonstrates the variability in terms of market valuation among firms in the sample for the PBR 

dependent variable, the mean PBR was 1.57 (SD = 1.989). The mean value of both SP 4.2.2 and 3.1.3 is the 

same for compliance, at 0.64, meaning that about two-thirds of the responding firms state to comply with these 

additional principles. Similarly, across the Likert-scale items (Items 3-16), firms tend to engage in IP- related 

management practices at a moderate level. Among the items ranked higher are Proactiveness in IP Filing (Mean 

= 3.43) as well as Management Promotes IP Strategy (Mean = 2.93) while IP Briefing Sessions Held (Mean = 

1.07) and Investor Understanding of IP-related activities (Mean = 1.43) scored the lowest means. Dispersion 

of responses is also item-specific and some measures, such as IP Staff Training System, Existence of IP 

Strategy, and Disclosure Workload, show relatively higher dispersion. The descriptive statistics as a whole 

show significant variability in firms’ internal IP management and disclosure-related attitudes and provide a 

point of departure for investigating the relationship of these attitudes with valuation and governance 

compliance. Descriptive statistics are presented for both the PBR and all survey items in the table 2. 

https://journal.access-bg.org/


 

ACCESS Journal:  

Access to Science, Business, Innovation in Digital Economy 

ISSN 2683-1007 (Online) 

2026, 7(1), 163-177, https://doi.org/10.46656/access.2026.7.1(9)  https://journal.access-bg.org/ 

 

169 
 

Table 2. Descriptive Statistics of Survey Items 

Panel A: Dependent Variable      

Variable N Mean SD Min. Max. 

Price-to-Book Ratio (PBR) 14 1.57 1.989 0.36 7.49 

Panel B: Survey Items      

No. Item (Short Label) N Mean SD Min. Max. 

1 4.2.2 Comply 14 0.64 0.497 0 1 

2 3.1.3 Comply  14 0.64 0.497 0 1 

3 Proactiveness in IP Filing 14 3.43 0.646 2 4 

4 IP Staff Training System 14 2.71 0.994 1 4 

5 Existence of IP Strategy 14 2.43 1.158 1 4 

6 IP Briefing Sessions Held 14 1.07 0.267 1 2 

7 Management Discussion on IP Strategy 14 1.86 0.949 1 4 

8 Management’s Understanding of IP 14 2.21 1.122 1 4 

9 Investor Understanding 14 1.43 0.514 1 2 

10 Management Boosts R&D and IP Activities 14 3.00 1.109 1 4 

11 Management Promotes IP Strategy 14 2.93 1.207 1 5 

12 Workload in Explaining to Management 14 2.93 1.328 1 5 

13 Clarity of Disclosure Content 14 2.79 1.369 1 5 

14 Perceived Effect of Disclosure 13 2.31 0.947 1 4 

15 Disclosure Workload 14 3.29 1.267 1 5 

16 Concerns about IP Disclosure 14 2.43 1.342 1 5 

Source: Author's analysis 

Note: Items 1–2 are binary variables (0 = explain, 1 = comply). 

Items 3–16 were measured on a five-point Likert scale (1 = strongly disagree, 5 = strongly agree). 

N varies due to missing responses for Item 14. 

  

Comparing firms whose PBR is less than 1 with firms with PBR equal or greater than 1, the survey 

responses are compared in table 3. Below is such a table, below which compares a set of questions between 

high-PBR and low-PBR firms. Most of the variables reported in regard to compliance items, IP management 

practices, and perceptions related to disclosure do not present statistically significant differences between the 

two valuation groups.  

