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Abstract 
 
Institutional investors are increasing their ownership in corporations and therefore their influence on financial 
markets is expanding. The Swedish public pension funds are one of Sweden’s largest institutional investors, 
holding capital for pension savers that amount to 1 123 billion Swedish Kronor. Media and non-governmental 
organizations’ attention on institutional investors’ corporate engagement have put pressure on their work with 
socially responsible investments. The Swedish public pension funds are no exception. Recent reports reveal that 
the pension funds are still owners in fossil fuel intensive corporations as well as firms connected with human 
rights violations. The aim of this study is to identify factors that influence pension funds’ view on socially 
responsible investments. Particular focus is directed towards the funds’ view on corporations that are highly 
involved in fossil fuel emissions. The study is presented as a case study in which a comparison of management 
between two of Sweden´s public pension funds is made in order to define how the attitude towards socially 
responsible investments affect the choices of instruments of influence that are used in corporate engagement. 
The findings of the study argue that the two funds use similar instruments of influence in their corporate 
engagement. However, differences in how the instruments are applied exist and the study reveals that the two 
funds’ approaches to corporations that are highly involved in fossil fuel emissions are different. Conclusions 
from the study are that the funds’ work with socially responsible investments is based on the mandate to serve 
the Swedish citizens and manage their retirement money in a desirable way. The study argues that the funds’ 
view on socially responsible investments is based on their role as representatives for the majority of individuals 
in Sweden and that the funds actions, consequently, should reflect the majority opinion of the Swedish society. 
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Summary 
 
From a sustainable development perspective climate change is one of the biggest threats to this planet and is 
expected to have a dramatic impact on the world economy. Many corporations are dependent on resources 
contributing to climate change and, therefore, corporations play an important part in addressing the 
environmental challenges that lie ahead. 
 
As institutional investors are large owners in corporations and, thus, can influence their behavior, it is of 
importance to investigate how these investors choose to use that power towards corporations. The Swedish 
public pension funds, with its substantial capital of 1 123 billion Swedish Kronor, hold such an influential 
position. As the attention by media and non-governmental organizations on how the Swedish public pension 
funds invest and engage in corporations is increasing, the funds’ work with socially responsible investments has 
been highlighted. The fact that the funds are still large owners in corporations that are highly involved in fossil 
fuel emissions is one example that has created attention on their work with socially responsible investments. 
 
This thesis explores institutional investors’ view on socially responsible investments with the aim of identifying 
factors that influence their work on corporate engagement. The study pays particular focus to institutional 
investors’ position towards investments in fossil fuel intensive corporations. The study is presented as a 
comparative case study between the management of two of Sweden’s public pension funds, AP4 and AP7, in 
order to identify differences and similarities in approaches to socially responsible investments and corporate 
engagement.  
 
The research data include interviews with the Head of Communication and Corporate Governance at the two 
funds. In addition, the funds’ corporate governance policies, sustainability and governance reports and financial 
reports are analyzed. Furthermore, two additional interviews are conducted in order to strengthen the robustness 
of the results from the study. The theoretical review describes the theories connected to investors’ engagement in 
corporations’ environmental, social and governance criteria. The theoretical framework for the study is based on 
socially responsible investment- and stakeholder theory. 
 
The findings of the study argue that the two funds use similar instruments in their corporate engagement and that 
differences that have been acknowledged between the funds in previous studies have decreased. However, the 
study also reveals that the funds’ approaches and risk assessments to corporations that are highly involved in 
fossil fuel emissions differ. Conclusions that are drawn from the study are that the two funds base their work 
with socially responsible investments on the mandate to serve the Swedish citizens and to manage the pension 
savers’ money in a desirable way. The study argues that the funds’ view on socially responsible investments are 
based on their role as representatives for the vast majority of Swedish citizens, and that the funds actions, 
consequently, should reflect the majority opinion of the Swedish society. 
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Definitions of special terms 
 
Complexity Theory  The ground from which sustainable investing principally comes from is called 

complexity theory. The complexity theory is based on the assumption that the 
world shows behaviors and interactions of nonlinear features - why the 
economic concept of market equilibrium is not sufficiently satisfying 
(Eisenhower, 2011).  The complexity theory combines various economical 
theories such as behavioral economics, agency theory, network theory and game 
theory together with more conventional financial theory (Ibid.). 

 
CSR  Corporate Social Responsibility is in this thesis defined as “the responsibility of 

enterprises for their impact on society” (EU COM, 2011, 6). To fully meet this 
social responsibility, enterprises should “have in place a process to integrate 
social, environmental, ethical, human rights and consumer concerns into their 
business operations and core strategy in close collaboration with their 
stakeholders” (EU COM, 2011, 6).1  

 
ESG criteria  The term refers to the environmental, social and corporate governance issues 

that investors consider in the context of corporate behavior. Environmental (E) 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1 Both by the corporate sector and by the academic world, there is uncertainty as to how CSR should be defined (Dahlsrud, 
2006). Numerous definitions of corporate social responsibility have been launched since its introduction.  
The definition of CSR in this thesis refers to the EU commission definition in their policy on CSR. This definition is used for 
two reasons. First, the EU Commission definition is - according to Dahlsrud’s (2006) study on frequency within different 
CSR-definition - a regularly referred and accepted definition. Secondly, the definition is the ground for the Swedish 
Government and their interpretation of CSR and therefore serves as a benchmark for what corporations in Sweden are 
encouraged to include in their CSR-related commitments. Thus, this definition fits well into this thesis since the Swedish 
public pension funds are the object of this research. 
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criteria look at how corporations perform as a steward of the natural 
environment, social (S) criteria examine how corporations manage relationships 
with its employees, suppliers, customers and the communities where it operates 
and governance (G) deals with corporation’s leadership, executive pay, audits 
and internal controls, and shareholder rights (UNEP FI, 2010). Examples on 
concerns that are considered as ESG issues often have following characteristics: 
matters traditionally considered as non-financial, a long-term horizon, 
qualitative objects that are readily quantifiable in monetary terms, externalities 
(costs borne by other firms or society at large) not well captured by market 
mechanisms, a public-concern focus (UNEP FI, 2010, 6).  

 
 
Fund  A fund is a collection of securities that is owned by them who invest in the fund. 

The investor in a fund buys shares in the funds securities (Internet, 
Pensionsmyndigheten, 2014). The purpose of saving in funds is to spread the 
capital between several securities, which provides decreased risk-taking (Ibid.).  

 
Institutional Investors  Institutional investors are organizations that manage substantial sums of money 

and invest those in different kind of asset classes, such as securities, real 
property, shares etc. Typical institutional investors include pensions funds, 
insurance companies, banks and hedge funds (Internet, Renaud, 2009). 

 
Long-term The long-term is in economical term defined by means of a comparison between 

the short-term. The definition of long-term used in this thesis is ”the practice 
buying and holding a security, portfolio or investment strategy for a term of 
longer than one year” (Internet, Fartex Financial Dictionary, 2012). 

 
SRI  Socially responsible investments are “long-term investments that are 

intergenerationally efficient and fair”. SRIs are expected to be made with 
respect both to individuals living today and to future generations. The 
perspective promotes long-term investment strategies, which contains a wider 
analysis of an investment that the case is for a conventional strategy (Urwin and 
Woods, 2009, 2; Eisenhower, 2011, 2). 

 
Stranded Assets  A stranded asset is a financial term that describes an asset that has ”suffered 

from unanticipated or premature write-downs, devaluations or conversion to 
liabilities” (Caldecott et al., 2014, 2). More on stranded assets is found in the 
empirical background in chapter 4.2 Stranded assets.  
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1. Introduction 
 
This chapter identifies and contains an introduction of the studied subject. It begins with a background on the 
subject and continues to specify the problem that is studied and ends with a formulation of the researched 
problem. This introductory chapter also includes the aim of the study, the posed research questions, delimitations 
and an outline of the chapters that are included in the thesis. 
 
 
1.1 Sustainable development and socially responsible investments 
 
Within the investment sector there is, currently, an increasing interest directed towards sustainability for two 
reasons: first, because of the ongoing climate change and, second, because of the pressure on corporations 
regarding their work with social responsibility (Urwin and Woods, 2010). These challenges have an effect on 
investors who are looking for return on investments and are two reasons as to why the concept of Socially 
Responsible Investments (SRI) has become an important consideration for decision-makers in the sector (Ibid.).  
 
From a sustainable development perspective climate change is one the most urgent and critical challenge for this 
earth’s future well being. According to the World Economic Forum Report (2014) on global risks, four out of the 
ten biggest threats for economic, social and political development are related to climate change. The probability 
of climate change, extreme weather conditions and water crises are estimated to be high and its impact on the 
economy comprehensive (World Economic Forum, 2014).  One of the potential effects of climate change that is 
of high concern for the investment sector are so called stranded assets.2 It is claimed by a number of researchers 
that corporations that are exposed to fossil fuels are facing a valuation risk in the future due to their dependency 
on assets that might not be used (Cederström, 2013). In addition, if the world intends to adhere to the Cancun 
agreement from December 20103, it is estimated by the International Energy Agency (Internet, IEA, 2014) that 
two-thirds of today’s fossil fuel reserves cannot be used. This highlights the potential affect for corporations that 
are dependent on such assets.  
 
Investors, who primarily seek for return on their investments, are facing these new challenges are adjusting their 
strategies thereafter. When it comes to instruments applied by investors in order to engage in corporations and 
their work with environmental and social matters, several options are at hand (Eurosif, 2011). In terms of 
instruments of influence, the concern for environmental and social issues is particularly relevant for investors 
who are interested in a long-term sustainable and sound return (Hebb, 2008).  
 
Expectations of social and environmental conduct in the financial sector calls for reviewing the activities that are 
used by institutional investors4 in corporate engagement on these issues. In this study, particular interest is 
geared towards public pension funds for two reasons: (1) they are committed to invest individuals pension 
capital in a long-term sustainable way, and (2) they form a substantial part of the investment sector and are 
therefore able to act as an influential operator (Ibid.).  
 
Previous research has highlighted the need of increased knowledge on the effects of different influence 
instruments for corporate engagement on investments (Hamilton and Eriksson, 2011). Various types of activities 
by investors to influence corporations have been identified, but research on the motives and the outcome in 
portfolio assets connected to the funds’ different strategies has not been fully covered in previous research 
(Ibid.). 
 
 
 
 
 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2!A stranded asset is a financial term that describes an asset that has ”suffered from unanticipated or premature write-downs, 
devaluations or conversion to liabilities” (Caldecott et al., 2014, 2). More on stranded assets in found in the empirical 
background in chapter 4.2 Stranded assets. 
3 In Cancun 2010, commitments were made by the international community to limit the increase in average temperature to a 
maximum of two degrees Celsius above pre-industrial level (UNFCCC, 2011). 
4 Institutional investors are organizations managing substantial sums of money and invest those in different kind of asset 
classes, such as securities, real property, shares etc. Typical institutional investors include pension funds, insurance 
companies, banks and hedge funds (Internet, Renaud, 2009).  
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1.2 Problem background 
 
The concept of SRI is a rapidly evolving area of growing importance (UN PRI, 2013). This type of investment 
seeks to integrate non-financial concerns - most often referring to environmental, social and governance (ESG) 
criteria - into the financial investment process (Sandberg et al., 2009). Investment profiles of this kind have 
faced increasing interest both in the academic and in the practitioner’s literature (Ibid.). Hassel and Semenova 
(2013) argue that in the changing field of corporate social responsibility (CSR) the impact of ESG performances 
on market value of firms is increasingly important for companies and investors. It can be stated that 
responsibility in investments has become mainstream and common knowledge within the field of financial 
markets (Sparkes and Cowton 2004; Eurosif 2010; UN PRI 2012). In addition, even though these types of 
investments are still in its infancy (Sandberg et al., 2009), there is, according to Karlsson (2006), a traditional 
history where you can refer to similar behavior in the field of investments. Karlsson (2006) argues that - 
although the discussion on ethical considerations in investments is a relatively new phenomenon among fund 
managers – the mindset has deep roots, especially among various religious groups. Already in the 18th century, 
when a Christian movement named the Quakers established itself in North America, they refused to invest in 
businesses involved in weapons manufacturing and slave trade (Karlsson, 2006; Eurosif, 2012). Moreover, when 
the Methodist Church began to invest on the stock market in the 1920s, they refused to invest in corporations 
involved in alcohol and tobacco production or gambling (Ibid.).  
 
While the private sector faces the new era of increased social responsibilities it is partly turning away from the 
notion of a “true” free market economy - with as few interventions as possible (Friedman, 1972) - into a market 
concept where they need to address social and environmental objectives in their businesses (Elkinton, 1998). 
Corporations’ accountability has been widely accepted and is today something every business leader has to relate 
to (Karlsson, 2006). CSR has become a concept, which managers have to take into account besides economic 
return on investment (Porter and Kramer, 2011).  
 
Not only corporations are affected by the increasing engagement in ethical matters but citizens, who invest 
money in corporations by buying shares and funds, also show an interest in the behavior of the corporations they 
invest in (Karlsson, 2006). Because of this increased interest in social responsibility in investments, the 
investment market now offers several options of so-called ethical funds to their customers (Ibid.). The 
emergence of ethical funds, ethical investment principles and codes of conducts in the last decade can be seen as 
a result of an increasing interest in CSR (Ibid.). However, Sandberg et al. (2009) argue that there is no general 
consensus in the financial sector on how the integration of non-financial concerns should be addressed in the 
investment process.  
 
The idea of SRI was first introduced as a concept in the USA in the 1970s (Nybom, 2012), and, according to U.S 
Social Investment Forum (2010), – driven by client demand, regulation and legislation. One example is the 
legislation demanding institutional investors, such as national pension funds, to invest a certain percentage into 
ethical funds and new green technology (Ibid.).  
 
 
 
1.3 Problem formulation  
 
When it comes to pension funds, which are considered to play a significant role in the capital market due to large 
share of stock and their influence capacity on corporations, the perspective of SRI has recently received 
increasing attention (Clark and Hebb, 2004). The pension funds hold a substantial amount of international equity 
and are held accountable for billions of workers pension savings around the world (Ibid.). In general, pension 
funds have a greater concern for ESG matters than short-term investors because of the pension funds’ long-term 
return perspective (Hebb, 2008). Additionally, it is argued by a number of researchers that there is a correlation 
between ESG considerations and strong long-term financial performance (Ibid.) 
 
Moreover, pension funds are framed by several legal requirements, such as laws of trust and under statute 
(Richardson, 2007; Woods, 2011). The funds are institutional and governmental directed investors, which often 
obliges them to take ESG-issues into account in a more comprehensive way than other operators in the market 
(Ibid.). Furthermore, due to the recent financial crisis, there has been a rising interest among institutional 
investors in shifting their strategy to one that includes more aspects of sustainability in order to provide a 
stronger resistance in the long run  (Exley, 2009). The form of this shift in strategy differs, including examples 
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such as longer-term of investment focus, an intensified activity towards integration of ESG criteria in 
mainstream funds and establishment of funds specifically directed at sustainable subjects such as renewable 
energy (Senior, 2009). 
 
In the Swedish pension system, public pension funds (Allmänna Pensionfonderna, AP-funds) are significant 
owners of corporations. The capital assets of the Swedish AP-funds amounted to 1 123 billion Swedish Kronor 
(SEK) in 2012 (Riksbanken, 2013, 93), which is a substantial part of the Swedish fund market. It can be 
compared with all life insurance companies and fund companies, whose investment amounted respectively to 2 
447 billion and 1 802 billion in 2011 (Riksbanken, 2012). The assets of the Swedish public pension system are 
divided between five AP-funds (Karlsson, 2006). The AP-funds are by the law on national pension funds 
committed to provide long-term return (SFS 2000:192). However, according to the same law (SFS 2000:192), 
the funds are also required to take into account ethical and environmental issues in their investment choices. 
Though, this ethical and environmental clause is subordinated to the primary objective of good return (Ibid.).  
 
Recent reports from Swedish media reveal that the AP-funds are still owners in many fossil fuel intensive 
corporations, despite the concern for climate change and the corresponding possible long-term effects on both 
the earth and the value of these companies (Caldecott et al., 2014). In the portfolio of Sweden’s five public 
pension funds, the biggest portfolios include stocks in corporations responsible for high carbon emissions 
(Internet, Jakobsson, 2013). In addition, a recent report published by Fundwatch (2013) shows that several fund 
firms in Sweden, including the AP-funds, have invested in corporations connected to human rights violation, 
deficiencies in the labor conditions and/or widespread corruption.   
 
The Swedish public pension funds, with its long-term investment obligation, have increasingly considered long-
term5 immaterial risks from ESG factors when it comes to investment decisions (Hamilton and Eriksson, 2011). 
In order to influence corporations’ decision making into a direction where ESG factors are included in a wider 
aspect, the pension funds are able to use their position as an owner (Clark and Hebb, 2004; Hebb 2008). This 
opportunity is, however, dealt with and interpreted differently by the various AP-funds (Hamilton and Eriksson, 
2011). Consequently, previous studies show that the AP-funds make use of different instruments for corporate 
engagement (Ibid.). 
 
