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Product-based ( sin stock)

Conduct-based
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negative or 
exclusionary screening

( )

positive or
best-in-class screening

( )

E&S 
integration

E&S 
engagement



E&S 



= 0

< 0

SRI funds: Bauer, Koedijk, and Otten (2005), Hartzmark and Sussman 
(2019), · · · (2020)

KEJI Index: (2013)
CGS Index: · (2021)

SRI funds: Renneboog, Ter Horst, and Zhang (2008)

Sin stocks: Fabozzi, Ma, and Oliphant (2008), Hong and Kacperczyk (2009)

CGS Index: (2020)

> 0 Environment: Derwall, Guenster, Bauer, and Koedijk (2005)

Customer: Fornell, Mithas, Morgeson III, and Krishnan (2006)

Employee: Edmans (2011)

KLD Index: Kempf and Osthoff (2007), Khan, Serafeim, and Yoon (2016)
Sustinvest Index: · (2013)

High ESG-grade funds: · · · (2020)



?



= 0 Obvious if one assumes: (i) mean-variance optimization, (ii) market risk 
premium, (iii) semi-strong form market efficiency

Learning explanation in case of governance: Bebchuk, Cohen, and Wang (2013)

< 0
Non-pecuniary preference: Bollen (2007), Nilsson (2007), Benson and Humphrey 
(2008), Renneboog, Ter Horst, and Zhang (2011), Hong and Kostovetsky (2012), 
Bauer and Smeets (2015), Riedl and Smeets (2017), Hartzmark and Sussman 
(2019), Zerbib (2019), Pedersen, Fitzgibbons, and Pomorski (2020), Pástor, 
Stambaugh, and Taylor (2021), Barber, Morse, and Yasuda, 2021

Social signaling or reputation: Riedl and Smeets (2017)

Lack of risk sharing: Heinkel, Kraus, Zechner (2001), Hong and Kacperczyk (2009), 
Luo and Balvers (2017)
Cardon risk (or sin) premium: Pástor, Stambaugh, and Taylor (2021), Bolton and 
Kacperczyk (2021)

> 0 Market inefficiency: Hong, Li, and Xu (2019), Krueger, Sautner, and Starks (2020), 
Stoebel and Wurgler (2021)

Rating uncertainty: Avramov, Cheng, Lioui and Tarelli (2022)

Revision of belief (awareness, taste): Pástor, Stambaugh, and Taylor (2020), 
Choi, Gao, and Jiang (2020)



< >

< >

< , >

Market Efficiency



Learning Explanation (Bebchuk, Cohen, and Wang, 2013)



Nonpecuniary Preference

( )

· (Bollen, 2007)

(Benson and Humphrey, 2008; Renneboog, Ter Horst,

and Zhang, 2011)

(Hong and Kostovetsky, 2012)

Moringstar (sustainability rating) (2016 ) ·

(Hartzmark and Sussman, 2019)

(Bolton,

Ravina, and Rosenthal, 2020)



Social Signaling or reputation (Riedl and Smeets, 2017)

(social reputation)

,



Carbon Risk Premium (Bolton and Kacperczyk, 2021)

(market risk premium) ,

(carbon risk premium)

,

(systematic risk)

, (risk

factor)

: ( 1-SD 1~4%)



Market Inefficiency (Hong, Li and Xu, 2019)

<



Rating Uncertainty (Avramov, Cheng, Lioui, and Tarelli, 2022)

E&S ?

ESG (6 ESG )

ESG ESG

ESG : ESG , ( )

ESG : ESG , ( )



Revision of Belief, Awareness, or Taste (Choi, Gao, and Jiang, 2020)

global Google

,



: Pedersen, Fitzgibbons, and Pomorski (2020)

ESG-unaware investors

: < 0

: > 0

ESG-aware investors

: = 0

: = 0

ESG-motivated investors

: > 0

: < 0



E&S 



E&S ( )

Institutional Investors Engagement E&S 

PRI E&S : Dyck, Lins, Roth, and Wagner (2019)
The Big Three CO2 : Azar, Duro, Kadach, and Ormazabal (2021)
The Big Three (gender) : Gromley, Gupta, Matsa, Mortal, and Yang (2021)

Institutional Investors Engagement ( )

1 : 
E&S : Flammer (2015)



E&S ( )

Green
Investor

Neutral
Investor

Purchase green firms 
and bump brown firms

End up owning
more brown firms

(market must clear)

Overvalued
green firms

Undervalued
green firms

Risk sharing

No risk sharing

Lower
expected return

Higher
expected return

Lower
cost of capital

Higher
cost of capital NPV < 0NPV > 0

Heinkel, Kraus, and Zechner (2001)



E&S ( )

Green
Investor

Neutral
Investor

Long

Short

Long

Short

Stronger cost of capital channel
Clifford Asness at AQR Capital (2022)



E&S (Berk and Binsbergen, 2021)



E&S 

ESG-aware investors

: = 0

: = 0

ESG integration investors = ESG-aware investors
= 0

( )





E&S (efficient 
market), E&S (no further revision in belief) 

E&S (-) , E&S (0)

E&S E&S E&S 

E&S (+) , 
E&S 

E&S 



Campaign

2021 6 9 , , 
(9 , 8 )
2022 1 11 , , I-PARK 23-38

(6 )
2022 2 8 , APG

HDC ( 6.93% )
: (1) ESG , (2) , (3) 

, (4) 

Real estate development and 
construction company in Korea

Manages ABP (pension fund for 
government and education employees 

in the Netherlands)

Shareholder activist group in Korea
(2006 ~ ) 

Outcome
2022 3 4 , HDC , (

) ( 4.36% )
2022 3 29 : (1), (3), (4) , (2) ( 97% )



(advisory, non-binding) 
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