 

Table 3. Comparison of Survey Items between Low-PBR and High-PBR Firms 

Panel A: Descriptive Statistics by PBR Group       

No. Item 
PBR ＜1 PBR  ≥1 

N Mean SD N Mean SD 

1 4.2.2 Comply 8 0.50 0.535 6 0.83 0.408 

2 3.1.3 Comply  8 0.63 0.518 6 0.67 0.516 

3 Proactiveness in IP Filing 8 3.63 0.744 6 3.17 0.408 

4 IP Staff Training System 8 3.25 0.886 6 2.00 0.632 

5 Existence of IP Strategy 8 2.25 1.165 6 2.67 1.211 

6 IP Briefing Sessions Held 8 1.13 0.354 6 1.00 0.000 

7 Management Discussion on IP Strategy 8 2.00 1.069 6 1.67 0.816 

8 Management’s Understanding of IP 8 2.50 1.309 6 1.83 0.753 

9 Investor Understanding 8 1.38 0.518 6 1.50 0.548 

10 Management Boosts R&D and IP Activities 8 3.13 1.126 6 2.83 1.169 

11 Management Promotes IP Strategy 8 2.75 1.282 6 3.17 1.169 

12 Workload in Explaining to Management 8 2.75 1.488 6 3.17 1.169 

13 Clarity of Disclosure Content 8 2.50 1.309 6 3.17 1.472 

14 Perceived Effect of Disclosure 7 2.57 0.976 6 2.00 0.894 

15 Disclosure Workload 8 3.13 1.246 6 3.50 1.378 

16 Concerns about IP Disclosure 8 3.00 1.414 6 1.67 0.816 

          

https://journal.access-bg.org/


 

ACCESS Journal:  

Access to Science, Business, Innovation in Digital Economy 

ISSN 2683-1007 (Online) 

2026, 7(1), 163-177, https://doi.org/10.46656/access.2026.7.1(9)  https://journal.access-bg.org/ 

 

170 
 

Panel B: Mann–Whitney U Test Results 

No. Item Z p      

1 4.2.2 Comply -0.155 .950     

2 3.1.3 Comply  -1.241 .345     

3 Proactiveness in IP Filing -1.660 .142     

4 IP Staff Training System -2.323 .029*     

5 Existence of IP Strategy -0.666 .573     

6 IP Briefing Sessions Held -0.866 .755     

7 Management Discussion on IP Strategy -0.551 .662     

8 Management’s Understanding of IP -0.888 .414     

9 Investor Understanding -0.451 .755     

10 Management Boosts R&D and IP Activities -0.545 .662     

11 Management Promotes IP Strategy -0.465 .662  

12 Workload in Explaining to Management -0.814 .491  
13 Clarity of Disclosure Content -0.924 .414 Note: 
14 Perceived Effect of Disclosure -1.050 .366 N varies due to missing responses for Item 14. 
15 Disclosure Workload -0.736 .491 PBR groups were divided at the threshold of 1. 
16 Concerns about IP Disclosure -1.808 .081 *p < .05, ** p < .01 

Source: Author's analysis 

 

This suggests that the predisposition towards CGC values and IP-relevant firm management practices is 

relatively the same regardless of PBR. The one point at which some sort of difference is detected is the item 

to evaluate the IP Staff Training System (p=.029) where PBR< 1 had higher scores. This seems indicative of 

the fact that, likely either in order to improve their functioning or in response to performance concerns, lower 

valued firms might be more active in stressing internal capacity building. Yet, this interpretation should be 

taken with caution due to the low number of participants. 

All other items showed small and non-significant disparities in mean values, suggesting that the two groups 

did not generally vary in their reported behavior or attitudes. These relatively identical profiles allow for a 

solid basis in the subsequent correlation analyses that seek to illustrate how compliance to CGCs is related to 

internal management, and disclosure attitudes of IP. 

The Spearman correlations among SP 4.2.2 compliance with the set of internal management activities in 

relation to IP are reported in Table 4.  