It can be argued that the way the AP-funds act upon and interpret their mandate in this changing environment is 
highly influential on their investment decisions. Alongside with how institutional investors choose to act on the 
arising debate on potential stranded assets – these issues face increased interest. One key question relates to what 
position institutional investors with their long-term investment perspective choose when it comes to investments 
involving high greenhouse gas (GHG) emissions. 
 
 
 
 
1.4 Aim and research questions  
 
The aim of this thesis is to identify factors that influence institutional investors’ view on socially responsible 
investments. In order to define how the view on socially responsible investments affect the choices of 
instruments of influence that are used in corporate engagement, a comparison is made between two Swedish AP-
funds, AP4 and AP7. Due to the recent debate on stranded assets, a special focus is directed to the funds attitude 
in this particular issue. The following research questions fulfilling the aim of the study are: 
 

• What drives the AP-funds to shareholder engagement in corporations? 
• What different influence instruments are used by the funds for corporate engagement? 
• In what way does the AP-fund interpret and take into account the debate on stranded assets in their 

investment strategy?  
 
 
 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5 The long-term is in economical term defined by means of a comparison between the short-term. The definition of long-term 
used in this thesis is ”the practice buying and holding a security, portfolio or investment strategy for a term of longer than one 
year” (Internet, Fartex Financial Dictionary, 2012). 
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1.5 Delimitations 
 
This thesis is a comparison between two Swedish public pension funds; resulting in a limited number of 
observations concentrated to a specific geographic and cultural area, which restricts the possibility to generate 
more universal conclusions. Hence, this thesis does not make comparisons with other countries’ pension system. 
In addition, it does not make comparisons with private pension systems where findings from similar studies may 
appear differently. 
 
Even though this thesis include elements of investment theory, it does not cover all aspects of different 
investment theories such as portfolio theory, the capital asset pricing model, arbitrage pricing theory and 
efficient-market hypothesis. This choice is made because these theories do not serve the purpose of this thesis 
due to the fact that this thesis primarily does not focus on the theoretical part of how ethical investments are 
valued and priced. Because of the main focus on SRI, stakeholder theory and instruments of influence, these 
investment theories are covered in less detailed. Furthermore, the observed pension funds invest in several 
different asset classes but this thesis primarily focuses on the funds corporate engagement in the main asset, 
which in this case are shares in corporations.  
 
This study does not research the beneficiary or saving-customer perspective – and therefore does not include 
their view on the engagement behavior by pension funds. This is due to the focus on the AP-funds and the 
comparison between the two studied objects. 
 
 
1.6 Outline 
 
An illustration over existing chapters in the study is presented below (fig. 1). The outline is provided so the 
reader can get a clear overview of the context of the thesis and to offer a short explanation on why every chapter 
is included.  
 
 
 

 
 
 
Fig. 1. Outline of the thesis. 
 
 
In Chapter 1 the background of the study is introduced. Furthermore, the problem formulation, the aim of the 
study, posed research questions and delimitations are included in this section.   
 
In Chapter 2 the methods and research design are presented. The reasons for the choice of methods are explained 
as well as how they are applied. In addition, the quality assurance of the collected data as well as the ethical 
considerations when gathering the data is presented in this chapter. 
 
Chapter 3 presents the theoretical framework. The theories and the conceptual framework are presented, on 
which the analyses of the results are based. The chapter begins with explaining the concept of SRI and continues 
with presenting instruments of influence used in SRI. Next, the stakeholder theory is explained and connected to 
SRI. The theoretical part concludes with a presentation of the above-mentioned conceptual framework. 
 
In Chapter 4 the empirical background of the study is presented. The Swedish public pension system and the 
debate regarding stranded assets are explained in order to give a better understanding to the empirical findings in 
the coming chapter. 
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Chapter 5 begins with a short background description of the two funds and reveals the gained results from the 
empirical study and is presented in a comparative way between the two researched funds.  
 
Chapter 6 analyzes and interprets the empirical findings based on the conceptual framework from the previous 
chapter. The analysis is grounded on the research questions of the study.  
 
In Chapter 7 discusses the results presented based on the research questions that has been answered throughout 
the thesis. In this chapter, the findings of the study are also compared with previous research on the subject. 
 
Chapter 8 finalizes the thesis with conclusions that can be drawn from the answered research questions and 
additional reflections on the aim of the thesis. Moreover, limitations to the study and suggestions for further 
research are presented. 
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2. Method 
 
This chapter describes the chosen methods that are used in the thesis and why the used methods are of help to 
answer the questions of the study. Throughout this chapter the rationale for choosing this type of method will be 
explained. First, it is motivated and explained why a literature review was conducted. Secondly, a description of 
how the theoretical framework was formed is presented. Third, an explanation of why the AP-funds were chosen 
as the unit of analysis for the research is outlined. Fourth, a description on how the data was gathered and 
analyzed will be presented. At last, a discussion on the ethical aspects regarding the research methods and the 
validity of the data is presented. 
 
 
2.1 Literature review 
 
As a first step of this thesis, a literature review was conducted on the following topics: socially responsible 
investments, influence strategies and pension funds. The literature review was useful in order to get a good 
overview of the existing research concerning these topics. To accomplish the review the above-mentioned 
words: socially responsible investment, influence strategies and pension funds served as essential search words. 
 
When doing the literature review some databases served better service for the purpose than others. Especially 
useful databases for the review were JSTOR, EconLit and Google Scholar (table 1). The most valuable and 
frequent used journals were Journal of Business Ethics, Journal of Sustainable Finance & Investment and 
Academy of Management. However, journals such as the Journal of Finance and The Journal of Finance 
Economics also served as an informative and useful base in the literature review process. The reason why focus 
was directed on the first mentioned journals was due to the attention on the social aspects of the matter and 
because limitations in the scope had to be made. It is recognized that a wider review in the latter mentioned 
journals could have served as additional assistance to the financial perspectives of the field. Some main search 
words were used in order to get a good overview of the subject. These search words were “Socially Responsible 
Investments” “Pension Funds” and “ESG Criteria”. Articles that were directly linked to SRI in pension funds and 
published before 1990 were predominantly excluded as references since they could be considered too old in a 
field that has faced such significant development. 
 
An in-depth review of the two chosen AP-funds was done by reviewing and exploring the websites and 
analyzing documents on investment policies, sustainability reports and yearly financial reports. The two AP-
funds’ engagement in national and international initiatives was also analyzed. In addition, an extended review of 
two public reports on the Swedish AP-funds was done. The two reports were “Etiken, miljön och pensionerna” 
(SOU, 2008:107) and “AP-fonderna i pensionssystemet – effektivare förvaltning av pensionsreserven” (SOU, 
2012:53). A summary of the literature review is presented in table 1 below. 
 
 
Table 1. Primary Databases, Journals and search words used in the study  
 
Databases 
 
JSTOR  
EconLit 
Google Scholar 

Journals 
 
- Journal of 
Business Ethics, 
- Journal of 
Sustainable Finance 
& Investment, 
- Academy of 
Management 

Search Words: SRI 
 
+Socially responsible 
investments 
+ Pension funds 
+ESG criteria 

Search words: AP-
funds 
 
+ansvarsfulla 
investeringar 
+etik och miljö i 
AP-fonderna 

Public reports 
 
- Etiken, miljön och 
pensionerna 
- AP-fonderna I 
pensionssystemet – 
effektivare 
förvaltning av 
pensionsreserven 

 
In order to retrieve recent information on the media attention to the issue, an analysis of relevant information was 
done using Google. Searched word was among others: “AP-fonder”, “Ansvarsfulla investeringar”, “Etik och 
miljö i AP-fonderna”.  
 
Furthermore, the conclusion drawn from the literature review was that there is considerably detailed research 
available on the concept of socially responsible investment but the focus on pension funds and its influence 



 7 

instruments were not extensively covered. Finally, the review was meaningful because it gave a good base from 
which the thesis topic could be developed and specified. 
 
2.2 Theoretical framework  
 
The theoretical framework was constructed with help of the history of SRI, different types of engagement within 
SRI and various influence strategies within stakeholder theory. The theoretical framework was developed in 
connection with the abovementioned literature review.  
 
A theoretical framework can be explained as a basic structure of the study and contributes to the understanding 
to why existing theories are chosen as well as reasons for why the research is accomplished (University of 
Southern California, 2014). Based on that description this thesis’ theoretical framework is based on two pillars: 
SRI and stakeholder theory. Within these two pillars, subgroups are defined. Under the first pillar - the SRI pillar 
- the motivations to SRI and common instruments of influence in investments are specified. Under the second 
pillar - the stakeholder theory pillar - particular focus is directed to theories on influence strategies among 
stakeholders.  
 
The SRI pillar of the theoretical frame begins with a historical outline of the concept - due to the fact that it is 
important to have an understanding from which concept different actions derive from and why they are 
conducted the way they are. The SRI pillar presents the basis from which the concept of SRI has been developed. 
Eurosif (2011) recognize three different types of socially responsible investment within the field. The different 
types are Responsible Investment (RI), Socially Responsible Investment (SRI) and Impact Investment (II) (Ibid.). 
First, this provides the reader with an extended view of the existing definitions from where the choices made by 
the pension funds stem. Second, an outline of the motivations for SRI provides the theoretical frame with 
supportive tools to explain why institutional investors chooses to engage in SRI and what they expect in return. 
Furthermore, an overview of Eurosif’s summary on instruments that are used by institutional investors when it 
comes corporate engagement is given. Such overview is important in order to analyze the chosen strategies made 
by the investigated funds. Hence, the most common instruments of influence used by institutional investors for 
corporate engagement are outlined. 
 
The other pillar that the theoretical framework stands on - the stakeholder theory - is necessary because it 
provides a descriptive model to the thesis. Additionally, an investor can be considered a stakeholder to a firm 
and is why this theory is suitable when investigate pension funds and their work with corporate engagement 
(Mitchell et al., 1997). Frooman (1999) outline a descriptive model of the relationship between a stakeholder and 
a firm and how important that relationship is to choices of influence strategies made by a stakeholder. Moreover, 
Frooman (1999) argues that the relationship and the strategies that are selected highly depend on the power 
relation between the two actors. This power dependency model serves as a useful model when analyzing and 
explaining the positions taken by the AP-funds for corporate engagement. Finally, the theoretical framework 
helps in create a conceptual framework, which in turn is an important model to sort the empirics and analyze the 
gathered data. 
 
 
 
2.3 Unit of analysis 
 
The units of analysis are the two studied AP-funds, AP4 and AP7. The two funds were chosen as units of 
analysis because it enables a comparison between the two funds and their view on SRI as well as their 
instruments of influence towards corporations. The choice of unit of analysis were based on the relevance to 
identify differences between previously acknowledged influence strategies, the funds view on SRI, the 
interpretation of the given mandate from the parliament and how these factors affects their chosen strategy. It 
was valuable to choose the two AP-funds as units of analysis because it enabled a comparison between two 
positions and clarified options and interpretations with regards to SRI and stranded assets.  
 
More precise, the units of analysis were the AP-funds heads for communication and ESG-issues, the funds 
sustainability and corporate governance reports and various policies that have been developed by the funds with 
regards to SRI. Yin (1984) states that it is valuable that the unit of analysis is connected to the research questions 
- why it was relevant in this study to use the abovementioned units of analysis. It provided the study with clear 
and comparable public statements from the two scrutinized funds.  
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2.4 Empirical Study 
 
For this thesis a qualitative research approach was used. In a qualitative research approach a specific context is 
researched and the gained results are to be understood according to the context (Bryman, 2004; Robson, 2011). 
Additionally, this study was conducted as a case study. A case study is most often referred to as a research that 
focuses to understand the dynamics that is present within a single surrounding (Eisenhardt, 1989) - yet can 
involve multiple cases and numerous levels of analysis (Yin, 1984), which is the case for this thesis. The case 
can also be seen as a situation bounded to a context, groups or organizations (Bryman, 1994).  
 
This case study was developed so that a comparison between the two AP-funds could be made; one fund, AP4, 
being a buffer fund in the system, and the other, AP7, being the state option in the so-called premium pension 
fund system. The role and differences between these two funds will be further explained in the 4. Empirical 
Background chapter. As this study seeks to explore the differences and similarities around the broad topic of SRI 
- a case study was suitable in order to embrace all the aspects in the field.  
 
 
2.4.1 Collection of data 
 
This study focuses on qualitative information and the data for the study was collected in two ways: by primary 
and by secondary data. The primary data was gathered through interviews that were conducted with the Head of 
communication and ESG issues in the two funds. Two preparatory interviews were also made in order to gather 
primary data, one with the Secretary General of the ethical council for AP fund 1-4 and one with a PhD with 
previous research experience on the AP-funds. The secondary data consisted of the funds’ investment policies, 
their annual financial reports, their annual sustainability and governance reports, the ethical councils’ annual 
report as well as additional information gathered on the funds websites.  
 
The interviews, i.e. the primary data (table 2), were all conducted via an in-person type and the process is further 
outlined in the table below.  
 
 
Table 2. The interview process 
 
Interviewee Position Interview date Interview 

structure 
Validation 
request 

Validation 
received 

Johan Florén Head of 
communication 
and ESG issues 
at AP7 

2014-04-25 In-person live 
interview 

2014-05-21 2014-05-23 

Arne Lööw and 
Pia Axelsson 

Arne: Head of 
communication 
and ESG issues 
at AP4. Pia: 
Manager 
corporate 
governance and 
information  

2014-04-25 In-person live 
interview 

2014-05-21 2014-05-28 

John Howchin Secretary 
general for 
AP1-4s Ethical 
council  

2014-04-23 In-person live 
interview 

2014-05-21 2014-05-21 

Ian Hamilton  PhD at Umeå 
School of 
Business and 
Economics 
(USBE) 

2014-04-09 In-person live 
interview 

2014-05-21 2014-05-22 
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Questions that were of help to answer the research questions and to gain deeper understanding of the matter were 
raised during the interviews. The interview method made in this study was a standardized open-ended interview 
method - where the same open-ended questions were asked to all interviewees. This approach facilitates 
flexibility in the respondents answers, yet provides answers on the same questions asked to everyone involved 
(Valenzuela and Shivastava, 2014). Since this study seek to investigate the two concerned pension funds’ 
interpretation of their mandate as well as their view on SRI, a method that offers large flexibility in the 
respondents answer was suitable. The interviews were made as an in-person type, where respondents were 
interviewed one by one, except the interview made with AP4 where two persons were present. Some follow-up 
questions on the received answers could appear and then slightly differ from interview to interview. The reason 
for this was to further examine interesting topics that were discussed during the interviews and to get as much 
useful information as possible from the interviews. The posed questions to the Secretary General of the ethical 
council and the PhD varied slightly from the two interviews with the AP-funds. This was due to the fact that 
their role and positions varied and that the interviews benefited from different questions. The primary questions 
asked to the two AP-funds were identical. 
 
The interviews were recorded to which all the respondents agreed. Before the interviews were made, an 
explanation of how the material would be used in the thesis was given. The interviews were not completely 
turned into a transcript since it, according to Richards (2009), is not necessarily in such an empirical case study 
as this. Only the used information and quotes were therefore transcribed from the interviews and later on 
validated with the interview objects. The length of the interviews was between 50 minutes and 1 hour and 15 
minutes. A full description of the posed interview questions can be found in the interview guide in Appendix 1 
and 2.  
 
The construction of the interview questions were carefully elaborated in order to provide as satisfying answers as 
possible and to be able to fulfill the aim of the thesis. Questions that may be perceived unclear or increase the 
risk of bias in the answers should, according to Yin (2009), not be included in the set of questions. Therefore, 
questions of this kind were, as far as possible, neglected on beforehand. The questions were given to the 
respondents prior to the time of the interview in order to give them a possibility to be well prepared. Along with 
the posed questions a summary of the aim of the thesis as well as a summary of what I expected from the 
interview was given to the respondent. All of which is further shown in Appendix 1 and 2. 
 
Regarding the secondary data part, i.e. the collection of data via public policies, sustainability and governance 
reports etcetera, the majority part of the data was analyzed to achieve greater knowledge on the studied objects 
and to find direct answers to the research questions. The two AP-funds websites as well as the website for the 
buffer funds’ ethical council was proven to be very transparent and of good use throughout the process. 
 
 
2.4.2 Analysis of data 
 
A case study analysis involves a procedure where interpretations of various appearances from the data are made 
and summarized into categories (Yin, 2009). This is done with the purpose of understanding the study’s primary 
objectives and aims (Ibid.). 
 
In order to grasp the two AP-funds’ view on SRI and to identify factors that determine their choices of how this 
is implemented, a conceptual framework was developed. The data gathered in the study was analyzed through 
the developed conceptual framework, which in turn stem from the theoretical framework of the thesis. This 
provided a useful frame, from which the two funds position could be understood and examined from. 
 
As previously mentioned, the data was analyzed through a comparative approach where results were gained 
through a comparison between the two observed funds. In social and political science the use of comparative 
methods are widely used (Collier, 1993). Collier (1993, 105) states that  
 

 “comparison is a fundamental tool of analysis. It sharpens our power of description…”. 
 

