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FE2HIE 7|H 02 7|99 ESG A Yol #ilo] S7Fok= Aol
ESG= 24 (Environment), AF8](Social), Z/87+%(Governance)2] 2FA}o]
™ ESG golst F55 LAt AR} Z2A} A A 5 olsiHAA}
(Stakeholder)®] HO] FX& H2 02 Sh= 7|Y9 AFLRL=E A+F
A ST AR 7] e BHE Q. 59] ESGRRE 7| e Al
47F5/3(Sustainability) 7} W T4 AREE T ST ESG A9 71&
O] 21512 71Folu 714 9] AFS]A A A(Corporate Social Responsibility)
¥ 2] A A gt T ol AR ARl THA] e A0
2/5te] A& 7Hs et A S Skl Qi

20064 8- FAJolA] RAEAA A (Principle of Responsible Investing)
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A A0 BaIE) 156 Aol S 4 8 0k Bk 9
o a9l 719e dhitow ESG olekat 1%@ *el?%% P 2 A

2) www.fundguide.net/hkcenter/esg(A* Y: 2022. 3. 5)
3) Bloomberg(2021).
4) MU Ed]0](2022).
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10) AF9KPMG AAI -+ 4(2021).

11) APgKPMG A A5-4(2021).

12) BUR-Lex website, “Proposal for a DIRECTIVE OF THE EUROPFAN PARLIAMENT AND
OF THE COUNCIL amending Directive 2013/34/EU, Directive 2004/109/EC, Directive
2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability
reporting COM/2021/189 final”, https://eur-lex.europa.eu/legal-content/EN/TXT/?u
ri=CELEX:52021PC01895 &113f =] (A Y: 2022. 10. 2).

13) EUR-Lex website, “Proposal for a DIRECTIVE OF THE EUROPEAN PARLIAMENT AND
OF THE COUNCIL amending Directive 2013/34/EU, Directive 2004/109/EC, Directive
2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability
reporting COM/2021/189 final”, https://eur-lex.europa.eu/legal-content/EN/TXT/?uri
=CELEX:52021PC0189E #a1af (A Y: 2022. 10. 2).
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o}, B2 A4 13 (EU Taxonomy Regulation): EU22)

A WS HE AlFO] o Fe} tiAto] tist FRy g A L-u] A
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2% 22| ESG HA 32t 31



9%0] T2 24 Hateu]o] ojo] $3, Y FHto] Batn] 4
o washA gaien] sjue] 71 Aol ST gl FAEE
7IS0S] S8 saten], JLFATUI HE RO A1

A=, 7|FHE} -3 A%t FAIE FHOE ol ZFo| =
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e} A= 20229 0] SHE SHATH R YA Z(CBAM) 82t 2 74
ZCZB(ECB)Y] =253 d 733} ek Soff At

20219 7€ EU HPAL3)= Sa=4 2 PA E(Carbon Border
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Fo] AR w2 F7MoA BAY gl 7R @A HiES ©
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26) 3331 2)4(2022).
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28) &9 - o] &4 - A1 2(2021).
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29) A5 (2022).

30) AZd ol A - A AIE202)).
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33) 0] AT AE(2022).
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36) AFIKPMG A A7F-KL(2021).
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38) WA 274(2022).
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At&: European Commission(2022).
Z1)EU 712 ™ MIA THE, HIEU 7|12 EU 9L DHEUS 7|29,
2) 13 AT MR Y 71= ML/l ia'(ﬁo* A HE, 7|E SME T, S5, =M, ASE, EY
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g 33 AAF 222 oF 191 3,00070 EU 71943} 4,0007H2] <<
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41) Buropean Commission(2022).
42) Buropean Commission(2022).
43) Buropean Commission(2022).
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Hot 52 9 W&oz 51 ESG IYofAE= 1eHg oyR] B&Et
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44) Congress.gov website, “H. R. 5376 - Inflation Reduction Act of 2022, https://www.
congress.gov/bill/117th-congress/house-bill /5376 23l F=|(FAL: 2022. 10. 1).
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Abstract

ESG Ecosystem in Korea: Industrial Policy Research

Kim Yong et al.”

ESG(Environment, Social, Governance), which promotes sustainable
growth of companies, has become a key concern to companies in the
world's major countries, including South Korea. As ESG competency is
expected to be a major factor of companies’ competitiveness, govern-
ment policy debate has begun to encourage more companies to adopt
ESG practice and enhance ESG competency in South Korea.

However, better understanding of ESG Ecosystem in South Korea is
needed to have more constructive policy discussion. How does each
aspect of ESG(energy efficiency, labor, shareholder’s right, and etc.)
affect firms' performances? Are ESG practices are result of agency

problem in Korea? What are challenges of adopting ESG practice and

* aykim89@kiet.re.kr
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increasing ESG competency in firms perspective? This paper attempt
to address these questions by (D overviewing ESG-related policies of
the world's major countries, @ documenting detailed ESG competency
of major publicly-listed firms in South Korea, ® providing stylized
facts of ESG competency and firm's performance and determinants of
ESG scores, @ surveying firm's understanding of ESG practice, chal-
lenges associated to adopting ESG practices and enhancing ESG
competency.

