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Abstract 

Whether ESG performance creates value for shareholders remains contested. We ask whether 

the ESG–firm value relation in Korea depends on the prevailing monetary regime. Hansen’s 

(1999) panel threshold model, applied to 5,110 firm-year observations of KOSPI-listed firms 

over 2012–2025 with cluster-robust inference and 1,000 bootstrap replications, locates a 

structural break at a 3-year AA− corporate bond yield of 3.19%. The threshold is sharply 

identified (F = 72.59, bootstrap p < 0.001) and falls between the Bank of Korea’s pre-tightening 

years and the 2022–2024 hiking cycle. The ESG slope is positive below the threshold (β = 

0.0147) and negative above it (β = −0.0262), though neither clears the 10% level (p = 0.398; p 

= 0.151). We read the evidence as a regime shift in how the Korean market prices ESG, in line 

with the long-duration discount-rate channel in Pástor, Stambaugh and Taylor (2021). The 

within-regime imprecision matches the rating-noise mechanism in Avramov et al. (2022). 
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1. Introduction 

Sustainable investing has gone from niche to mainstream in roughly a decade. Global ESG-

mandated assets exceeded US$30 trillion at the start of 2018, and Korea has followed the trend 

through KCGS ratings and the Financial Services Commission’s 2024 Corporate Value-up 

programme. Whether ESG creates value for shareholders, however, remains empirically 

unresolved (Friede, Busch and Bassen 2015; Gillan, Koch and Starks 2021). 

Two recent strands of equilibrium theory frame the puzzle. Pástor, Stambaugh and Taylor 

(2021) and Pedersen, Fitzgibbons and Pomorski (2021) show that when investors derive utility 

from green holdings, those stocks earn lower equilibrium returns. Avramov et al. (2022) and 

Berg, Kölbel and Rigobon (2022) add that ESG ratings are noisy and divergent, which acts as 

a priced risk factor and attenuates measured ESG–alpha relations. Both mechanisms share an 

implication: ESG cash flows are long-duration, with payoffs realised slowly through reduced 

regulation, reputational capital, and option value over future climate policy (Bolton and 

Kacperczyk 2021). Long-duration cash flows are mechanically sensitive to discount rates, so 

the realised value relevance of ESG should depend on the prevailing cost of capital. 

This letter takes that prediction to the Korean market. Using Hansen’s (1999) panel 

threshold model with the corporate bond yield as the threshold variable, we find a structural 

break in the ESG–Tobin’s Q relation at 3.19%, sharply identified by a bootstrap F of 72.59 (p 

< 0.001). The break separates Korea’s 2013–2021 accommodative regime from the 2022–2024 

hiking cycle almost exactly. The ESG slope is positive below the threshold and negative above, 

mirroring the duration logic above, although neither slope is individually significant at 

conventional levels. The rating-noise mechanism of Avramov et al. (2022) and Berg, Kölbel 

and Rigobon (2022) gives a natural reading of why within-regime estimates are attenuated even 

when the underlying regime structure is real. 

Our contribution is incremental but specific. Existing emerging-market studies treat the 

ESG–value relation as linear (Aydoğmuş, Gülay and Ergun 2022) or examine crisis 

heterogeneity (Lins, Servaes and Tamayo 2017; Broadstock et al. 2021). We allow the slope to 

switch endogenously at a data-determined point on the cost-of-capital distribution, and report 

the first such estimate for an Asian emerging market. 

2. Hypotheses 

Under accommodative monetary conditions, a low risk-free rate compresses the hurdle rate, 
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raising the present value of ESG’s long-horizon intangible payoffs (Albuquerque, Koskinen 

and Zhang 2019). When capital is cheap, markets capitalise distal ESG benefits more readily. 

H1a: Below a critical threshold of the cost of capital, ESG performance is positively associated 

with Tobin’s Q. 

When rates rise, the calculus reverses. Discount rates inflate the present cost of front-loaded 

ESG outlays relative to back-loaded benefits, and short-termism amplifies the effect (Stein 

1989). Krueger, Sautner and Starks (2020) show that institutional investors revise their 

attention to long-duration sustainability factors as financial conditions evolve. 

H1b: Above the threshold, the association is attenuated, eliminated, or reversed. 

3. Data and methodology 

The sample contains 5,110 firm-year observations on KOSPI-listed firms over 2012–2025. 

ESG ratings (1–6 scale, KCGS letter grades D to A+) are from the Korea Institute of Corporate 

Governance and Sustainability; financial data are from TS2000 (Korea Listed Companies 

Association); the threshold variable is the annual 3-year AA− corporate bond yield from the 

Bank of Korea. Tobin’s Q is the dependent variable. Controls (Table 1) follow the standard 

ESG–firm value specification (Fatemi, Glaum and Kaiser 2018; Aydoğmuş, Gülay and Ergun 

2022). 

Table 1. Definitions and rationale of control variables. 

Variable Definition Theoretical rationale 

Firm Size Ln(Total Assets) Captures economies of scale and visibility; larger firms 

face heightened public scrutiny over sustainability 

practices. 

Leverage Total Debt / Total Assets Reflects financial risk and debt-monitoring effects; higher 

leverage may constrain ESG investment capacity. 

Profitability 

(ROA) 
Net Income / Total Assets Proxies for internal slack; profitable firms have greater 

discretion to fund discretionary ESG spending. 

Sales Growth (Salesₜ − Salesₜ₋₁) / Salesₜ₋₁ Controls for investment opportunity set; growth firms may 

prioritize capex over ESG outlays. 

Cash Flow Operating CF / Total Assets Proxies for liquidity; sufficient cash flow attenuates the 

perception of ESG spending as a financial burden. 