In order to analyze an entity and the choices they make Collier (1993) claim that it is very valuable to compare it 
with another entity. 
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Furthermore, a comparison helps in the process of concept-formulation by enhance focus on similarities and 
contrasts among cases (Ibid.). The data in this thesis was analyzed through qualitative measurements with the 
purpose to find similarities and special properties that distinguish the two funds. This was done with the 
objective to shed light on how these properties affects the funds’ views on SRI and their strategies to influence 
corporations and in the prolonging to answer the aim of the study.  
 
According to Castelló and Lozano (2011) a study of written documents provides an opportunity to examine a 
strategy of an entity. The gathered data from the two funds’ investments policies, their annual financial reports, 
their annual sustainability and governance reports as well as their answers on the interviews were the base of the 
comparative analysis. When the data was analyzed through numerous types of sources, it enhanced the 
understanding and provided a steadier ground from which conclusions could be drawn. The used methods for 
analyzing the various data were to read the material and to listen to the recorded interviews in order to pinpoint 
differences and similarities between the two funds. 
 
 
 
2.4.3 Rationale of the approach 
 
The reasons for why the thesis took on a comparative approach were to highlight similarities and differences 
between the scrutinized funds. Previous research has shown that the two funds have used different approaches 
when it comes to SRI and their work with ESG considerations. With that background in mind, it was considered 
fruitful to compare the two funds in order to see if the differences still existed. Moreover, since the AP7 has a 
different assignment in the Swedish pension system it important to compare them with one of the buffer funds.  
 
The analyzed funds were, due to previous research, expected to have different views on how they interpret the 
mandate from parliament, which further explain the reason of a comparison between the funds. Since differences 
have been acknowledged in the past, it was considered to be of interest to analyze that development alongside 
with the rapid evolvement as well as increased awareness in the field of SRI. Additionally, since previous 
research on the funds was made when the mandate from parliament was relatively new it was seen fruitful to 
analyze the funds’ work after some years of experience in the field. Taken all these aspects into account it was 
considered rationale to take on a comparative approach when conducting the study of the funds.  
 
 
 
2.5 Quality assurance and ethical aspects 
 
In order to ensure the quality of the research, the robustness and trustworthiness of the data was strengthened 
through various actions. A type of multiple case study like this thesis undertake augments, beyond already 
mentioned advantages, external validity and guard against observer biases (Leonard-Barton, 1990). To some 
extent, a comparative approach also decreases the limits in generalizability and other potential biases that might 
occur when looking at only one single case (Tversky and Kahneman, 1986). Furthermore, in order to be as 
unbiased as possible and to be considered professional it is beneficial to explain the purpose of the research on 
beforehand (Bryman 2004, Robson, 2011). Trustworthiness in this sense was gained by sending the interview 
objects a paper including the aim of the study, the purpose of the interview as well as the questions for the 
interview before the time of the interview.  
 
Furthermore, by sending the used quotes to the respondents for approval further strengthened the validity. 
Regarding the quality and authenticity of the data, there is no doubt that the answers can be considered both 
correct and honest. The quality of the data can be considered robust since responsible persons for the specific 
issues among the funds were interviewed and can be considered to have the right knowledge to answer the posed 
questions. Regarding the authenticity and the accuracy in the answers they were double checked through other 
collected data sources, such as official statements from the funds websites. In cases where the respondents have 
been speaking from his or her believes and opinions, it is clearly stated in the text that this has been the case. 
 
When it comes to ethical aspects of the process of the study, it is primarily the interviews and the interview 
objects that are of concern. Respect was given to the fact that respondents who agree to participate in interviews 
in some cases do not want to answer some of the questions that is posed. However, that never became an issue 
for these interviews. There were no situations during the interviews where respondents chose not to answer due 
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to ethical reasons or to the fact that the information was too sensitive to share. Regarding the secondary data 
there were no significant issues due to ethical aspects. Since the funds websites were remarkable transparent, and 
since the exposed documents are public there were no concern using this material in the thesis. Information was 
given to the interview objects that sources and data were collected from these websites – without any objections.   
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3. Theoretical review  
 
This chapter begins to introduce theories related to SRI and, secondly, explains what motivates investors to SRI 
engagement. Third, the chapter offers a list of different types of instruments of influence. Fourth, a theoretical 
concept that relates to stakeholder theory and various influence strategies related to this theory is presented. Last, 
a conceptual framework is presented, which is constructed from all the theories that are outlined in the chapter. 
 
 
3.1 Socially Responsible Investment (SRI) 
 
Historically, the first definition of socially responsible investments is considered to be “long-term investing that 
is intergenerationally efficient and fair” (Urwin and Woods, 2009, 2; Eisenhower, 2011, 2). This definition 
constitutes that investments are supposed to be made with respect both to individuals living today and to future 
generations. This perspective goes hand in hand with the mainstream definition of the broader concept of 
sustainable development6, from which SRI originates. SRI promotes a long-term investment strategy, which 
contains a wider in-depth analysis of an investment than the case is for a conventional strategy. The purpose is to 
produce stronger performances with respect to both the short and the long-term perspective, i.e. to consider the 
present as well as the future generations when decide if an investment is sound or not (Ibid.).  
 
Even though SRI is still debated, there are two factors that always are taken into account by investors who invest 
according to it. At first, there is a long-term investment perspective focus and, second, within this long-term 
perspective the environmental, social and governance (ESG) issues are seen as important criteria in the 
estimation of an investment projection (Eurosif, 2011). According to Eurosif (2011), there are three dominant 
and more regularly approaches that are present within the field of SRI. These approaches are Responsible 
Investment, Socially Responsible Investment and Impact Investment (table 3). 
 
 
 
Table 3. Presentation of various approaches in the field of SRI (ad. by auth.) (Eurosif, 2011, 9) 
 

Responsible Investment (RI) Socially Responsible Investment 
(SRI) 

Impact Investing (II) 

Eurosif (2011) states RI to be of 
particular popularity among 
institutional investors and is, at 
the moment, a commonly referred 
classification in the financial 
community. Responsible 
investors take into account the 
long-term perspective of 
externalities such as ESG issues 
when determining where to 
invest. 
 

An approach closer connected with 
the retail-banking sector. SRI is more 
often used when investors have the 
possibility to include ESG issues into 
investment decisions. Investors may 
choose to exclude specific 
corporations or sectors that are 
considered to have a negative impact 
on externalities connected to ESG 
issues over a longer term (Eurosif, 
2011). The exclusion of corporations 
on these bases refers to negative 
screening, which is further explained 
later on in this section. 
 

Considered to be a broader 
concept, where investors both 
implement SRI strategies and 
afterwards assess the 
outcome. It focuses on 
surveillance and evaluations 
of strategies that are put in 
place. The assessment of the 
chosen SRI strategy plays an 
important role in ex-post 
evaluation of an investment 
and does, consequently, serve 
as a benchmark for coming 
investment decisions 
(Eurosif, 2011). 

 
 
 
 
 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
6!One of the most commonly referred definition of sustainable development is the one formulated by Gro Harlem Brundtland 
(1987), from the UN report of the World Commission on Environment and Development “Our common future” - which 
states that “Sustainable development is development that meets the needs of the present without compromising the ability of 
future generations to meet their own needs” (UN, 1987, 37). 
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Eurosif (2004, 9) choose to define sustainable and responsible investment as follows:  
 

“Sustainable and Responsible Investing is a generic term covering any type of investment process 
that combines investors’ financial objectives with their concerns about environmental, social and 
governance (ESG) issues”.  

 
In order to capture the dynamics in the terminology, this thesis uses the term socially responsible investment 
(SRI) when addressing different activities that describe investments that take into account non-financial criteria - 
such as for example ESG issues. There are two reasons for the choice of this term – at first, SRI is most readily 
acknowledged within the financial sector and, secondly, within the academia is SRI recognized and commonly 
used. Internationally, United Nations Principles For Responsible Investments (UN-PRI) and their principles 
serve as standards for many institutional investors engaging in SRI.  
 
 
 
3.2 Motivations for SRI 
 
Several reasons can serve as an explanation to why fund managers and investment funds, such as pension funds 
choose to invest in accordance with the SRI norms. Hereinafter follows a brief summary of various motivations 
for SRI, which are: ethical, public attention for responsible investment, universal ownership, fiduciary duty and 
financial performance and risk management. Eurosif (2011) identifies these reasons as the most referred ones 
when it comes to motivations for SRI engagement. 
 
 
3.2.1 Ethical reasons 
 
The grounds for financial institutions to adopt responsible financing policies out of ethical reasons are 
increasing. Ethical reasons means that you choose to engage because of your values and believes, and therefor 
might want to exclude certain activities that doesn’t correspond to these values (Deigh, 1995). The drivers are 
often the sense of responsibility as well as to contribute to sustainable development. In practice, this 
responsibility is seen in investor’s business activities, often with an aim to integrate sustainability factors in to 
their guidelines of operations (UNEP FI, 2006).  
 
 
3.2.2 Public attention for responsible investment 
 
Along with increased attention from non-governmental organizations (NGOs) and media on SRI related matters 
in investments, the reputational risk has become a factor of concern. To cope with the fact that certain 
investment can damage an investor’s reputation, Scholtens (2006) argues that it has become more common to 
disregard investment that appear to be unacceptable by society.  
 
 
3.2.3 Universal ownership 
 
As a consequence of the increased capital that institutional investors hold, they can use their position to steer the 
investments away from corporations involved in environmental damaging and human rights violations (Eurosif, 
2011). Using this power, institutional investors can have a significant role in influencing corporations to become 
more sustainable. This position that institutional investors hold is referred to as “universal owners” (Ibid.). In the 
role of a shareholder in the invested corporation, these “universal owners” can influence decisions via various 
engagement practices, such as participations in corporation’s annual meetings (UNCTAD, 2010; UNEP FI, 
2011). As managers of retirement capital, pension funds have a long-term perspective as well as a considerably 
large amount of beneficiaries, which makes the role of universal ownership relevant to them (Ibid.) 
 
Furthermore, since institutional investors are major players in the financial market they are concerned with the 
markets long-term stability, leading them to become an influential player in the development of corporate social 
responsibility (CSR) (UNCTAD, 2010; UNEP FI, 2011). 
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3.2.4 Fiduciary duty 
 
The term fiduciary refers to a relationship in which one person has a responsibility to take care of assets or rights 
of another person (Internet, About, 2014). Whether the fiduciary obligations drive SRI is subject for discussion 
(Eurosif, 2011). Historically, SRI has been considered contradictory to the main drivers of fiduciary duties, such 
as a stable and low-inflation based pension system (Ibid.). The previous attitude that institutional investors, 
whom adapted their portfolio to be SRI-influenced were considered to be worse off when it comes to return, 
which enhanced the argument to not engage in further SRI activities. However, this contradictory view has 
weakened and according to the United Nations Environmental Programme Finance Initiative Asset Management 
Working Group (UNEP FI) (AMWG) (2009) it is currently expressed that fiduciary duties and ESG issues goes 
hand in hand. As per UNEP FI, AMWG (2009), it is today broadly recognized that pension funds have fiduciary 
duties to take ESG factors into account. Furthermore, it is stated that investment management agreements should 
adhere to the expectations of the institutional investors and asset managers, and make clear that ESG is 
considered mainstream within the fiduciary duties (UNEP FI, AMWG, 2009).  
 
 
3.2.5 Financial performance and risk management – the trade-off perspective 
 
The connections between ESG engagement and financial return in investments are regularly debated and have 
received a lot of attention over the last 35 years (Eurosif, 2011). However, no consensus between the corporate 
financial performance (CFP) and work with SRI is yet to be seen (Margolis, Elfenbein and Walsh, 2007). From a 
portfolio theoretical point of view, any restriction of the investment choices would, consequently, lead to a lower 
return (Eurosif, 2011). On the other hand, from an investment perspective is it shown that attention to ESG 
issues can result in better financial returns due to the fact that more preferable investment choices are made 
(Ibid.). This trade-off perspective is under regular scrutinize and subject to several debates and research. Below 
are a number of findings presented from studies investigating this relationship. 
 
UNEP FI (2006) evidence shows that ESG issues affect the value of a share, both in a long and a short-term 
perspective. Furthermore, the report states that these impacts can be derived from the share price and that it is 
possible to measure. Effects from ESG on the shareholder value are, however, still questioned and the 
importance on these sustainable parameters varies between sectors (UNEP FI, 2006). The concrete positive 
effects when taking ESG issues into consideration are, according to Weber et al. (2010) that (1) it may improve 
investors understanding of financial risks; (2) it may develop the investors capacity to deal with mentioned risks 
and; (3) the reputational risk can decrease due to less exposure to environmental and social harmful activities.  
 
Other findings from research on SRI claim that corporations acting with respect to environmental and social 
matter often show a more positive financial return. Engagement in socially responsible investments has from a 
historically perspective been connected with lower return in comparison to investments where only financial 
parameters have been taken into account (Schmidt and Weistroffer, 2010). However, Schmidt and Weistroffer 
argue that there is often a lack of empirical evidence to these assumptions. Many studies have investigated the 
outcome on investments that either have or have not used non-financial criteria (Schimdt and Weistroffer, 2010) 
as part of their investment decision-making. These findings have proven to be bidirectional in the sense that 
some studies find a negative correlation between engagement in non-financial concerns, and some prove the 
opposite (UNEP FI, AMWG, 2007; Mercer, 2009). This different outcome can partly be explained by different 
prevailing conditions at the time of the study, the use of different methodologies and/or use of different samples 
(Ibid.). Nevertheless, for the larger extent of the studies it is revealed that there are no signs on systematic 
differences in return on investments where non-financial criteria have been taken into account (Ibid.).  
 
Due to the fact that there is a broad set of factors derived from the ESG criteria, the outcome varies and depends 
on what type of factors that are considered. The result on the portfolio return is, therefore, not always either 
positive or negative, but can instead vary according to the factors that are dealt with (Mercer, 2009). Since 
different industrial sectors show big variety in patterns - due to the industrial characteristics - one need to be 
cautious when generalizing the ESG effects on return on capital (Ibid.).  
 
Within the research on SRI, it is stated that voting and engagement policies do not have a negative effect on the 
return, whilst other instruments, such as inclusion of the ESG criteria when selecting shares, are more debated 
(Eurosif, 2011). Theoretically, it can be argued both being a positive and a negative strategy to involve ESG 
criteria in the investment decisions regarding the financial return. On the one hand the portfolio theory states, as 
previously mentioned, that any restriction on the investment choices can lead to a negative outcome. Moreover, 
Geczy et al. (2005) find in their study that investors who invest in socially responsible equity funds miss out on 
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return as a consequence. Hong and Kacperczyk (2006) adhere to this argue that adding social norms into an 
investment decision-making process may lead to substantial negative effects on market returns and efficiency. 
Also, Chong et al. (2006) conclude in their research that irresponsible funds result in a higher return than 
socially responsible funds. On the other hand, theoretical arguments such as Panteli (2011) and RCM (2011) 
state that corporations who consider ESG issues will perform better financially due to the long-term and socially 
sound perspectives. 
 
Since most research on SRI are related to equities and do not consider the sustainability aspect in the bond 
market, there has not been sufficient research with regards to sustainable development in that section. Bauer and 
Hann (2010) contributed to this field when they in their paper investigated bond investors’ management on ESG 
issues and the risks connected to it. Their findings show that corporations that maintain limited policies in the 
sustainability field, in combination with an undesirable management regarding environmental challenges, faced 
higher interest rates when borrowing capital by issue bonds (Bauer and Hann, 2010; Eurosif, 2011). 
Consequently, Bauer and Hann (2010) argue that investors are concerned with the risk of ESG doubtful activities 
and already take these issues into account when lending capital to corporations.  
 
 
 
3.3 Instruments of influence used when engage in corporations 
 
There are different instruments that can be chosen when it comes to make practical use of SRI and to influence 
corporations (Eurosif, 2011). According to Eurosifs (2011) sketch over instruments of influence there are six 
various options which include: engagement, preferences, screening, voting, special mandates and collaborative 
initiatives. Below follows an outline of these instruments of influence.   
 
 
3.3.1 Engagement  
 
Engagement involves identifying areas for improvement in the ESG policies of the corporation where an 
investment is made (Hellsten and Mallin, 2006). As a second stage, using engagement tool investors seek to 
influence the corporation to address these shortcomings in ESG issues. The engagement in a corporation can be 
done in various ways where Hellsten and Mallin (2006) points out three opportunities: (1) information about the 
investors policy on ESG issues; (2) dialogue to encourage the corporation to improve their practices; and (3) 
offering help to outline a policy framework together with the corporation.  
 
 
3.3.2 Preferences 
 
In a preference activity, fund managers make a list of recommendations they prefer invested corporations to 
meet. This list of guidelines works as a complement to the financial parameters when investors rate a 
corporation. In cases where two companies show similar ratings on the traditional financial indicators, the ethical 
guideline can work as a predominant factor in advance of the corporation with more preferable scoring on its 
ethical policies (Hellsten and Mallin, 2006). The preference instrument may in some contexts also refer to 
Integration instrument (Eurosif, 2011). 
 