 

Table 4. Spearman Correlations between Comply with SP 4.2.2 and IP-Related Practices 

Item (Likert Scale) 
PBR<1 PBR ≥1 

ρ p N ρ p N 

Proactiveness in IP Filing 0.738 .037* 8 0.316 .541 6 

IP Staff Training System 0.243 .561 8 -0.612 .196 6 

Existence of IP Strategy 0.652 .080 8 0.107 .841 6 

IP Briefing Sessions Held 0.293 .482 8 NA NA 6 

Management Discussion on IP Strategy 0.889 .003** 8 0.112 .833 6 

Management’s Understanding of IP 0.775 .024* 8 0.335 .516 6 

Investor Understanding 0.600 .116 8 NA NA 6 

Management Boosts R&D and IP Activities 0.484 .225 8 -0.426 .399 6 

Management Promotes IP Strategy 0.877 .004** 8 -0.107 .841 6 

Workload in Explaining to Management 0.181 .667 8 -0.853 .031* 6 

Source: Author's analysis 

Note: ρ = Spearman’s rank correlation coefficient. 

NA indicates insufficient variation in responses (e.g., all responses identical). *p < .05, **p < .01 
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The same activities result in particularly strong and statistically significant if the firm’s PBR is <1. More 

specifically, comply with SP4.2.2 correlates positively with: 

 Proactiveness in IP Filing (ρ = .738, p = .037) 

 Management Discussion on IP strategy (ρ = .889, p = .003) 

 Management’s Understanding of IP (ρ = .775, p = .024) 

 Management Promotes IP strategy (ρ = .877, p = .004) 

It appears from this that, particularly for low-valued firms, adhering to SP 4.2.2 would also reflect relatively 

higher internal participation in the management and control of IP. 

On the contrary, firms with PBR ≥1 don’t show any significant positive correlation. The majority of the 

coefficients are small, and in many instances negative and non-significant. 

One notable exception is the strong, negative association between compliance and Workload in Explaining 

to Management, the perceived effort of having to inform management about issues related to IP, (ρ = -.853, p 

= .031). Given coding of the compliance variable as 0 = explain and 1 = comply, this negative coefficient 

suggests that firms opting to explain are more likely to report higher levels of internal perception of workload. 

This implies that the simple act of just preparing justifications for non-compliance might be considered a 

burden to higher value firms. 

The Spearman correlations between comply with SP 3.1.3 and attitudes toward IP-related disclosure are 

shown in Table 5. No significant correlations were found in either valuation group. This table presents 

correlations between SP 3.1.3 compliance and attitudes towards disclosure. 

Among firms with PBR < 1, the coefficients of all variables were small and insignificant, suggesting that 

adhering to the disclosure principle does not seem to be linked to how clear, useful, or burdensome the 

disclosure of IP is perceived to be. Similarly, Firms with PBR ≥ 1 exhibited a positive, but nonsignificant 

correlation. Firms with higher valuations also seemed slightly more positive in the attitude toward disclosure 

when compliant, although these relationships were not statistically significant. 

In general, the evidence seems to indicate that adherence to SP 3.1.3 is not consistently associated with any 

firm’s subjective opinion towards IP disclosure, from any valuation tier. This is to be compared with SP 4.2.2 

(Table 4), in which many significant relationships were reported. 

 

Table 5. Spearman Correlations between Comply with SP 3.1.3 and IP-Related Disclosure Attitudes 

Item (Likert Scale) 
PBR<1 PBR ≥1 

ρ p N ρ p N 

Clarity of Disclosure Content 0.170 .688 8 0.664 .150 6 

Perceived Effect of Disclosure 0.227 .625 7 0.548 .261 6 

Disclosure Workload -0.563 .147 8 0.417 .410 6 

Concerns about IP Disclosure -0.057 .894 8 0.424 .402 6 

Source: Author's analysis 

Note: ρ = Spearman’s rank correlation coefficient. 

N varies due to missing responses across items. 

*p < .05, **p < .01 
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The inter-item Spearman correlations between the IP-related disclosure attitude variables are presented in 

Table 6. On average, most correlations were not significant in either valuation group, meaning that within each 

group, perceptions related to the disclosure varied independently. The table below presents the inter-item 

correlations between the attitude items related to disclosure. 

Among firms with PBR < 1, there was only one significant association: There was a strong, negative 

correlation between Clarity of Disclosure Content and Concerns about IP Disclosure (ρ = -.855, p=.004). 