 

We estimate the single-threshold panel model of Hansen (1999): 

yᵢₜ = μᵢ + β₁ ESGᵢₜ · I(qᵢₜ ≤ γ) + β₂ ESGᵢₜ · I(qᵢₜ > γ) + Γ Zᵢₜ + εᵢₜ, 

where yᵢₜ is Tobin’s Q, qᵢₜ is the corporate bond yield, γ is the threshold, Zᵢₜ stacks the controls, 
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and μᵢ absorbs firm fixed effects. The threshold is estimated by minimising the concentrated 

residual sum of squares over the 15th–85th percentile range of q. Standard errors are clustered 

at the firm level. Inference uses Hansen’s (1999) bootstrap with 1,000 replications under the 

linear null. 

4. Results 

Table 2 reports the estimates. The threshold is γ̂ = 3.19%, with bootstrap F = 72.59 (p < 0.001), 

comfortably rejecting linearity. The threshold is sharply identified: at every other candidate 

yield in the trimmed grid, LR(γ) exceeds the 99% asymptotic critical value of 10.59 by a wide 

margin (Figure 1). The location is economically meaningful, partitioning the sample into an 

accommodative regime (r ≤ 3.19%, covering 2013–2021 and 2025) and a tight regime (r > 

3.19%, covering 2012 and 2022–2024). 

Table 2. Panel threshold regression results. 

Variable Coefficient Std. error t-statistic p-value 

ESG (Low regime: r ≤ 3.19%) 0.0147 0.0174 0.845 0.398 

ESG (High regime: r > 3.19%) −0.0262 0.0182 −1.437 0.151 

Firm size [Ln(Assets)] −0.3424*** 0.1121 −3.054 0.002 

Leverage 0.7940*** 0.2250 3.529 0.000 

Profitability (ROA) 0.0072** 0.0032 2.230 0.026 

Sales growth −0.0001 0.0001 −1.106 0.269 

Operating cash flow 0.4560** 0.1876 2.431 0.015 

Threshold estimate (γ) 3.190% – N 5,110 

F-statistic (threshold test) 72.59*** – Bootstrap p < 0.001 

Notes: Dependent variable is Tobin’s Q. Threshold variable is the 3-year AA− corporate bond yield. ***, **, * 

indicate 1%, 5%, 10% significance. Standard errors clustered at the firm level (G = 776). Bootstrap p-value from 

1,000 replications under the linear null. 
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Figure 1. Hansen (1999) likelihood-ratio profile. The blue curve plots LR(γ) over candidate values of the 3-year 

AA− corporate bond yield within the trimmed grid. Dashed and dotted lines mark the 95% and 99% asymptotic 

critical values. The minimum at γ ̂= 3.19% is highlighted in red. 

The regime-specific ESG slopes flip sign across the threshold, in the direction predicted by 

H1a and H1b: positive at 0.0147 below 3.19%, negative at −0.0262 above. Yet neither slope is 

individually significant (p = 0.398, p = 0.151). The within-regime evidence is therefore 

directional rather than sharply identified. What the data establish is that a single regime-

invariant ESG slope is rejected with high confidence, even if the slope inside each regime is 

estimated imprecisely. This attenuation is itself consistent with rating noise: Berg, Kölbel and 

Rigobon (2022) and Avramov et al. (2022) show that ESG rating divergence biases regime-

specific premia toward zero even when the underlying regime structure is real. Among the 

controls, firm size (−0.342, p = 0.002), leverage (0.794, p < 0.001), profitability (0.007, p = 

0.026), and operating cash flow (0.456, p = 0.015) load with expected signs and significance; 

sales growth is insignificant. 

5. Discussion 

There is a natural way to read the 3.19% threshold. It is, in effect, the empirical discount-rate 

boundary of the Korean equity market over the sample period. Within the accommodative 

regime, the directional positive ESG–Q association matches the demand channel of Pástor, 

Stambaugh and Taylor (2021): cheap capital makes ESG’s back-loaded payoffs more valuable 

in present-value terms, and ESG-sensitive investors capitalise that into prices. Within the tight 

regime, the directional reversal aligns with the carbon-premium evidence of Bolton and 

Kacperczyk (2021). When rates rise, long-duration ESG investments are devalued, and short-
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horizon investors begin to view ESG outlays as agency costs rather than long-term assets. The 

pattern accords with survey evidence in Krueger, Sautner and Starks (2020) that institutional 

investors reprice sustainability factors as financial conditions evolve. 

Two implications follow. The durability of the K-ESG agenda depends, at least in part, on what 

monetary tightening cycles do to the cost of capital faced by sustainability-active firms. 

Instruments that cushion that cost—green credit lines, ESG-linked tax incentives, differentiated 

capital-requirement treatment for green assets—can be read as attempts to keep the effective 

hurdle rate of sustainable projects below such regime-shifting thresholds. The precise figure 

(3.19%) is sample- and country-specific; we do not claim it transfers to other emerging markets 

without modification. The qualitative pattern of a sign reversal in the ESG–Q relation across 

monetary regimes, however, is what the discount-rate channel of ESG predicts more generally. 

6. Conclusion 

The ESG–Tobin’s Q relation in Korea changes character at a corporate bond yield of about 

3.19%. The threshold is sharply identified and corresponds to the boundary between Korea’s 

2013–2021 accommodative regime and the 2022–2024 tightening cycle. Regime-specific 

slopes flip sign as predicted by the discount-rate channel, though neither attains conventional 

significance. We interpret the result as a regime shift in how the Korean market prices ESG, 

not as proof of a within-regime ESG premium. Three limitations point to natural extensions: 

longer panels or less noisy ESG measures should sharpen within-regime inference; the E, S, 

and G pillars likely respond differently and merit separate treatment; and comparable 

thresholds for other Asian emerging markets remain to be estimated. 
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