 
3.3.3 Screening 
 
Screening acts as a limitation over which corporations the investors may choose from. The limitation is based on 
ethical behavior of involved corporations. The reason why corporations are included in the list can vary from 
satisfying employment practices to active commitments on reduction of pollution. Corporations can also be 
chosen because they do not interact in proscribed practices (Eurosif, 2011). The process often refers to a best-in-
class approach. Furthermore, the screening instrument can be implemented the other way around, where fund 
managers chooses to exclude companies that do not meet the requirements of the investor’s ethical policies. This 
reverse type of screening is usually called negative screening (Ibid.). 
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3.3.4 Voting 
 
Institutional investors, such as pension funds, have the possibility to influence corporations by voting in annual 
general meetings (AGM). This opportunity is used by many institutional investors but often limited to include 
only the governance concerns among the ESG factors. Research has stated that voting policies that enhances all 
three parameters in the ESG definition is shown to have extended impact on corporations’ engagement with 
CSR-related matters. By using the power as an owner in the corporation institutional investors be able to – 
together with other owners - push the firm’s position in their work with CSR (Eurosif, 2011). The voting 
instrument as an influence power can only be utilized on corporations that are publicly listed on the stock market 
(Ibid.). 
 
 
3.3.5 Special mandates 
 
Investors can decide to direct their investments into one field that give sustainability matters a special attention. 
When steer investments into one specific field, i.e. give a special mandate, one can focus on many different 
fields. Microfinance, clean technology (cleantech) and social housing serve as common examples (Eurosif, 
2011).  
 
 
 
3.3.6 Collaborative initiatives 
 
Investors can take part in so-called collaborative initiatives in order to enhance the work for sustainable 
development. When merge with other investors and act together as a stronger unit on matters that are of concern, 
the possibilities to fulfill certain requests increases. There are several types of broad and global initiatives around 
SRI – examples are the Principles for Responsible Investment clearinghouse, the Carbon Disclosure and the 
Access to Medicine Index Investor Statement (Eurosif, 2011). 
 
 
 
 
 
3.4 Stakeholder theory 
 
This section introduces the stakeholder theory and connects it with the different instruments that pension funds 
uses to influence corporations. Stakeholder theory elaborates on and defines which groups that are stakeholders 
in a certain context and how much attention they should receive from the management of a firm (Mitchell et al., 
1997). In the context of investments, it is valuable to discuss and consider the dependency role between an 
investor and a firm.  
 
 
3.4.1 Definition of stakeholder theory 
 
Stakeholder theory is a theory that addresses moral and values concerning organizational management and was 
originally presented by R. Edward Freeman in 1984. In short, the theory can be described as the theory that takes 
into account groups/entities that are interested in an organization’s decision and its effects (Freeman, 1984). 
These interest groups are commonly known as stakeholders. The groups who are affected by, interested in and/or 
under influence of the decision made by an organization can be considered a stakeholder (Bonnafous-Boucher 
and Porcher, 2010). In this context, it is implied by the stakeholder theory that business leaders are obliged to 
consider a broader sphere of interest groups in comparison to the more traditional perspective – where 
shareholders were the only group that managers had to be accountable to. The new and broader sphere of 
stakeholders is groups or entities that are able to influence corporations and organizations decision (Freeman, 
1984). Freeman’s own word in how to define a stakeholder has been a benchmark within the stakeholder theory:  
 

“A stakeholder in an organization is (by definition) any group or individual who can affect or is 
affected by the achievement of the organization’s objectives” (Freeman, 1984, 46). 
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As a result, it is expected that some kind of collaboration should exist between managers and stakeholders. Since 
different stakeholders have different requirements and expectations on the firm’s behavior, there is a 
confrontation in how to prioritize these stakeholders (Jensen, 2002).  
 
In an often-referred paper on the subject, Mitchell et al. (1997), outline three major reasons to why stakeholders 
have an influence on firm managers. These aspects are: (1) power; (2) legitimacy and (3) urgency and serve - in 
addition to an explanation of why firms are dependent on stakeholders - as an internal ranking among the 
stakeholders (Ibid.). In short, the more possession the interest group can claim from the three aspects, the more 
influence is it able to have on the firm (Mitchell et al., 1997).  The first attribute (1) power refers to Weber’s 
definition as: 
  

“the probability that one actor within a social relationship would be in a position to carry out his 
own will despite resistance” (Weber, 1947, 152). 

 
The definition states that an actor (read stakeholder) is able to influence another actor (read firm) in a direction 
where the second actor (firm) otherwise would not have taken (Dahl, 1957).  
 
The second attribute (2) legitimacy is dealing with how society look upon actions made and if they are seen 
accepted or not (Mitchell et al., 1997). In the context of stakeholders and its saying in a firms decision, it is by 
Suchman (1995) defined that intervention is socially accepted if it is applicable by the societal norms.  
 
At last, the third attribute (3) urgency considers how important the stakeholder can be for the firm and how 
crucial the stakeholder’s position is for the firm at that moment (Mitchell et al., 1997). Mitchell et al. (1997) 
argue for two main reasons that decides whether a stakeholder opinion can be seen as urgent to the firm or not. 
First, there is a time dimension included in the relationship and, second, this time dimension is of importance for 
the relationship. The reasoning from Mitchell et al. (1997) is like the one Jones (1993) has regarding the role of 
urgency in stakeholder theory: Time is important to the relationship and to how essential the stakeholder is 
considered to be. 
 
 
3.4.2 Managers vs stakeholders  
 
As mentioned, the management of a firm and the stakeholders around it hold a mutual interests in the stakeholder 
theory. A number of researchers have developed theoretical perspectives on the role of managers within the 
theory. For example, Hill and Jones (1992) argue that managers hold a unique position in that they are the ones 
who can decide over the outcome, i.e. hold the final vote for whether a stakeholders’ interest should be taken 
into account or not. The managers are also, according to Hill and Jones (1992), the only one that has a 
relationship with all the other stakeholders. Managers are in that context the central of the theory and can control 
the outcome (Hill and Jones, 1992). In the article from Mitchell et al. (1997) it is argued that even if groups can 
be considered to have power over a firm’s outcome, it is only the firm’s managers that can decide which 
stakeholders that are considered important and should be taken into account. 
 
 
3.4.3 Influence strategies within stakeholder theory 
 
Frooman (1999) argue in his article stakeholder influence strategies that little attention has been directed towards 
the question on how stakeholders are trying to get what they ask for. Focus has instead been on whom the 
stakeholders are as well as to what the stakeholder want (Frooman, 1999). Frooman (1999) outlines a descriptive 
model over how stakeholders try to influence firms and which strategies that are chosen. When carry out the 
descriptive model, he make use of both stakeholder theory and resource dependence theory. The argument for 
doing so is: 
 

“to propose that the types of influence strategies can be understood in terms of resources 
and that a determinant of the choice of strategies will be the type of resource relationship 
the firm and stakeholder have and where the balance of power lies within that relationship” 
(Frooman, 1999, 191). 
 

Furthermore, he argues that his choice of having a resource dimension in the model is because it adds the aspect 
of power into the relationship between a stakeholder and a firm. He claims that power is an essential and slightly 
neglected part in previous research on stakeholder theory (Ibid.). Finally, Frooman (1999) describe the relevance 
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of resource dependency for the choice of influence strategy from an ordinary input-output model. Firms get an 
inflow (input) of resources, which the firm later transforms, into a desirable product (output). Within this process 
a stakeholder has, according to Frooman (1999), two ways in how to influence the firm – either by (1) control 
whether the firm will get hold on certain resources, and/or (2) control whether the firm can use its resources as 
they intend (Pfeffer and Salancik, 1978; Pfeffer, 1992; Frooman, 1999).  
 
Frooman construct two types of descriptive models, the first (1) model outlines the relationship dependencies 
between the firm and the stakeholder – where he divides patterns into four various types: firm power, high 
interdependence, low interdependence and stakeholder power. The second (2) consists of a mapping of four 
categories of stakeholder influence strategies: withholding, usage, direct and indirect, which are combined with 
the first (1) model. When doing so, Frooman argues that he reveals the importance of dependency between the 
stakeholder and the firm for the decision of influence strategy.  
 
The two descriptive models that Frooman (1999) defines in his paper are presented below. The first (1) 
descriptive model refers to the resource relationship and the importance of power when it comes to a 
stakeholders’ positioning towards a firm. He describes various types of resource relationships and maps them in 
figures. His figures refer to a large extent to Pfeffer and Salanciks (1978) work on the same matter. In Frooman’s 
figures the dependency is strictly divided in to two options:  you are either dependent on the other party or not 
dependent on the other party (fig. 2) 
 
 
 
 
                                       Resource Relationships 
 
                                                      
                                                   Is the stakeholder dependent on the firm?  
    

                                                                                                  No                                           Yes 
  
 
 

                    No                 Low interdependence              Firm power   
 
 

                       Yes                Stakeholder power                  High interdependence 
 
 
 
 
 
 
 
Fig. 2. Typology of Resource Relationship (ad. by auth.) (Frooman, 1999, 199). 

 
The model presents Frooman’s argument that stakeholders with the power are individuals or organizations who 
have a low dependency of the other party - while at the same time the other party shows a high dependency on 
them. This is compiled in the matrix above showing four possible outcomes. In each possible outcome one of the 
parties (i.e. firm or stakeholder) hold the power over the other in a certain situation. If none of the parties seem to 
be dependent on one another, the relationship is characterized by a low interdependence (Ibid.). Low 
interdependence is characterized by low incentives for any of the parties to cooperate in certain situations. The 
other option where there is balance in the dependency is when both are dependent on one another. This situation 
is what Frooman (1999) call high interdependence (Ibid.). The latter is a relationship where many bargains are 
expected to occur between the two parties on matters that are of interest for both of them.  
 
 
The second (2) descriptive model refers to, as previously mentioned, four types of stakeholder influence 
strategies: withholding, usage, direct and indirect (fig. 3). 
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Withholding strategies mean that a stakeholder decides to not distribute its resources to the firm. By 
withholding the resource it diminish the firm’s ability to act and consequently uses its power on the firm. The 
stakeholder can only use its power if it in a credible way is able to influence the firm’s actions by withholding its 
resource (Pfeffer and Leong, 1977).   
 
Usage strategies refer to when a stakeholder maintains to give a firm its resource, however doing so with certain 
requirements and obligations (Frooman, 1999). Usage strategies therefore work as a type of restriction order 
from the stakeholder towards the firm that uses the resource (Ibid.).  
 
Withholding and usage strategies can be performed either direct or indirect. If it is performed direct, the 
stakeholder executes the action while; on the other hand, if it is performed indirect a collaborator or intermediary 
executes it. This distinguishes the two influence strategies into two sub-groups (Frooman, 1999). 
 
Direct strategies, Frooman (1999) define the strategy where the stakeholder itself is in charge over the resource 
that possibly can be provided to the firm. 
 
Indirect strategies refer to situations where stakeholders do not have a direct relationship with the firm, 
however, are still interested in the firm’s outcome and therefore try to influence them indirectly through others 
(Rowley, 1997). 
 
 
 
 
                                         Influence Strategies 
 
 

                           Is the stakeholder dependent on the firm? 
 
 
      No                                              Yes 
         
 
       No               Indirect/withholding                Indirect/usage 

(low interdependence)              (firm power) 
 
 
 

        Yes           Direct/withholding                   Direct/usage   
 (stakeholder power)                 (high interdependence)  

 
 

 
 
Fig. 3. Typology of Influence Strategies (ad. by auth.) (Frooman ,1999, 200).  

 
 
This model implies how the relationship between the different parties motivates the choice of strategy. To begin 
with, if the firm were not dependent on the stakeholder there are very low or no incentives for the stakeholder to 
directly influence the firm – the indirect strategy would be the choice in this given situation (Frooman, 1999). 
The indirect strategy, where the stakeholder finds another part to exercise the influence on the firm, is motivated 
by the fact that the dependency relationship between the other part and the firm appear different than the 
dependency between the stakeholder and the firm. If the firm would be dependent on the stakeholder there would 
be reason for a stakeholder to, in a direct way, influence the firm – the direct strategy would then be the choice 
(Ibid.). From the opposite perspective - if the stakeholder were dependent on the firm - the stakeholder would 
find it preferable not to engage by withholding the resource, but instead practice the usage strategy. The reason 
would be to influence the firm so that they change behavior, but still provide them with the resource since it is of 
high value for the stakeholder that the firm continues with its production, i.e. the stakeholder is dependent on the 
firm (Ibid.). Finally, the withholding strategy would be the preference when the stakeholder does not have any 
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dependency on the firm and is, consequently, able to suppress the resource without being affected negatively 
(Ibid.).  
 
Within the literature of game theory it is generally concluded that when a situation of mutual relationship occurs, 
i.e. a high-interdependence relationship, the outcome often end with some kind of compromise (Frooman, 1999). 
This would argue in favor of collaboration in situations where two parties, e.g. a firm and a stakeholder, are 
dependent on each other. The outcome of a high interdependent situation would therefore, most likely, be 
characterized by negotiations, stemming from the dependencies on one another (Ibid.). 
 
 
 
 
 
3.4.4 Relevance of stakeholder theory for institutional investments 
 
In the context of investments, it is relevant to discuss and consider the dependency roles between a stakeholder 
and a firm. It can be argued that the outcome of chosen investments can depend on the choice of prioritization. In 
addition, what type of instruments for influence the different stakeholder chooses to exercise is also considered 
to depend on the dependency roles. The choice of focusing on influence strategies within stakeholder theory can 
therefore be argued to contribute to a new understanding about a stakeholder as a player who is affected by a 
firm, both financially and in reputational terms (Hamilton and Eriksson, 2011). The influence strategy looks at 
methods to limit this dependency and the reasons for different choices (Ibid.).  
 
When it comes to pensions funds, it can, for example, be argued that the state can play an important role as an 
influential intermediary, deciding over the rules and the political objectives that will guide the strategic choices. 
Also, the states’ power position makes it highly relevant player in the field. From an individual beneficiary 
perspective, individuals that have earned money to the pension system can be considered to have a weak power 
position. In this perspective there is a dependency between individual beneficiaries and the state that is 
governing the pension funds. The expectations from the beneficiaries are here important and can be described as 
a belief in the state to govern the capital in a preferable way (Hamilton and Eriksson, 2011). These expectations 
can, for example, regard ethical considerations in the investments (Reed, 2002).  
 
Seen from another perspective, even though the state holds a strong power position when govern the national 
pension funds, a state also hold a dependency relationship towards corporations and their contribution to society 
(Haigh and Jones, 2007). As it is constructed, the pension system is dependent on a desirable return and is 
consequently dependent on a sound capital market (Ibid.). These reasons are arguments for a less provocative 
approach made by the pension funds and highlight the relevance of dependency relationships within investments 
(Hamilton and Eriksson, 2011).  
 
 
 
 
 
 
3.5 Conceptual framework 
 
The theoretical review has so far presented the basis of the theories, from which the empirical results of this 
thesis later will be analyzed. The review starts from a broad perspective, where a historical summary of the 
concept of SRI is given. After that it focuses on the motivations for engagement in SRI, moving on to a sketch 
over the existing fields in SRI. The theoretical review is then finalized by an outline of the concept of 
stakeholder theory. The presentation of stakeholder theory ends with two descriptive models on how various 
influence strategies can be derived from the relationship between a stakeholder and a firm. In addition, these 
models serve as an important part to explain the position chosen from different pension funds when regarding 
corporate engagement. However, the theoretical framework alone does not fully explain how the result from this 
thesis will be analyzed. A conceptual framework is here presented to fulfill the analysis process of the study. A 
conceptual framework can be described as 
 

“a grounded theory technique, or tactic, that aims to generate, identify, and trace a 
phenomenon’s major concepts, which together constitute its theoretical framework” (Jabareen, 
2009, 53). 
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With this said, a conceptual framework can be seen as a frame from which this thesis will be analyzed (fig. 4).  
 
With regard to this thesis, special focus is directed to Swedish pension funds’ view on SRI and how this is 
implemented in the work. The purpose of the study is to identify what effect the view on SRI has on the choice 
of instruments of influence that are applied toward corporations. In order to accomplish an analysis of the 
empirical results, a clear concept position is needed. There are three reasons for why it is important with such a 
concept position. First, it is of importance to give a comprehensive understanding to why certain phenomenon 
appears as it does. This call for a model that is wide in its approach and takes into account several dimensions, 
i.e. all the concepts are outlined in the model in order to grasp the whole picture. Second, a conceptual 
framework can serve as a good guidance for the explanation of the study and provide the reader with a better 
picture of what is included in the research. Third, it works as a helpful tool to sort up the empirics that later on 
will be analyzed. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig. 4. Conceptual framework of the thesis. 

 
The model is a compilation of the previous outlined theoretical review and starts with identifying the two 
compared pension funds’ view on SRI. In order to capture the pension funds’ view on SRI it is important to 
know, as mentioned earlier and outlined by Eurosif (2011), that there are several different interpretations and 
definitions that refer to the concept of responsible investments. It is useful to understand how the compared 
pension funds interpret the concept of SRI and what it means for them when working with it. Moreover, the 
described motivations for SRI play an important role in order to decide the factors that identify the pension 
funds’ view on SRI.  