Key findings of this paper are as follows.

There are similarities in ESG-related government policies. Many
countries are trying to (D establish what is ESG practices in order to
create transparent financial market of ESG investing, @ give larger in-
centive for firms to engage and invest in ESG activities, especially on
environment activities. Broader policy goals are aiming to define ESG
activities (taxonomy, ESG guidance and etc), promote green transition,
strengthen disclosure standard to mitigate ‘green washing problem,
manage ESG-related risks.

Using most frequently cited ESG ratings in Korea, non-financial
firms in Korea have higher S, G scores relative to E scores. Low E
scores attributes to low environment performance scores(energy effi-
ciency, carbon emission, and etc.), while environment management,
strategy scores are higher. Firms tend to do better in labor practices,
consumer practices but do relatively bad in local society contribution
aspect on average. In G, firms tend to do better in shareholders’ right,
compliance while score low in board structure on average. Score is
most overgenerous across industries in E-related scores than S and G.

Using ESG-scores data merged with financial variables, we provide

186 71U ESG B Srh £ LAY DrI2F AIMY A7



an evidence that suggests firms in South Korea struggle to increase
profit through increasing ESG impact. Specifically, we find that an in-
crease in S, environment strategy, customer relation, local society con-
tribution, disclosure standard, board structure, compliance score is
negatively associated with profitability of firms. However, an increase
in environment performance, or organization score is positively asso-
ciated with operating profitability, which implies current environment
gives companies incentive to do better in environment criteria. As ex-
pected, relationship between scores and profitability is most hetero-
geneity in E-related scores. In terms of ESG competency and financing
costs, we find that an increase in S score is negatively associated with
interest expense.

We also empirically tested whether ESG activities in South Korea is a
result of agency problems in firms. Using industry peer's average agen-
cy problem proxy variables as instruments we find that companies that
is managed less efficiently (more likely to suffer from agency problems)
tend to score higher in environment management and stake-
holder-relation, which is rated based on less verifiable information,
while companies that is efficiently managed (less likely to suffer from
agency problem) tend to score higher in environment performance
scores, which is rated based on more verifiable information.

Finally, we conducted ESG survey to more than 200 firms which in-
cludes firms that are currently has ESG ratings and those who don't.
Survey results shows that firms engage in ESG activities due to changes
in government policy environment, which favors ESG competent firms.
Firms that has ESG ratings respond that investment that aims to in-

crease ESG competency takes the largest portion of their annual
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ESG-related expenses, while gathering information for annual sustain-
ability reports takes heavy task burden. On most pressing aspects of
ESG that are dealt with, most firms responded gathering environment
performance-related data, dealing with industrial accident, enhancing
ethical management practices regardless of whether firms have ESG
ratings. On ESG aspects that needs improvement, most firms with ESG
ratings responded, “decreasing carbon emission”, “working with sup-
pliers better”, and “increasing diversity in the board”, while most firms
without ESG ratings responded; “gathering environment data’, “dealing
with industrial accident”, and “enhancing ethical business practices’.
Most firms responded, “standardization on disclosure of ESG in-
formation is needed” Lastly, when asked “what government policy is
most needed to create better ESG ecosystem”, most firms with ESG rat-
ings responded “standardization of disclosure standard” while most
firms without ESG ratings responded “education programs to increase
ESG workers'.

Overall results in this paper indicate that ESG competency has be-
come a key factor of firms competitiveness and it is a challenge for
South Korean companies to adopt ESG activities. Our results provide
following policy implications. First, companies struggle to make profit
out of most ESG activities and it seems to stem from large investment
on property and equipment that enhances ESG competency. Providing
larger tax-credits on such equipments and property is needed to re-
duce burden and make ESG activities more profitable; such tax-credits
should prioritize industries if investments is related to environment as-
pects and require firms to increase competency from receiving these

benefits due to mitigate potential green washing problem. Secondly,
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disclosure standard on financial products has to be implemented to
mitigate ex-post investment green washing problem, for investors to
track ESG impact of their portfolio. Third, ESG education program that
provides training on how to monitor ESG-related regulation to ESG
adopters are needed as firms needs more employees to ESG activities
but ESG activities seems to be not profitable yet in South Korea.
Fourth, currently proposed government ESG consulting services should
focus on legal consulting especially on ESG regulations that can be ma-
terial to firms. Lastly, defining ESG (especially S apsects) and establish-
ing disclosure standards still needs work. However, E of government's
ESG indicators should focus mainly on environment performance re-
lated metrics as they both coincides with climate change response pol-

icy agenda and it is least likely to have green washing problem.
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