More clearly articulated requirements related to disclosure are thus seen by low-value firms as a positive, 

because it addresses the negative impacts and challenges of disclosing intellectual property. There were no 

other significant findings among low PBR firms.  

Among businesses with PBR≥1 there was only one significant correlation between item pairs: Perceived 

Effect of Disclosure and Concerns about IP Disclosure showed a positive correlation (ρ=.839, p=.037). This 

possibly represents firms that are more likely to be sensitive or strategic about disclosure management. 

In summary, these patterns indicate a different disclosure psychology for low-PBR and high-PBR firms 

such that low-PBR firms worry less when expectations to disclose are removed, whereas high-PBR do worry 

more when disclosure is perceived to be more meaningful. 

 

Table 6. Spearman Correlations among IP-Related Disclosure Attitude Items 

Item Pair 
PBR<1 PBR ≥1 

ρ p N ρ p N 

Clarity of Disclosure Content and Disclosure Workload 0.611 .107 8 -0.031 .954 6 

Clarity of Disclosure Content and Perceived Effect of Disclosure -0.147 .753 7 0.121 .819 6 

Clarity of Disclosure Content and Concerns about IP Disclosure -0.855 .004** 8 -0.297 .567 6 

Disclosure Workload and Perceived Effect of Disclosure -0.206 .658 7 0.508 .304 6 

Disclosure Workload and Concerns about IP Disclosure -0.580 .132 8 0.623 .186 6 

Perceived Effect of Disclosure and Concerns about IP Disclosure 0.255 .581 7 0.839 .037* 6 

Source: Author's analysis 

Note: ρ = Spearman’s rank correlation coefficient.  

N varies due to missing responses across items. 

*p < .05, **p < .01 

 

 

DISCUSSION  

Findings show an investment-value conditioned variation in the interpretation and implementation of the 

CGC’s IP-related principles by listed Japanese companies. SP 4.2.2 related with intangible assets board 

supervision, presents evident patterns of behaviour among firms with PBR <1 and firms with PBR ≥ 1, 

coherent with the dual logics of signalling and proprietary costs theories. SP 3.1.3, in contrast, has little 

strength in explaining attitudes toward disclosure, and, so, suggests that ambiguity regarding disclosure 

persists in Japan’s intangible asset reporting arena. This study links internally derived managerial attitudes 

with financial metrics, to show that the ‘comply-or-explain’ categorizations do not all represent depth of 

engagement and that the very act of valuation informs how a company strategically considers transparency. 

1. Low-PBR Firms: Compliance as a Credible Governance Signal 
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For firms with PBR< 1, Comply with SP 4.2.2 is consistently and significantly linked to almost all respects 

of substantive, managerial participation in IP governance – a dynamic operationalized through proactively 

filing patents, frequent management-level meetings about IP, senior management common knowledge of IP, 

and management actively endorsing policies related to IP. In other words, these findings indicate that 

compliance is not just a form of procedure but rather is associated with actual practices at an internal level. 

This behaviour is consistent with signalling theory which states that firms experiencing negative market 

sentiment will engage in expensive and observable actions in order to distinguish themselves from lower 

quality rivals. A PBR less than 1 indicates the market is sceptical concerning capital utilization or future growth 

and firms responding to signal markets of this scepticism may opt for the expensive coordination in SP 4.2.2 

to credibly indicate their improvement focus – for example board oversight, cross- departmental coordination, 

structured oversight of IP. The latter findings are in line with Chatterji and Toffel (2010) claim that poor third-

party assessments often foster real change. 

Within this framework, SP 4.2.2 operates as a relevant, expensive governance signal that allows less-than-

stellar performing firms to mitigate the problem of information asymmetry by signalling better alignment and 

capabilities in developing a capability for managing IP, a capability that is not easily captured in financial 

statements due to the IAS 38 and due to the nature of intangible assets. 