View on SRI 

Motivations for SRI 

Influence strategies exercised 

Reasons for influence strategies 
exercised  

 
 

Stakeholder theory 

Approach on stranded 
assets 
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In the next step, the model goes toward a more practical part where the influence instruments are outlined. In 
order to understand why the pension funds try to influence corporations with certain instruments, it is important 
to present the various options. In this study Eurosif’s description from 2011 on instruments that are used serve as 
a guideline to in this matter. Furthermore, in order to better explain the reason why the pension funds use certain 
instruments, the reasons need to be revealed. Stakeholder theory is here used to explain the reasons behind the 
instruments that are used for corporate engagement. As outlined earlier, stakeholder theory focuses on the 
relationship between a firm and groups/entities that are interested in the firm’s decision and its effects on the 
surrounding (Freeman, 1984). A stakeholder and a firm hold a unique position and are, according to the 
literature, mutually interested in the outcome (Mitchell et al., 1997). This is clearly seen in the interdependence 
between pension funds and corporations. To outline what determines the relationship between a stakeholder and 
a firm, and consequently what decides the strategy of influence, this thesis provides Frooman’s descriptive 
models. Frooman (1999) uses the power position between the firm and the stakeholder to explain why certain 
influence strategies can and will be chosen. These descriptive models serve as good examples to present different 
positions that are taken. Moreover, previous studies that are directed toward responsible investments in pension 
funds give proof of the relevance of Frooman’s theory for institutional investors’ corporate engagement 
(Hamilton and Eriksson, 2011; Gifford, 2011). Finally, the conceptual framework ends with the funds’ approach 
on stranded assets. This is done with the purpose to highlight the previous positions’ importance for which 
strategy that will be imposed on fossil fuel intensive corporations.   
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4. Empirical background 
 
The empirical background is presented below. The chapter provides the background that is needed to understand 
the empirical findings from the study, which will be presented in the following chapter. The chapter consists of a 
description of the Swedish public pension system and a depiction of the debate on stranded assets. 
 
 
4.1 The Swedish public pension system 
 
The Swedish public pension system is presented below, including a historical outline of the procedure that led to 
todays’ system and how it functions. Also, the role of the AP-funds in the system is given - including an 
explanation of their different functions. 
 
 
4.1.1 Historical outline  
 
The Swedish public pension system has existed for a long time – the first national age pension was introduced in 
1913. The predecessor of todays’ system, however, was initiated 1957 after a referendum on public occupational 
pension (SOU 2012:53). In 1959, the Swedish parliament could implement the new pension system, called 
allmän tillägspension (ATP-system) (SOU 2012:53). Two reasons led to the creation of the public pension funds 
(AP-funds). First, the funds were supposed to compensate for the expected long-term savings’ decrease due to 
the implementation of the ATP-system (Ibid.), i.e. individuals were expected to reduce their savings due to the 
new grant. Second, there was a need to arrange a buffer in the system that could equalize temporary deficits 
(Ibid.). In the beginning, the AP-funds included three funds but where enlarged with a fourth at 1973. In 1988, a 
fifth AP-fund was introduced and at last, due to increased capital flow into the ATP-system, a sixth AP-fund was 
presented in 1992. The sixth fund varied from the other because of its different investment mandate - the fund 
was supposed to invest exclusively in shares and other securities on the venture capital market.7 The sixth AP-
fund had, therefore, the mandate to invest entirely in unlisted companies (prop. 1995/96:171). The purpose of the 
narrowed investment scope was to direct the fund’s assets to Small and Medium sized Enterprises (SMEs) 
(prop.1999/2000:46).  
 
The Swedish public pension system was later reformed in 2000/2001, which led to substantial changes 
(Karlsson, 2006). The work with the reform started already in 1991 (SOU 2012:53) and was implemented after a 
broad agreement between the social democrats, the liberals and the conservatives. The main idea of the reform 
was to steer away from a defined benefit system and instead become a self-financing one - where pensions were 
supposed to adjust to the growth of the economy (Ibid.). 
 
During the reform, the AP-funds were divided into four similar sized funds and given their names; first, second, 
third and fourth AP-fund (Karlsson, 2006). The funds got identical investment rules, including larger freedom in 
the management. This freedom was especially directed to investments in shares and foreign assets (SOU 
2012:53). The purpose of giving the funds similar investment rules, yet have them divided, was to increase the 
competition between them, with a hope of higher return as a result. The previous sixth fund was given the name 
“sixth AP-fund”, however, became a fifth buffer fund and kept its special investment focus on venture capital 
markets and unlisted corporations (Ibid.).  
 
According to the new law (SFS 2000:192) on pension funds were the funds required to take ethical and 
environmental considerations into account in their investment choices. This ethical and environmental clause is, 
however, subordinated to the primary objective of high return (Ibid.). This is the first mandate in the law on AP-
fund, which takes into account environmental and ethical considerations in the investment process. This sentence 
is the only restriction that is given with regards to environmental and ethical concerns. No further explanation is 
provided.  
 
 
 
 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
7 Venture capital is capital mainly directed to early-stage startup companies (Internet, privco, n.d.).  
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4.1.2 The reformed pension system 
 
In favor of the new pension system, the old ATP-system is gradually being phased out and will be completely 
gone in 2018 (SOU 2012:53). Until then, the old and the new rules are governing the pension system. There are 
today four types of fees that finance the income-based pension; employer fees, employee fees, state pension 
contribution and general pension fees (Ibid.). The employer fees and the employee fees are distributed between 
the income pension system, the premium pension system and the state budget. The state pension contribution, 
which is financed from various allocations in the state budget, is distributed between the income pension system 
and the premium pension system. Last, the general pension fees are fully allocated to the income pension system 
(fig. 5)(SOU 2012:53). The fees that finance the income pension system are fully distributed to the five AP-
funds, first-fourth and sixth, and these funds are the ones paying the monthly pensions (Ibid.). 
 
 
 
 
 

 
 
 

 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

 
 
 
 
 
 
Fig. 5. Overview of the public pension system. (ad. by auth.) (SOU, 2012:53, 90). 

 
The fee to the general pension is set and does always count to eighteen and a half percent of each tributary 
pension-qualifying amount (SOU, 2012:53, 9). The sum an individual eventually will get from the fee-based 
system depends partly on the size of contributions paid during his or her active working time, and partly on the 
annual index adjustments of these amounts (based on different principles in the income pension system and the 
premium pension system) (SOU, 2012:53). The fees are therefore related to the individual’s income, which 
together with the development of the economy serves as the base in the income pension system. Consequently, 
there is a correspondence between the payment of pension contributions and cumulative pension rights and is the 
reason why the system can be considered self-supporting (Ibid.). The major part of the pension fee – sixteen 
percent of the total eighteen and a half percent - goes to the income pension.  
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The remaining two and a half percent - from the total pensionable income of eighteen and a half percent – is 
distributed to the premium pension system. The capital in the premium pension system is managed by funds that 
are actively chosen by the individual himself or herself. The pension savers have the opportunity to select up to 
five funds among the more than 800 who are registered within the Swedish Pensions Agency platform. If the 
pension saver does not make an active choice - the money is placed in AP7 Såfa. Even though the name is 
similar to the buffer funds, AP7 Såfa is not a buffer fund in the pension system but instead the state option in the 
competitive premium pension system (SOU, 2012:53).  
 
The guarantee pension is a basic protection for individuals that had low or none income during his or her lifetime 
and is financed with public tax money as well as a part of the employer and employee fees (SOU, 2012:53).  
 
 
 
4.1.3 The AP-funds mission in the reformed pension system   
 
In addition to be buffer funds, the Swedish AP-funds are committed to be a segment in the balance of the 
pension debt (SOU, 2012:53). The balance is part of the indexation, which in turn is the yearly conversion of the 
average income in Sweden (Internet, Pensionsmyndigheten, 2014).8 The conversion of the average income leads 
to a balance ratio, which in turn is a figure to measure the balance in the pension system and is calculated as the 
ratio between the assets and debts in the income pension system. The debts are considered to be the earned 
pension rights for recent pensioners as well as the pension rights for coming pensioners that work right now. The 
assets are considered to be the sum of all the pension fees as well as the buffer capital (SOU, 2012:53). In times 
where the outgoing debts overtake the incoming assets, the balance can be set in place. When the balance is 
active is the indexation of the pension yield reduced. The pension debt is then revalued in a slower pace, i.e. the 
pension payments will be lower in real values, and because the debt faces a slower increase in upward 
adjustment a strengthened pension system will be the effect (Ibid.). The purpose of this action is to have a 
financially balanced and long-term sustainable system (Ibid.). 
 
In order for the funds’ buffer capital to contribute in positive terms to the financing of the pension system, the 
return of investments needs to be higher than the development of the income index, i.e. the funds’ return need to 
be higher than the development of the workers wages (SOU, 2012:53). When compare the return of the buffer 
funds’ capital with the income index, it is noticeable that the average return from the buffer funds are higher than 
the development of income index (Skr, 2011/12:130). Between year 2001-2011, the buffer funds yearly return 
counted to 3,4 percent, while the similar number for the income index was 3,1 percent. However, the fluctuations 
between the years were significant (fig. 6) (SOU, 2012:53). 
 
 
 
 
 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
8 The income pension is following the income progress in Sweden. The income progress is, in turn, measured by an income 
index, which is an estimate of the average income in Sweden. This income index is calculated as follows: The income 
pension is converted at the end of the year with a method called flexible indexation. Flexible indexation means that the 
change in the pensions is equivalent to the percentage change in the income before and after the turn of the year, reduced by a 
so-called norm on 1,6 percentage points. Flexible indexation is therefore similar to that the pensions, aside from the norm, 
changing at the same rate as average wages of those who are gainfully employed. The formula to calculate the flexible 
indexation appears as follows: Pension 2013× !"#"$%&!!"#$%!!"#$

!"#"$%&!!"#$%!!"#$!×!!.!"# = !"#$%&#!2014 
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Fig. 6. The AP-funds return in relation to the income index. In billion SEK. (ad. by auth.) (SOU, 2012:53, 100). 

 
 
The establishment of the AP-funds was at the same time as the burst of the IT-bubble, which led to negative 
results for the funds the first two years (2001 and 2002). It is shown from the figure that until 2005, the income 
index was higher than the accumulated return from the AP-funds. The accumulated return of the AP-funds was 
then higher than the income index until 2007. During the financial crisis in 2008, the return decreased drastically 
and was again lower than the development of the workers wages. A substantial part of those losses were 
recovered during 2009, and from 2010 the funds’ return again overtook the income index (SOU, 2012:53). To 
sum up, the buffer funds’ return show that the self-supporting system, so far and on average, has been able to 
finance itself. Averagely, the return has contributed to 0.3 percent beyond the development of the income index 
(SOU 2012:53, 102). However, it is in times where the revenues of the workers are less than the costs of the 
pensioners that the buffer funds are needed as back up, which – shown in the figure - has been the case in some 
of the years (SOU 2012:53). 
 
 
 
4.1.4 The future role for the AP-funds and the buffer capital 
 
Due to the coming retirements of the large generation born in the 1940s, it is predicted that the pension debt will 
increase rapidly coming 30 years. At the same time, the population groups after the 1940s generation, i.e. the 
population that will provide capital to the system, are not projected to bring in the required amount amount in 
order to have positive net expenses. For these years, it is therefore estimated to be a deficit in the self-supporting 
pension system. This will, as an affect, lead to higher pressure on the system and thereby increase the importance 
of the buffer capital and its balancing role (SOU 2012:53). Consequently, the risk that the buffer capital will 
diminish due to less inflow to the system is considerable (Ibid.). 
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4.2 Stranded Assets 
 
A description of so-called stranded assets and the debate that surrounds the concept is presented below. 
 
 
4.2.1 Description of stranded assets 
 
A stranded asset is a financial term that describes an asset that has  
 

”…suffered from unanticipated or premature write-downs, devaluations or conversion to 
liabilities” (Caldecott et al., 2014, 2),  
 

An asset can be considered as stranded for various reasons but most often refer to environmental risks that, 
according to Caldecott et al. (2014), are mispriced by the market. Caldecott et al. (2014) points out following 
factors that might change the value of an asset:  
 

− Environmental challenges (e.g. climate change, water constraints) 
− Changing resource landscapes (e.g. shale gas, phosphate) 
− New government regulations (e.g. carbon pricing, air pollution regulation) 
− Failing clean technology costs (e.g. solar PV, onshore wind) 
− Evolving social norms (e.g. fossil fuel divestment campaign) and consumer behavior (e.g certification 

schemes) 
− Litigation and changing statutory interpretations (e.g. changes in the application of existing laws and 

legislations) (Caldecott, 2014, 2). 
 
 
4.2.2 Calculating value effects of stranding assets 
 
Many assets are already now affected by factors that refer to environmental conditions (Caldecott et al., 2014). 
These circumstances are considered to increase in the future in areas where the environment is vulnerable and 
the use of resources affects accessibility of the product (Ibid.). However, these types of stranding risks for assets 
can be difficult to forecast, leading to unwanted and unexpected costs for corporations, which in the prolonging 
can affect the market price of a resource or a product (Ibid.).  
 
The calculation and managing of the risks and costs of stranding assets has become more common (Ibid.). One 
of the usual techniques to accomplish this involves so-called scenario analysis, where predictions of possible 
future conditions are made in order to grasp the effects of potential scenarios. Caldecott et al. (2014) states that 
these scenario analyses are particularly important to understand and manage the risks that come with stranded 
assets. The impacts of factors that potentially lead to stranding assets are often associated with high 
uncertainties, both in terms of scale and in terms of trend of the environmental effects (Caldecott et al., 2014). In 
addition, the environmental factors are often interlinked with each other, which, consequently, mean that the 
effects from one specific factor can be challenging to measure in a proper way (Ibid.). Therefore are the analyses 
often characterized by broad frameworks that are supposed to grasp the matter and to provide an understanding 
of the implications as well as potential outcome (Ibid.).  
 
  
4.2.3 The debate on stranded assets 
 
Alongside with the increased certainty on the human impact on climate change, the awareness of the relationship 
has become stronger in society. Many initiatives with the aim to decrease human impact on climate have been a 
consequence to this awareness. The debate on stranded assets is no exception. One of the most referred paper 
from opinion-formers is “Unburnable Carbon – Does the world´s financial markets carry a carbon bubble?”. 
The report focuses on the fact that if the world intend to maintain to the Cancun agreement - saying we should 
have a maximum increase in average temperature of 2 Co above pre-industrial levels - many corporations who 
are exposed to a big amount of fossil fuel assets might face a value risk in the future. In short, it is argued in the 
paper that the valuation of these corporations might be wrong and that the future prospects are not fully reflected 
in todays’ market price (Carbon Tracker Initiative, 2012). As an effect to this are many institutional investors 
and universities around the world subject to protests from different divestment campaigns. The most known and 
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wide spread is the Fossil Free movement.9 The incentive of these campaigns is to stop investments in 
corporations that are highly exposed to fossil fuels (Internet, SR Klotet, 2013). From a Swedish perspective, and 
in connection to the pension capital, there is an ongoing debate if and how the AP-funds should act on the 
matter, considered that they are investors in corporations highly exposed to fossil fuels. Among many examples, 
the Swedish minister for financial markets, Peter Norman, recently stated that he eventually desires to see 
completely carbon-neutral AP-funds (Internet, Lund, 2014).  
 
Recent studies have been released presenting two different views on the condition of supply of hydrocarbon 
resources and whether there is a considerable risk that these assets will become stranded or not. On the one hand 
Trucost (2014) argue in their study that institutional investors should take this into account and exemplifies 
several activities where investors can and should raise this concern. On the other hand ExxonMobil (2014) state 
in their report on energy, carbon and risk management that they do not see any reason that any of their 
hydrocarbon reserves are or will become stranded. ExxonMobil (2014) instead assess that a transition to low-
carbon based sources will take time, even though there would be a rapid growth in sources of this kind.   

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
9 Fossil Free is an international campaign with the aim to influence institutions such as universities, religious institutions, 
activities and state governments, and other institutions that serve the public good to divest from fossil fuels (Internet, 
Gofossilfree, n.d.).!
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5. Results 
 
This chapter presents the results that were gained from the empirical study. The aim of the thesis and the 
research questions decides the structure of the chapter and how the results are presented. The results are divided 
with regards to the various research questions in mind, starting with a short background of the two funds 
followed by a description of the funds governance policies. After that follows a presentation of used instruments 
of influence. Finally, a description of the funds’ opinion regarding stranded assets is given. The funds are 
divided as subchapters throughout the whole result section in order to provide a clear and comparative overview 
between them. 
 
 
5.1 Background to the funds and their mandate 
 
The background to the funds are presented below and includes the law that regulates the funds’ obligations, their 
overall goals and information about their capital holdings.  
 
5.1.1 AP4 
 
AP4 is a state agency and a fund in the Swedish public pension system. The law on the Swedish national pension 
funds, 2000:192, regulates the operation of the fund. The government selects the fund’s directors and external 
auditors, while the board itself then appoints the fund’s CEO.  Every fund within the public pension system shall, 
however, independently formulate their goals and strategies (2000:192). The fund’s board and operations shall 
not, according to the law, be controlled by government directive or of economic policy interests (Ibid.). The 
fund’s primary objective is to contribute to the stability of the pension system by managing the fund’s assets 
with the goal of creating the best possible return over time (AP4, 2013). Environmental and ethical issues must 
be taken into account, although, without compromising with the main objective of high return (Ibid.). 
 
AP4 has, based on this mission, formulated two overall objectives: 
 
• The fund’s total return in real terms, i.e. adjusted for inflation, shall reach four and a half percent per year on 
average, over a period of ten years. That is the return that is required in order for the pension assets and liabilities 
to be in balance on a long-term basis (AP4, 2013, 2). 
 
• The fund shall achieve active returns, i.e. returns above the benchmark of a half percent (AP4, 2013, 2). 
 
AP4s fund capital amounted to 241 billion SEK in mid 2013. The board of AP4 decided to best meet their long-
term management assignments by having a high proportion of listed shares, both Swedish and global. In 2013, 
55 percent of the assets were shares and 33 percent were invested in fixed income securities. The remaining 
twelve percent was invested in other assets like real estate, private equity and unlisted investments (Ibid.). 
 
 
5.1.2 AP7 
 
As mentioned in the presentation of the Swedish public pension system, a small part (two and a half percent) of 
the pension contribution is devoted to the so-called premium pension system.10 AP7 is the state choice within 
this premium pension system. It is a government agency and its mission is to manage the premium pension on 
behalf of the Swedish citizens (AP7, 2014). AP7 is the default choice in the premium pension system and 
currently manages a capital of 170 billion SEK (Ibid.). Those who do not make an active choice of their 
premium pension capital get their money invested in funds managed by AP7 (Ibid.).  
 
AP7 is managing two funds, AP7 Aktiefond (Equity fund) and AP7 Räntefond (Interest fund). The name of the 
product that AP7 offers is called AP7 Såfa and consists of AP7 Aktiefond and AP7 Räntefond.  The proportions 
between the AP7 Aktiefond and AP7 Räntefond change over time according to a life-cycle profile and are based 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
10 The premium pension part is managed by mutual funds according to the pension savers choice. The pension saver can 
choose him or herself which funds to invest in. The pension saver has the option to choose five funds out of the 800 that are 
registered (Internet, pensionsmyndigheten, n.d.). The Premium Pension System is administered by the State Pension Agency, 
which function in a similar way as a unit linked company (AP7, 2014). 
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on the saver’s age. Until the age of 55, AP7 Såfa consists to 100 percent of AP7 Aktiefond. Between the age of 
56 and 75 the proportion of AP7 Aktiefond yearly decreases and is replaced by AP7 Räntefond. At the age of 75, 
the proportion is instead 33 percent AP7 Aktiefond and 67 percent Räntefond. The proportion is then fixed at 
that rate (AP7, 2014). 
 
AP7 is in the normal case, and unlike the other AP-funds, not allowed to vote with Swedish shares (SFS, 
2000:192). Therefore, the fund uses other governance methods in order to influence these corporations. Other 
governance methods can, for example, consist of direct contacts with representatives for the corporations (AP7, 
2013). 
 
For foreign shares, which are the vast majority of the shares owned by the fund (approximately 99 percent), AP7 
is, just like the buffer funds, allowed voting on general meetings (Ibid.).  
 
 
5.2 Governance policies in the funds 
 
Below is the two funds’ governance policies presented. It includes their work with corporate engagement. 
 
5.2.1 AP4 
 
The AP-funds are, as mentioned above, supposed to independently stipulate their own goals and strategies. As an 
active owner in corporations, AP4 has developed a governance policy, which is based on the responsibility to 
protect and develop the invested capital (AP4, 2013). The policy includes governance policies and 
environmental and ethical considerations in the management (Ibid.). These concerns are most often referred to 
as ESG considerations. 
 
To begin with, AP4 considers the Swedish pension system should be a reflection of the value that the majority 
part of the Swedish citizens holds. AP4’s principles of commitment, action and requirements to change are 
therefore based on these values (Ibid.). The Secretary General of the buffer funds’ ethical council claims that the 
funds’ principles should be a reflection of the Swedish society and, consequently, be a representation of the 
predominant values within it (pers. com., Howchin, 2014). The values that AP4 adhere to are democracy, 
equality, individual freedom, dignity and sustainable development. According to AP4, these values serve as key 
components for the policy (AP4, 2013). Furthermore, AP4 considers these values to be reflected in the 
international conventions that Sweden has signed regarding human rights, anticorruption, environment, labor 
rights and inhumane weapons. According to AP4  
 

“the Swedish state’s core values, together with international conventions, are the essential 
instruments for the funds’ work to ensure that the corporations will take into account the necessary 
environmental and ethical aspects in their business” (AP4, 2013, 5).  

 
The first part of AP4’s work with ESG issues, the governance policy (G) is based on the law governing the 
activities of the fund and the Swedish Code of Corporate Governance (called The Code). The Code outlines the 
principles that have been guidelines and practice in the Swedish stock market for many years. The Code is built 
on the principle of "comply or explain", which gives companies the right and opportunity to differ from it (AP4, 
2013). 
 
The governance within this policy aims to  
 

• Protect both shareholders’ and companies’ best interest 
• Take into account individual’s unique circumstances and needs 
• Eventually help to maximize the fund’s long-term returns (Ibid.).  

 
According to AP4, it is mainly questions directed to value creation that is in focus (Ibid.). 
 
Regarding the second part of the ESG considerations, AP4 state in their policy on environmental and social 
considerations (ES) that it takes it starting point from 
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“the observation that high ethical standards and compliance with important environmental 
considerations are a prerequisite for companies to achieve a favorable and sustainable yield” 
(Internet, AP4, n.d).  

 
As mentioned earlier, the fund’s values are based on the principles of commitment, action and change. In order 
to make a difference in corporations, AP4 argues in their governance policy that a responsible and ethical way to 
act as an owner includes engagement and commitments (Internet, AP4, n.d). AP4 is of the opinion that abuses do 
not stop just because they would choose to withdraw their ownership. The questionable investment might be 
gone, but the problem might still exist (Ibid.). However, AP4 has a limit to how long they will try to influence a 
company and when that limit is reached an exit of the ownership is considered (Ibid.). The interviewed 
respondents at AP4 choose to use of the following parable to explain their position 
 

“if you walk on the street and see two people fighting, what do you do? Do you walk away and 
pretend that nothing is happening or do you try to interfere? We are of the opinion that it is better to 
interfere in some way. You might not be able to stop the fight, but you can for example call the 
police. This pinpoints our view on the engagement strategy and to which we stick” (pers. com, 
Axelsson, 2014).  

 
At last, AP4 state in their policy that they work to get all their external managers and other vendors (if 
applicable) to support and sign the UN initiative for Responsible Investment PRI (Principles for Responsible 
Investment) (AP4, 2013).11 
 

 
 

 
5.2.2 AP7 
 
The starting point for AP7’s work with corporate governance is the importance to safeguard the fundamental 
rights and freedoms as expressed in the Swedish constitution (AP7, 2013). This includes, among other rights, the 
right of freedom of thought and opinion, freedom of expression, protection against discrimination, equality and 
the promotion of a sustainable development that lead to a good environment for present and future generations 
(Ibid.).  
 
AP7’s governance policy document provides guidelines for how the fund should act as an owner in corporations. 
AP7’s governance responsibility is based on three main areas, which are: corporate governance, environment 
and ethics (social), i.e. ESG considerations (Ibid.). 
 
The principles stipulated by the OECD are the ground for AP7 in their work with corporate governance (G). The 
principles are generally formed and take into account following areas: 
  

• Basic infrastructure  
• Shareholder rights  
• Equal treatment of shareholders  
• Other stakeholders’ role  
• Information disclosure and transparency  
• Board responsibilities (OECD, 2004) 

 
AP7 state in the policy that all rules stated by the OECD cannot be followed at all times (AP7, 2013). AP7 is 
always concerned of the cost-efficiency aspect when it comes to apply to the rules within the principles. 
Moreover, AP7 mention that local regulations may affect their stance.  
 
Voting is the method that is used by AP7 to engage in governance aspects. The voting policy is based on issues 
that AP7 consider essential for effective corporate governance (Ibid.).  
 
When it comes to environmental and social considerations (ES) in investments, AP7 presents a set of guidelines 
as their position. At first, it is stated that direct investments shall only be made in corporations that, according to 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
11 Principles for Responsible Investments (PRI) is a United Nations supported initiative working to put principles for 
responsible investment into practice. ”Its goal is to understand the implications of sustainability for investors and support 
signatories to incorporate these issues into their investment decision making and ownership practices” (Internet, PRI, n.d.). 
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the fund’s assessment, comply with international conventions that Sweden has signed. Although, AP7 states that 
exemptions can be made where they choose to put higher requirements on corporations than the conventions 
statutes. The exemptions can be executed if there is a clear and official attitude from Sweden on the issue (Ibid.). 
AP7’s higher requirements that exist now are directed to corporations that are considered to participate in the 
development and/or production of nuclear weapons (Ibid.). AP7 exclude all kinds of direct investments in such 
corporations. The international conventions that are ground for AP7’s position relies primarily on: 
 

• Conventions on human rights 
• Convention on the Rights of the Child (CRC) 
• International Labor Organization conventions (ILO) 
• International environmental conventions 
• Conventions against bribery and corruption (Ibid.). 

 
Furthermore, AP7 holds the position that corporations have a responsibility to follow the standards both in cases 
where the conventions are addressed to states or to individuals, and, whether countries in which corporations 
operate are bounded by these conventions or not (Ibid.).  
 
To conclude, AP7’s official position and motives to engage in ESG issues are  
 

“Good corporate governance contributes to sustainable economic development by better business 
performance as well as improved access to external capital. The overarching goal - to achieve 
long-term return and maintain savers’ trust - is best achieved by clear ownership responsibilities 
on companies the fund invests in” (AP7, 2013, 2). 
 

This further enriches the fund’s position and explains the motives to why the fund engages in 
corporation and that it, in their view, improves a long-term sustainable return. 
 
 
 
 
 
5.3 Instruments of influence used by the funds 
 
This part presents the funds’ instruments of influence that are used towards corporations in which they are 
shareholders. The purpose of the section is to display similarities and differences between the two funds on how 
they execute their engagement when taking environmental and ethical considerations into account in their 
investments. The various influence strategies refer to the presentation in the theoretical chapter 3.2 Instruments 
of influence used when engage in corporations. Different instruments of influence are: engagement, preferences, 
screening, voting, special mandates and collaborative initiatives. 
 
 
5.3.1 AP4 
 
Based on the instruments of influence that are at hand and previously outlined, it is recognized that AP4 make 
use of:  engagement, voting, preferences, collaborative initiatives, and to some extent screening as well as 
special mandate corporate engagement (Internet, AP4, n.d.; pers. com., Lööw, 2014).  
 
The corporate governance policy claims that AP4 try to influence corporations that have been accused for any 
kind of violation (AP4, 2013). The main instrument of influence that is applied by AP4 is therefore engagement. 
According to AP4, the starting point is that the fund should use the ownership to get violations to stop. When 
using the ownership to encourage corporations to stop violations, AP4 seek to make a difference (AP4, 2013). 
The reason behind the strategy is to get corporation to change their behavior in order to prevent similar 
violations in the future. AP4 only exclude corporations and exit the ownership in situations where none of these 
changes seem possible to accomplish. If exclusion is being practiced it lasts for four years. However, there is a 
possibility for the concerned corporation to indicate improvements that can lead to an earlier cancelation of the 
exclusion (Ibid.). As a consequence, AP4 uses screening as an instrument.  
 
As part of the work to influence the corporation, AP4 make use of their voting right in general meetings. A 
general meeting is a shareholder’s main forum for potential influence and the right to vote is one of the most 
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important tools to influence corporations (AP4, n.d.). AP4 predominantly uses this instrument in general 
meetings where the fund has a considerable holdings of share (Ibid.).  
 
Furthermore, the AP4 acts together with the three other buffer funds in Sweden (AP 1-3) to influence 
corporations. The so-called ethical council was created by the buffer funds in 2007, with the purpose to achieve a 
greater effect of the influence than each fund are able to do on their own (AP4, 2013). On an international level, 
the ethical council works together with other institutional investors in order to increase the influence on 
corporations (Ibid.). These instruments refer to the collaborative initiatives instrument of influence. 
 
The use of the special mandate instrument is shown in AP4’s work with investments directed particularly to one 
sectors, e.g. the so-called “cleantech” sector.12 However, it is worth a note that this strategy counts to a relatively 
small amount of the total capital that AP4 manage. Finally, AP4 uses preferences as an influence instrument 
since they have developed an index where they exclude corporations that are, within their branches, relatively 
large emitters of carbon dioxide (CO2) (AP4, 2012). Like the special mandate, this instrument is used only to a 
limited amount of the total capital. More on the low-carbon index will be presented in the following subchapter, 
5.4 The position held regarding stranded assets. 
 
 
 
5.3.2 AP7 
 
Based on Eurosif’s (2011) division, AP7 make use of the following instruments of influence when it comes to 
corporate engagement: screening, voting, engagement, collaborative initiatives and to some extent special 
mandate (Internet, AP7, n.d.; pers. com., Florén, 2014). 
 
AP7 does not invest in corporations that violate international conventions signed by Sweden regarding human 
rights and the environment. The name of the corporations AP7 chooses to exclude are listed and published 
together with the reason for the exclusion (AP7, n.d.). No specific branches are excluded but, as previously 
mentioned, all corporations who produce cluster bombs and/or nuclear weapons are excluded on beforehand 
(Ibid.). AP7 choose to exclude investments in a corporation during five years if:  
 

• court has ruled against the corporation and the management has acknowledge violations 
• public guardians of international conventions have published documents about the corporation, or if 
• AP7 for some other reason has decided to exclude the investment possibility in the corporation (Ibid.).  

 
This type of exclusion refers to the screening instrument of influence. 
 
As mentioned earlier, according to the law, AP7 is not allowed to vote in general meetings with their Swedish 
shares (SFS 2000:192). However, the right to use their power to vote with foreign shares is not limited (AP7, 
n.d.). In 2013, AP7 changed their voting policy, which now includes remuneration and diversity as well as labor 
rights and environment concerns (Ibid.). 
 
AP7’s engagement instrument involves dialogue with concerned corporations. During 2013, AP7 intensified the 
work with the engagement strategy and the fund was in 2013 in dialogue with approximately 600 corporations 
(Ibid.). The dialogues are directed to companies where no verified violations have been made, yet the fund has 
an opinion on a certain activity within the company (Ibid.).  
 
When it comes to collaborative initiatives, AP7 often use juridical processes against corporations together with 
other institutional investors. In countries where it is possible to manage litigations through group actions, so-
called class actions, AP7 often uses that in collaboration with other pension funds. The USA is one example 
where this procedure is frequently practiced (Ibid.).  
 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
12 Cleantech is a shorting for clean technology and refers to new technology and business models that offer competitive 
return for investors while providing solutions to global challenges (Internet, Cleantech, n.d.). Cleantech represents a range of 
products, services and processes that intends to provide performance at lower costs while reducing or eliminate negative 
ecological impact. Cleantech corporations also intend to improve the productive and responsible use of natural resources 
(Ibid.).!
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Finally, due to investments in the cleantech sector AP7 uses  the special mandate instrument of influence. In 
2013 an amount of 1,3 billion SEK was invested in the cleantech sector. This can be compared with the whole 
invested capital that AP7 holds, which amounts to 170 billion SEK (Ibid.). 
 
 
 
 
5.4 The position held regarding stranded assets 
 
In this section are the funds’ position regarding stranded assets exposed. Since the funds’ official stance on this 
matter is not detailed expressed on their respective websites, this section will often refer to the interviews that 
were conducted with the funds’ Head of Communication and ESG issues. The answers reconnect to the 
empirical section of stranded assets, in which the debate on the topic was presented.  
 
 
5.4.1 AP4 
 
AP4 does not have an official statement regarding stranded assets and the incorporations of it when it comes to 
investment decisions. The respondents explain that all investment decisions are made from case to case and not 
from a predefined policy (pers. com., Axelsson and Lööw, 2014). However, AP4 holds a position that 
 

 “During a conversion to a society less dependent on fossil fuels, it is likely that CO2-emissions will 
be connected with rising costs and that corporations with high CO2-emissions will be affected 
negatively. By extension, the value of these corporations will, in such scenario, decrease” (AP4,, 
n.d.). 

 
AP4 assesses that corporations with higher GHG emissions and fossil reserves will be valued and priced 
differently in the future (Ibid.). Also, the fund is of the opinion that the valuation of corporations does not fully 
reflect the increasing costs emissions cause (Ibid.). The judgment by the fund is that corporations with less GHG 
emission - in comparison to their competitors - will gain an economical advantage and eventually get a relatively 
better value performance (Ibid.). 
 
Moreover, since the valuation of fossil reserves is dependent on expected revenues in the future, the fund expects 
that the revenue might decrease for these corporations. If the extract costs increases, the profitability might not 
be the same in the future (pers. com., Axelsson and Lööw, 2014). AP4 develop their stand as follows 
 

“Today, there are corporations whose fossil reserves represent a large portion of the assets of the 
corporation. The risk is that it will not be profitable to extract these reserves in the future. Todays’ 
positive values of fossil reserves could, therefore, be adversely affected. They may even risk being 
worthless. These corporations will be affected when the fossil reserves, which are listed as assets, 
are revalued and decreases in value” (AP4, n.d.) 
 