2. High-PBR Firms: Selective Compliance Shaped by Proprietary Costs 

On the other hand, companies with PBR ≥ 1 do not present any statistically positive relationship between 

the compliance and internal engagement variables. The only notable correlation is that between compliance 

and the perceived burden of explaining IP matters to management, which is negative, reflecting the idea that 

“explain” firms may not see much value in, or lack the resources for, further reporting. 

This same tendency coincides with the costs of proprietary theory. Companies which are already considered 

expensive by the market, meaning they are typically highly innovative, resource-rich, or have a specialized 

strategic positioning, could face more risk in revealing information associated with IP Strategy or intangible 

asset allocation. The costs at the margin are high for these companies because they are already being valued 

in the market for their transparency, and the costs of transparency are also high – they come in the form of loss 

of competitive advantage and complexity. 

In this case, it seems that high-PBR firms are tending to the theory of selective transparency in that they 

disclose as much as it is needed to justify their non-disclosure. Such conduct is consistent with Verrecchia’s 

(1983) prediction that disclosure is a function of a trade-off between the reputational gain and proprietary cost 

of disclosures. The fact that compliance does not have any positive relationship with internal engagement also 

implies that, when valuation is high, compliance is not needed to keep investor confidence. 

3. Limited Explanatory Value of Supplementary Principle 3.1.3 

Contrarily to SP 4.2.2, the comply-or-explain type of SP 3.1.3 does not have an influence on the attitudes 

towards clarity, usefulness, workload, and risks of IP-related disclosure. Several reasons can account for this 

outcome. 

https://journal.access-bg.org/


 

ACCESS Journal:  

Access to Science, Business, Innovation in Digital Economy 

ISSN 2683-1007 (Online) 

2026, 7(1), 163-177, https://doi.org/10.46656/access.2026.7.1(9)  https://journal.access-bg.org/ 

 

174 
 

First, because the principle itself is ambiguous and broad in its interpretation, compliance can be symbolic 

and therefore relatively common. This is consistent with the findings of mere “Comply” or box-ticking for 

Japan´s CGC (Buchanan et al., 2019). Second, there are no standardized performance metrics for intangible 

asset disclosure, which means that firms cannot measure whether their disclosure is adequate or “safe’ from a 

strategic perspective. Third, the conflict between transparency and the safeguarding of proprietary information 

is particularly relevant to IP-related disclosure and makes it less likely that formal compliance measures will 

serve as an adequate proxy for substantive engagement. 

Therefore, SP 3.1.3 acts as a weak proxy of companies’ actual disclosure logic. Its lack of clarity diminishes 

its utility as a tool for disentangling meaningful variations in the transparency strategies adopted by firms. 

4. Contrasting Internal Logics of Disclosure Attitudes Across Valuation Levels 

The inter-item correlations also offer further interpretive insight into how each corporation conceptualizes 

disclosure: 

 Low-PBR Firms: Firms that provide better descriptions of their intangible asset strategies are also less 

concerned about negative effects. This indicates that the disclosure of information helps to introduce 

certainty to the situation and allows for opportunities to restore faith with the investment community. 

Disclosure represents an opportunity versus a liability for these firms. 

 High-PBR Firms: The more beneficial the respondent feels disclosure would be, the more concerned 

about risks. In this case, firms anticipate signalling benefits but also feel exposed strategically. This 

double consciousness seems a more sort of advanced or defensive posture in relation to exposure. 

The results of these analyses in concert show that the meaning and utility of a disclosure event depends on 

valuation and is not universal. The disclosure of the same information therefore acts as a signal of credibility 

for low-PBR firms and as a threat to competitive advantage for the high-PBR firms. 

5. A Valuation-Driven Disclosure Threshold at PBR = 1 

Combining these results, this study suggests a “disclosure threshold” approximately near PBR = 1: 

 Below this threshold, companies take up transparency and governance improvements as positive 

aspects of reviving investor confidence.  

 Above this level, firms begin entering the category of selective or defensive disclosure, in order to 

protect proprietary information and reduce unnecessary reporting costs. 