 
Regarding strategies on these concerns, AP4 has developed a so-called low carbon strategy. The strategy stem 
from the abovementioned assessment that the fund considers it is worth to - in a gradual process - steer away 
from fossil fuel assets. In practice, AP4 excludes corporations that, in relative terms, are highly exposed to GHG 
emissions and results in a so-called “low-carbon”-index. By removing approximately one-fifth of corporations 
from the benchmark index (the shares in the low-carbon strategy are chosen from the benchmark index) the fund 
can lower the emissions with nearly 50 percent compared to the unchanged benchmark index. Corporations that 
are excluded are those who belong to the fifth of the most GHG emitting within each sector. Therefore, the 
strategy is sector neutral. This means that the low carbon-index choose not to invest in corporations that are the 
relatively highest emitters of GHG emission within each sector (Ibid.). AP4 argue that this tactic gives the low 
carbon index nearly the same risk profile as its underlying benchmark index (Ibid.).  
 
Furthermore, corporations that have been excluded for their relatively high emissions can in the future be 
invested in. This is possible under the premises that they, in relative terms, have been decreasing their carbon 
emissions. According to AP4, the aim of the strategy is to exclude the corporations with the relatively highest 
emissions at the actual moment (Ibid.). The strategy set the emissions in relation to the corporation's sales. 
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Corporations with the most emissions per sold crown (SEK) are assessed to be the worst in terms of GHG 
emissions (Ibid.). 
 
Finally, the applied low carbon strategy counted to seven billion SEK in 2013, which amounted to nearly seven 
percent of the global share portfolio (Ibid.). The number can also be compared to the total amount the fund 
manages, which was 260 billion SEK in 2013 (Ibid.). According to Axelsson and Lööw, a relatively high figure 
for a new sector and partially increasing (pers. com., Axelsson and Lööw, 2014). 
 
 
 
5.4.2 AP7 
 
AP7 does not have any statement or strategy that explicitly is directed towards stranded assets or carbon 
intensive corporations (AP7, n.d.). However, general considerations on environmental and ethical issues are 
present and have, as mentioned earlier, their stand in the value of standards as embodied in international 
conventions signed by Sweden (Ibid.).  
 
Johan Florén, Head for Communication and ESG issues at AP7, elaborate on the reasons of absence of a strategy 
explicitly directed on stranded assets: 
 

“Our basic view is that we, today, have a lot of dirty energy and that we need clean energy. That 
is part of the reason to why we have a theme investment in clean technology. This is the only 
theme investment we have and counts to 1,3 billion SEK. This is built on the belief that, if we 
are to shift from dirty to clean energy, we need some kind of technical paradigm shift. We need 
technical solutions that can be commercialized and well functioning in an ordinary market 
economy” (pers. com., Florén, 2014). 

 
Furthermore, AP7 does not have any policy based on a “best-in-class”-character or such (Ibid.).  
 
It is worth to mention that AP7, although, is underweighted in the oil sector due to the fact that investments in 
Shell and BP have been excluded. However, this is not because any carbon strategy but, instead, because Shell 
and BP have violated international conventions regarding the environment (Ibid.).  
 
The reason why AP7 does not have a policy on carbon emissions is because they believe in the market and the 
pricing mechanisms that exist in it. Florén (pers. com., 2014) refer to financial theory, which states that active 
management can exist if one has an information advantage. However, he continues, this does not function in a 
transparent and efficient market and are the reason why AP7 consider the oil corporations to be valued correctly 
at the moment. From an assets management perspective, AP7 does, at the moment, not see any reasons to 
exclude this sector or to be less exposed to it because of the discussion on stranded assets (Ibid.) 
 
To illustrate AP7’s position in the debate, Florén (pers. com., 2014) refer to the report from the Carbon Tracker 
Initiatives, “Unburnable Carbon – Does the world´s financial markets carry a carbon bubble”, and say 
following 
 

“The Carbon Tracker Initiatives are opinion formers and not asset managers. I think they are way 
off in their assessment, because what they want to claim is that this is a bubble. A bubble is 
actually a short-term miscalculation and mispricing by the market. So what they claim is that all 
the millions of people in the world who work full time with calculating the price of corporations, 
simply, are wrong” (Ibid.).13 

 
To conclude, AP7’s position in the debate can be summarized by Florén’s (pers. com., 2014) words 
 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
13 The discussion of a carbon bubble stems from a report made by The Carbon Tracker Initiatives titled Unburnable Carbon – 
Are the world´s financial markets carrying a carbon bubble?. The report outlines the potential mispricing of corporations 
with high fossil fuel reserves. It refers to the agreements made by the international community in Cancun 2010 to limit the 
increase in average temperature to a maximum of two degrees Celsius above pre-industrial level. The report argues that there 
might prevail a mispricing on the market of corporations that are highly exposed to CO2 emitting assets if these assets will 
become stranded (The Carbon Tracker Initiative, 2011). 
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“Our conviction is that in order to make the transition from dirty to clean energy, there are two 
necessary success factors. First, some kind of political consensus on international level is needed 
and, second, a technological development in the clean energy sector is necessary. These are the 
reasons to why we are doing theme investments in cleantech. We believe that cleantech is a sector 
that will develop further and be able to provide better return in the long-term.” (pers. com., Florén, 
2014). 
 

The comment reveals the position held by AP7 and reveals the funds dependency on other actors, such as 
politicians. The fund’s believe on the cleantech sector is clearly stated by the comment. 
 
 
 
5.5 Empirical synthesis of the two funds 
 
A synthesis of the empirical findings is presented below. The funds’ answers are divided into the four main areas 
that are displayed in this chapter (Table 4). 
 
Table 4. Summary of results from the research findings 
 
 AP4 AP7 

Background of the funds 

• Buffer fund in income 
pension system 

• Right to vote with 
Swedish shares 

• Capital of 241 billion 
SEK (2013) 
 

• State choice in the 
premium pension system 

• No right to vote with 
Swedish shares 

• Capital of 170 billion 
SEK (2013) 

Governance policies 

• Based on international 
conventions signed by 
Sweden 

• The policies ought to 
reflect the core values of 
the Swedish citizens 

• Based on international 
conventions signed by 
Sweden 

• Pinpoints the importance 
to safeguard fundamental 
rights 

Influence instruments 

• Engagement, voting, 
preferences, collaborative 
initiatives 

• To some extent screening 
and special mandate 

 

• Engagement, voting, 
screening, collaborative 
initiatives 

• To some extent special 
mandate 

Position regarding stranded assets 

• CO2 emissions will be 
connected with higher 
costs in the future  

• Corporations with CO2 
emissions and reserves 
will be affected negatively 

• Conducted low carbon-
index 

• Markets pricing 
mechanisms are correct 

• No carbon bubble  
• Theme investments in 

cleantech  
 

 
 
The illustration reveals similarities and differences between the two funds. It is worth to mention that the 
outlined summary above does take all instruments and policies into. Instead, the table primarily illustrates what 
the funds emphasize on. For example, AP4 also invest a part of their capital in cleantech, however, with regards 
to the position on stranded assets they choose to emphasize on their low carbon strategy – why this is highlighted 
in the table above. AP7, on the other hand, chose to emphasize on their investments in cleantech and their 
opinion that investments in this field are of importance to steer away from a carbon dependent society - why this 
is highlighted as their respons.!  
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6. Analysis 
 
Chapter six elaborates on the results from the empirical findings and put it in context with the research questions 
and the aim of the study. It begins with a short description of the different positions the funds have in the pension 
system and presents the few differences in the legal regulation between the funds. Similarities and differences 
are between the two studied objects then analyzed. The analysis is structured in a similar way as the result 
chapter in order to get a clear and comparable overview. The results from the empirical study are analyzed using 
the selected terms and models in the theoretical conceptual framework.  
 
 
6.1 Background to the funds and their mandate 
 
To begin with, it is shown from the empirical background that the funds have two different tasks in the Swedish 
public pension system. AP4 is one of the buffer funds in the system and are responsible for the income pension 
part of the system. This part counts to sixteen percent of the total eighteen and a half percent that the general 
pension fees are set to. The income pension part is not open for individual choices on where to invest the capital. 
The buffer funds, including AP4, are therefore not concerned with external competitors. Moreover, the pension 
saver cannot make active choices over its capital and has to, instead, fully rely on the buffer funds’ investment 
choices. The remaining two and a half percent is distributed to the so-called premium pension part of the system. 
In this part, the pension saver is free to choose in which funds he or she wants to invest its capital. AP7 is the 
state option in the premium pension system. 
 
The legal differences can be derived from these variations. The relevant difference here is that AP7 is not 
allowed to vote with their ownership in corporations listed in the Swedish stock market (SFS, 2000:192). 
Consequently, they have not the right to use their voting instrument of influence. However, since AP7’s shares to 
approximately 99 percent consist of global holdings, this has minor effect on the fund’s possibility to engage in 
corporations in comparison to the other AP-funds, such as AP4. 
 
 
 
6.2 Governance policies in the funds 
 
According to the funds’ governance policies - which are useful documents when study the funds’ view on 
corporate engagement - the two funds shows similar reasoning for their actions. Both funds’ governance policies 
present their work on environmental, social and governance (ESG) considerations in the management. 
Furthermore, there is no variation in the grounds for their governance policy documents that refers to 
fundamental rights - such as democracy, equality and individual freedom. These values are, according to both 
funds, exposed in the international conventions that Sweden has signed concerning human rights, anti corruption, 
inhumane weapons, environment and labor rights. What can be said here – and where consensus between the two 
funds exists - is that the policy as well as the actions taken according to it should reflect the majority opinion 
among the Swedish citizens. It can be argued that this is a suitable position taken by authorities, which are 
formed and ruled by a democratically chosen parliament. Moreover, in order to achieve a sustainable yield it is, 
according to both funds, important that corporations have high ethical standards, show compliance with 
significant environmental considerations and apply good corporate governance.  
 
Finally, the clear dividing line between the funds’ governance policies is that AP4 outlines its act of 
commitment, action and change in order to make a difference. AP4’s argument, mentioned in the empirical 
findings, is that even if their ownership disappears, the abuses might still go on. AP7 on the other hand are not as 
outspoken in their governance policy on this matter. AP7 is more active to make use of their exit strategy, 
excluding corporations that do not comply with their standards. AP7 emphasizes that exclusion is a clear and 
communicative instrument, both to pension savers as well as to corporations. In this way, AP7 argues that they 
put pressure on the corporations to act according to the norms of the fund (pers. com., Florén, 2014). 
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6.3 Instruments of influence used by the funds 
 
Regarding corporate engagement, the empirical findings reveal that similar instruments are chosen by the funds. 
It is shown that the funds, to some extent, make use of the following influence instruments: screening, voting, 
engagement, collaborative initiatives and special mandate. According to this study, the only influence tool that 
is used by one of the fund and not by the other is the preference instrument. AP4 uses this instrument since they 
have developed the low carbon emission-index. AP7 does not have any similar activity and their instruments of 
influence, consequently, do not include preference.  
 
Even though both funds make use of similar influence instruments - a part from the preference instrument - the 
way in which it is being executed slightly differs. This difference is most significant in the way they use the 
screening tool. AP4 seek to engage in the corporations and  
 

“try to encourage the corporation to stop certain violations and put pressure on them so that 
changes will be made in order to prevent a similar violation to happen in the future” (AP4, 2013, 
n.d.), 

 
AP7, on the other hand, make use of a stricter screening approach. AP7 pinpoints their public list of excluded 
corporations as a functioning and transparent tool. According to previous research as well as to the conducted 
interview with AP7’s Head of Communication and ESG issues - the reason behind the strategy is to clearly show 
that they do not accept any violations on the conventions that have been signed by Sweden (Hamilton and 
Eriksson, 2011; pers. com., Florén 2014). The reason to go public with the corporations is to communicate with 
the pension savers and the corporations that AP7 do not accept these kinds of violations (Ibid.). Florén (pers. 
com., 2014) claims that this public listing gives a naming and shaming effect on concerned corporations with a 
hope of future improvements. AP4, on the other hand, only choose to exclude corporations and exit their 
ownership where none of the previous mentioned changes seem possible to accomplish. It is seen in the funds’ 
sustainability reports from 2012-2013 that the different approaches in screening are reflected in practice. AP7 
have 47 corporations named on their public exit list, while AP4 reveal that fifteen corporations were excluded 
due to ESG considerations at that year (AP4, 2013; AP7, 2013). 
 
Frooman (1999) argues (outlined in the theoretical chapter 3.4.3 Influence strategies within stakeholder theory) 
that the dependency relationship between the stakeholder and the corporation is of high importance. First, it is 
important in order to decide who holds the power in the relationship and, second, it is of importance in order to 
decide what influence strategy the stakeholder will choose. If one connect Frooman’s strategy with the two 
funds’ instruments of influence, it can be considered reasonable that the funds use similar instruments. This is 
because both of the funds show similar dependency relationship towards the corporations. The funds’ and the 
corporations’ relationship can in most cases - according to Frooman’s definition – be considered as not fully 
dependent on each other. On the one hand, the firm can, in well functioning markets, often find capital from 
several potential investors and, on the other hand, the fund can survive without investing in one particular firm 
(pers. com., Florén, 2014). Both of these conditions argue that neither the fund nor the corporation is fully 
dependent on each other. 
 
The relationship may impact the use of influence strategy that is applied by the stakeholder (Frooman, 1999). 
However, it should be noted that the relationship dependency is highly interpretative and can in some ways be 
considered - from a more general perspective - to have other characteristics. According to Frooman’s definition, 
the two parties can in these cases also be considered to hold a mutual dependency to each other. An example will 
here clarify the reasoning: on the one hand, a corporation can be considered dependent on investors in order to 
get capital to their corporation to fulfill the aim of their business. On the other hand, investors can be considered 
dependent on corporations because they need a well functioning market with sound corporations in order to 
receive return on their invested capital. Frooman (1999) argues that the interpretation of relationship dependency 
might impact the choices of instruments of influence. 
 
In relation to Frooman’s two descriptive models it can, from these premises, be argued that the relationship 
between the two funds and the corporations either can be characterized as low interdependence and, therefore, 
should make use of the withholding tactic, or as high interdependence and, in that case, apply the usage strategy 
(Ibid.). When looking at the instruments of influence that are used by the funds it can be concluded that most of 
the instruments does correspond to the usage strategy. Most of the instruments refer to usage strategy because 
the funds choose to uphold their investment in the firm, but with strings attached. To clarify: the engagement 
instrument that are used by both of the scrutinized funds is as a good example of where the funds have 
acknowledged a problem, however, choose to not exclude their capital but, instead, use their power to 
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accomplish a behavioral change by the firm. Therefore, the engagement instrument can be combined with 
Frooman’s usage strategy.  
 
Still, one way where the funds instead make use of a withholding tactic is where they choose to exclude 
investments from certain corporations. By screening the portfolio, the funds make use of the withholding strategy 
to diminish the firm’s ability to act (Ibid.). Consequently, in this case the funds use their power in another way.  
 
The discussion on power relationship can and should be understood from the notions that pension funds and 
other institutional investors significantly are growing in size and that the influence of pension funds have been 
present in the financial market for a long time (Hebb, 2008). To mention one example, the U.S institutional 
investors’ hold eleven trillion USD in equities, which approximately counts to 60 percent of the equities in the 
USA (Hebb, 2008). A point worth to consider when it comes to which power institutional investors may hold 
against corporations. 
 
In comparison with previous studies on choices of influence instruments, it can be concluded that there has been 
a shift into a more homogenous way to act on the matter. Hamilton and Eriksson (2011) revealed in their report 
(they investigated the AP-funds’ instruments of influence on corporations in 2007) that AP7 was very outspoken 
with their exit strategy and showed less interest in engagement and commitment activities. This clear distinction 
between AP7 and the buffer funds have become less till todays’ date. Florén (pers. com., 2014) underlines this 
when he emphasizes that the differences were more present before. Today, AP7 is more active with corporate 
engagement. The historical differences that previously have been referred to are now almost gone and all 
institutional investors make use of the same engagement tools (Ibid.). Nowadays, focus is more directed on how 
the funds choose to work with the tools that are at hand (Ibid.). However, the funds way in using the influence 
tools still varies to some extent and these variations will be further discussed in the following discussion chapter. 
 
 
 
6.3.1 Classification of instruments by means of influence strategy 
 
As previously mentioned, the influence instruments can be decided from the perceived relationship between the 
fund and the corporation (Frooman, 1999). In the table below (table 5) are the instruments that Eurosif (2011) 
presents and that are displayed in subchapter 3.3 Instruments of influence used when engage in corporations 
divided between Frooman’s influence strategy alternatives. The influence strategies are connected with the 
influence instruments that match with each strategy. As outlined in the section above, Frooman’s withholding 
and usage strategies stem from the relationship dependency between the stakeholder and the firm. If the 
stakeholder (pension fund) and the firm (corporation) perceive not to be dependent on one another (low 
interdependence) the use of a withholding strategy would be appealing. If the stakeholder (pension fund) and the 
firm (corporation), on the other hand, perceive to be dependent on each other (high interdependence) the use of a 
usage strategy would be more likely. 
 