Such unbalanced incentives account not only for the inconsistent compliance with the comply-or-explain 

system in a uniform market segment, but also for the differentiated compliance patterns within the same 

segment of the market in Japan. It also shows the possible downside of the process: if low-PBR firms bear 

high signalling costs to prove quality, yet the signalling is not fully valued within the market, an adverse 

selection mechanism, caused by governance, produced a condition discouraging actual conformity. 

6. Implications for Corporate Governance Practice in Japan 

These results indicate that there are limitations to using a strict adherence to a compliance type label to 

understand company’ s involvement with the governance of intangible assets. Given the huge variance in the 
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incentives to disclose that is tied to valuation, it may be the case that a standard policy or governance measures 

can miss out on the set of strategic considerations that are driving the potential behaviour of firms. These 

findings have the following policy implications: 

 Standardization needs: Less ambiguous – one size fits all or with a better guidance for disclosure of 

intangible assets would be more beneficial to reduce compliance costs especially for small firms. 

 Promote high quality, selective disclosure – Help firms provide information that is useful but not 

proprietary which can strengthen credibility without compromising competitive positions. 

 Better oversight of Comply-or-Explain stories: exchanges and investors may wish to engage with 

explanations in a more substantive manner rather than only considering compliance on a binary basis. 

Managers, and in IP departments, should take this result as a reminder to better match internal governance 

practices with the types of disclosures that are best able to meet market expectations and competitive dynamics. 

7. Limitations and Future Research 

This is an exploratory study that is based on a small sample of Standard Market firms and self-reports from 

IP managers. In future studies, the sample should include firms across more markets, study longitudinal 

variations after those observed in reaction to the revisions and explore how the investors actually perceive 

intangible asset disclosures within the flexible legal boundaries of the Japanese system. More research could 

also investigate the role of various kinds of intangible assets, e.g., patents, human capital or data assets, on the 

disclosure choices of firms. 

 

CONCLUSION  

Drawing on the interpretation of the CGC’s IP-related provisions by Japanese companies, this research 

connected Comply-or-Explain dots to internal practises and understandings of IP governance and disclosure. 

This empirical evidence suggests, on the one hand, that firms’ adherence to SP 4.2.2 has relevant behavioural 

implications in terms of levels of disclosure given that firms with lower and higher PBR behave differently, 

and on the other that firms’ compliance or not with SP 3.1.3 explains little about their real attitudes towards 

disclosure. This study adds to existing scholarship in three main ways. 

It is the first to rely not on outside compliance data, but on internal actors, IP department heads, representing 

the elite of the firm; thus, filling a gap among existing studies, which have used mostly observable governance 

indicators. 

Second, it shows a split between the valuation-based: low-PBR firms rely on a credible signal via 

compliance with SP 4.2.2, while high-PBR firms use selective transparency due to proprietary costs concerns. 

Finally, it shows that the ambiguity of SP 3.1.3 is an obstacle to understanding which actors have engaged 

with the substantive issue, a theme that has been a critique of the symbolic compliance often associated with 

soft-law frameworks. 

These findings have direct relevance for practice and policy. From the perspective of management, 

particularly management with responsibility for strategies related to intellectual property, the match between 
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disclosure behaviour and valuation setting is central – low-PBR firms could seek to disclose in more complete 

and transparent ways to establish credibility, while high-PBR firms might concern themselves less with 

providing all the information that the market wants, and concentrate instead in providing high quality 

disclosure that does allow them to still protect valuable information. 

For policy makers, firms expressed an interest in more specific guidelines or templates on how to report on 

intangible assets, as firms have trouble to consistently interpret SP 3.1.3. Differences in valuation and available 

resources between firms may also help provide a more defined attachment of supervisory expectation under 

the CGC. 

Its exploratory nature and limited sample size paves the way for future studies to explore the issue of 

governance conduct conditioned by valuation with larger samples as well as the ways in which investors in 

general interpret disclosures about intangible assets under Japan’s comply-or-explain approach. 
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