 
Table 5. Classification of influence instruments based on Froomans (1999) influence strategy model  
 
 
Froomans influence strategy Influence instruments 

(Eurosif, 2011) 
AP4 AP7 

Low interdependence 
Withholding 

engagement, preferences, 
voting, collaborative 
initiatives,  

engagement, 
voting, 
collaborative 
initiatives, 
preferences 

engagement, voting, 
preference, collaborative 
initiatives,  

High interdependence  
Usage 

screening, special 
mandate 

Screening, 
special mandate 

Screening, special 
mandate 
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Also, the table presents which instruments of influence the two AP-funds use and is divided between Frooman’s 
withholding and usage strategies. The instruments that the funds, in relative terms, focus the most on are bolded 
in the table.!
 
 
 
6.4 The position held regarding stranded assets 
 
The position held regarding the debate on stranded assets varies between the two funds. As the results show, 
AP4 chooses an approach that includes a launch of a low carbon emission-index. Furthermore, AP4 declare that 
they believe carbon dioxide might be valued different in the future and that the prices on the market do not fully 
reflect that at the moment. AP7, on the other hand, chooses to focus on their believe that the market is pricing 
these corporations in a correct way and that all the information regarding potential stranded assets are included in 
todays’ valuation. Additionally, the empirical findings reveal that AP7 not chooses to make use of a preference 
strategy in order to exclude corporations that are relatively higher exposed to GHG emissions.  
 
As mentioned in the previous subchapter and according to Frooman’s descriptive models, the choices of 
instruments of influence can be determined by the dependency relationship between the fund and the 
corporation. Regarding the debate on stranded assets, a clear division between the funds is shown with regards to 
it. AP4 chooses to respond by using the preference instrument, however, to a limited extent of the total capital. 
AP4’s argument is two folded, first, it encourage corporations to become less dependent on fossil fuels and, 
second, it is assumed that these assets in the long run will be estimated differently (pers. com., Lööw and 
Axelsson, 2014). The preference instrument can in this way, according to Frooman (1999), be considered a 
withholding strategy. AP4 try to make use of their power towards the firm when they exclude their resource to 
the firm. 
 
It could from these premises be argued that the funds have different views, both on how they are able to 
influence corporations and on how these assets are valued at the moment. However, both funds agree to the fact 
that the positions are primarily taken from a capital asset management perspective. The work to influence 
corporations is subordinated to a good return, even though they are interlinked. It can be argued that the applied 
position corresponds to the mandate that is given by parliament saying “environmental and ethical considerations 
shall be taken into account in the investment decision, however subordinated to the primary objective of good 
return” (SFS, 2000:192).  
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7. Discussion 
 
This chapter continues the analysis and is grounded in the research questions. It addresses drivers for shareholder 
engagement, influence instruments and management of stranded assets in comparison between the two AP-
funds. The chapter also includes a comparison between the findings of this study and findings of other relevant 
studies in the field.  
 
Research questions in the thesis are:  
 

- What drives the AP-funds to shareholder engagement in corporations? 
-    What different influence instruments are used by the funds for corporate engagement? 
- In what way does the AP-fund interpret and take into account the debate on stranded 

assets in their investment strategy? 
 
 
 
7.1 What drives the AP-funds to shareholder engagement in 
corporations? 
 
Previous studies that have investigated pension funds’ corporate engagement concluded that the drivers for 
pension funds to engage in corporations are to protect shareholder value, to seek for accountability to 
shareholders, to reach greater transparency and to achieve higher behavioral standards from corporations (Hebb, 
2008). According to the findings of this study it can be concluded that they partly correspond to Hebbs’ (2008) 
findings. Both of the researched AP-funds refer to “achieve a higher corporate behavior as well as to protect 
shareholder value” as drivers in their work with corporations (pers. com., Axelsson and Lööw, 2014; pers. com., 
Florén, 2014).  
 
Furthermore, Hebb (2008) argues that another driver for shareholder engagement is connected to the increasing 
evidence that high ESG standards correlate with good share value performance. To this statement the two 
researched AP-funds have slightly different approaches. Axelsson and Lööw (pers. com., 2014) at AP4, consider 
this to be a correct assessment and say that they believe these two factors correspond. A good and functioning 
sustainable business goes hand in hand with long-term sustainable yield, i.e. in the long run AP4 believe that a 
high consideration of ESG issues will benefit the return (pers. com., Axelsson and Lööw, 2014). Florén (pers. 
com., 2014) at AP7 said the following on this matter: 
 

“According to our assembly of research on the topic from 2011 till todays date, there is, in general 
terms, no correlation between ES considerations and return on investments, neither positive nor 
negative. On the other hand, when looking at the total research picture on ES and G considerations 
research show that there is a small correlation with higher return over time” (pers. com., Florén, 
2014). 

 
Consequently, the AP7’s approach to the statement is slightly different but the motives for their engagement in 
corporations can be considered similar. In addition, AP7’s motivation correlates with one of Eurosif’s (2011) 
motivation for SRI, namely financial performance and risk management, which are presented in the theoretical 
chapter (3.2 Motivations for SRI). 
 
Furthermore, according to the funds’ governance policies, the motives for engagement involve fundamental 
values on which the policies are based. At both funds these values include democracy, equality and individual 
freedom. On the one hand it can be argued that the funds’ drivers for shareholder engagement stem from a belief 
that corporations with high ESG standards will provide a better return in the long run. On the other hand, it can 
be argued that the drivers for corporate engagement reflect the funds’ ethical and moral opinions. The last 
argument can be supported by Florén’s (pers. com., 2014) comment that the AP7’s ESG considerations can also 
stem from moral reasons instead of a belief in a higher return. Some things might just be considered ethically 
wrong and be the reason as to why the funds choose to use their influence in a corporation (Ibid.). The ethical 
reasons for engagement again correlate with one of Eurosif’s (2011) motivations for SRI. Eurosif (2011) states 
that institutional investors’ engagement can be derived from a sense of responsibility and the will to contribute to 
sustainable development.  
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Moreover, Gifford (2010) concludes that the personal values of managers of investment companies (e.g. pension 
funds) are likely to be the most important contributor to shareholder salience. This position can partly be 
supported by the findings in this research. According to three independent respondents in this study, it is claimed 
that the approach from the management is of high importance in the decision on how ESG issues will be treated 
(pers. com., Hamilton, 2014; pers. com., Florén, 2014; pers. com., Axelsson and Lööw, 2014). As an example, 
Hamilton (pers. com., 2014) describes that a strong reason as to why AP7, in an early stage, was active in ESG 
issues had to do with the attitude of the management at that time. Individuals with prior experience in 
sustainability were keen on taking these issues into consideration and believed them to be of high importance 
(pers. com., Hamilton, 2014). On the one hand this can be seen as an evident and important factor for why the 
funds choose to engage in corporations. Why the funds choose to stress this reason over other drivers for 
engagement can be considered as proof for the importance the management’s gives to shareholder engagement 
and the relevance to highlight it as an essential factor. On the other hand, even though the funds do not stress the 
other motivations for SRI presented by Eurosif (2011), that does not mean these reasons should be neglected. 
Florén (pers. com., 2014), for example, mention the reputational risk as an additional reason for their work with 
SRI, which can be considered to correspond to Eurosif’s (2011) motivation called public attention for 
responsible investment. 
 
In the important discussion on the trade-off between the need of exerting pressure on more funding directed to 
socially responsible efforts and the need of guaranteeing an adequate return to the capital - the two funds appear 
to have similar view. However, they differ in theway of expressing their opinions on this matter. As mentioned 
earlier, Florén (pers. com., 2014) believes that there is no evidence that environmental and/or social engagement 
will lead to either better or worse return on invested capital. Still, the latest research - he claims - argues in favor 
for the argument that corporations with well functioning governance mechanisms show slightly better returns 
than its competitors. With regards to the trade-off between social responsibility and return on capital both of the 
funds are clear that they do not see their engagement in ESG issues as a trade-off for a better return. Both funds 
simply argue that SRI goes hand in hand with long-term sustainable return and therefore is naturally part of their 
considerations on ownership policy, especially with regards to their long-term return objective. The funds’ 
positions can be considered grounded in the belief that good corporate governance contributes to sustainable 
economic development. To achieve long-term returns and maintain the saver's confidence, it is considered best 
to attain clear ethical and environmental attentions in the investments (AP4, 2013; AP7, 2014).  
 
In relation to previous research on the highly debated trade-off between SRI and corporate financial performance 
(CFP) this position does not seem to contrast that. As mentioned in the theoretical chapter, the link between SRI 
and CFP differs depending on which literature review one takes on. Therefore, the relationship can be considered 
neutral, positive or negative depending on which research one chooses to focus on. Those who claim that it is not 
possible to determine the relationship between SRI and CFP because of the complex conditions support the 
neutral position (Fauzi, 2009; Mahoney and Roberts, 2007). Waddock and Graves (1997), on the other hand, 
argue for a positive link between SRI and CFP, especially over the long run. The reason for Waddock and 
Graves (1997) to consider SRI to have a positive effect on the CFP is because these investments will, in the long 
run, outperform investments that do not take ESG into consideration. The outperformance will mainly be derived 
from positive long-term consequences for a corporation that works with social performance compared to one that 
does not and thus instead might suffer extra negative costs such as lawsuits for controversial behavior (Boutin-
Dufresne and Savaria, 2004). In addition, Margolis and Walsh (2001) argue that involvement with multiple 
stakeholders will indicate managers’ skill to the capital market, which will lead to improved corporation 
profitability. This argument goes hand in hand with both funds reasoning for engaging in and emphasizing on the 
importance of SRI. Moreover, Renneborgs et al. (2008) claim that the risks of certain costs decrease when one 
cares for the consumer, society and environment. These costs can refer to claims, government fines and 
dissatisfaction from the community (Ibid.). At last, Gompers et al. (2003) argue that socially responsible 
behavior is seen as valuing the employees, customers and suppliers and can result in higher sales figures and, 
consequently, a higher corporate value.  
 
The last group, that is, the ones who argue for a negative correlation between SRI and CFP, often originate from 
the neo-classic economic theoretical perspective. According to Gale (2008) financial returns are important to 
both conventional and socially responsible investors and, hence, both must take the financial return into 
consideration. In the long run, he argues that this means everyone will have a minimum to the trade-off they can 
create – no matter if you are a conventional or socially responsible investor. Ullman (1985) holds the position 
that there is a negative link between SRI and CFP and many neo-classical economists agree with his line of 
reasoning that SRI causes extra costs for corporations that lowers the profits and shareholder value. Friedman 
(1970) already claimed in the 1970s that corporate social performance only creates costs and no profits. 
Moreover, a common finding in previous research is that any restriction on the freedom of investors may 
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decrease their return. For example, Chong et al. (2006) find that irresponsible funds are better off than socially 
responsible ones – which speak in favor of the negative correlation in the trade-off debate. 
 
When comparing these three different positions with the opinion that is held by the two funds, it can be stated 
that both funds support those who believe SRI to be value creating in the long run. The funds believe that SRI 
enhances the stability on their investments, leading to a lower risk-taking and a more sound financial exposure. 
In other words, the funds’ position can be considered to be closer to the neutral and positive side in the trade-off 
discussion. As an example, Lööw and Axelsson at AP4 (pers. com., 2014) state that responsible corporations 
lead to sounder markets with better long-term outcomes. 
 
 
 
 
 
7.2 What different influence instruments are used by the funds for 
corporate engagement? 
 
According to the empirical findings, the two AP-funds use similar instruments for corporate engagement. Table 
4 in the results chapter (6) shows that the only instrument that separates the two funds is AP4’s use of the 
preference instrument. However, there are still some differences in how the funds make use of the instruments. 
From this study it can be argued that the influence instruments are becoming more and more similar between 
different institutional investors. With regards to the AP-funds and in relation to Hamilton and Eriksson’s (2011), 
who conducted their interviews with the AP-funds in 2007, findings, the differences between AP7 and the buffer 
funds have been reduced. Both Florén (pers. com., 2014) and Hamilton (pers. com., 2014) explain this is due to 
increased knowledge in how instruments are best used and because the funds now have more experience leading 
to improved methods. Furthermore, it can be a sign of maturity of the instruments that are at hand (Florén pers. 
com., 2014), which means that the instruments have reached a level where they might be difficult to develop 
further. It can be argued that the development of the pension funds’ skills in the field have led to an optimization 
of the tools and that time has revealed which instruments are proven to have the most desirable affect. It can be 
considered a good sign that the funds have become more similar over time due to the lessons from history. On 
the other hand, it can be argued that it is beneficial for the funds to try different solutions and different influence 
instruments when approaching corporations. If several alternatives are investigated and tested, the risk for 
stagnation is reduced.  
 
As mentioned, Florén (pers. com., 2014) at AP7 claims that the influence instruments that are used at the 
moment have reached a kind of maturity and that AP7 tries to find other tools for corporate engagement. Florén 
(pers. com., 2014) reveals that they are in the middle of a process to form thematically “development and 
influence projects” with the aim of focusing on certain questions, branches or markets. Instead of just engaging 
with corporations one by one, AP7 look at the opportunities to bring corporations together that face similar 
matters with regards to ESG concerns. This can be considered as a future potential instrument for institutional 
investors to engage in ESG issues.  
 
Even though this thesis recognizes that AP4 and AP7 act more similar today than before with their influence 
instruments, there are still a few differences between them. As mentioned in the empirical findings the 
characteristics of AP7 as a more active screener than other AP-funds is still valid, although it decreased since 
Hamilton and Eriksson’s study in 2011. Moreover, Hamilton and Eriksson (2011) suggest two reasons for why 
AP7 was more rigorous in the screening process in comparison with the buffer funds. First, AP7 is competing 
with other funds in the premium pension system, which can explain why they saw sustainability as a 
differentiating profile compared to others (Ibid.). Second, AP7’s management was, at the time, quick to respond 
to the mandate given by the parliament on environmental and ethical considerations in investments, indicating a 
belief in that a long-term financial yield is linked to well-managed and sustainable corporations (pers. com., 
Hamilton 2014). The second reason aligns with Gifford’s (2010) findings regarding the importance of the 
management’s attitude for a funds shareholder salience. 
 
In relation to Eurosif’s (2011) classification of instruments for corporate engagement among institutional 
investors AP4, to some extent, uses all these instruments while AP7 uses all except the preference instrument. 
As mentioned earlier, AP4’s use of preference as an instrument is because of their low carbon-index. According 
to Eurosif’s (2011) study, it was revealed that 33 percent of the interviewed pension funds in Sweden did not 
consider ESG issues to have a material impact on the fund´s investments in the long term. In relation to the 
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findings in this study, it can be argued that both AP4 and AP7 belong to the remaining 66 percent that believes 
otherwise. Both funds may exclude corporations that have been convicted for, or where it is most likely that 
corporations has been guilty of, violation of international conventions that Sweden has signed concerning 
environmental and social issues. In addition, the funds refer to good governance, ethical and environmental 
considerations when they highlight conditions for corporations to achieve a long and preserving yield (AP4, 
2013; AP7, 2013).  
 
Continuously, the Eurosif (2011, 43) findings reveal that over 80 percent of the Swedish pension funds 
participating in their study considered the management’s opinion and recommendation to be of substantial 
importance for the formulation of a policy on SRI. This is supported, not only by Gifford’s (2010) statement, but 
also by the view of both AP-funds scrutinized in this study. To further stress this point, the comments made by 
Axelsson (pers. com., 2014) at AP4 serve good here:  
      
 

 “If the company or organization has leaders and a management that are devoted to these issues it 
will get a focus in the organization and ways will be found on how to work with it. The board and 
the management set the tone for where focus will be directed to and how the corporation will 
work” (Axelsson, pers. com., 2014). 
 

This illustrates the condition that the board and the management have a crucial role in where a corporation’s 
resources will be directed. On the one hand it can be argued that the opinions of the board plays a decisive role in 
how an organization or firm will act with ESG issues. On the other hand it can be argued that the management 
might be affected by its surroundings and by individuals within the corporation, whom might be able to convince 
the leaders that ESG criteria are important for corporate wellbeing. The second argument claims that changes do 
not necessarily have to be made from a top-down perspective, but can also be accomplished the other way 
around. 

 
 

 
 
7.3 In what way do the AP-funds interpret and take into account the 
debate on stranded assets in their investment strategy? 
 
The results reveal that the funds’ approaches to the ongoing discussion on stranded assets vary. AP4 chooses to 
adopt a pro-active strategy with their low carbon-index and AP7, who chooses to fully trust that the market 
already takes these conditions into account when valuating corporations, does not see any reason to exclude 
certain corporations for the reason that they are fossil intensive.  
 
Little attention has been given to how institutional investors take stranded assets into account in their investment 
strategy. The reason for this is because the debate is considerably new and because the report that gave most 
attention to the subject (Unburnable Carbon – Are the world´s financial markets carrying a carbon bubble? was 
only released in 2011. However, looking at the present publications that are at hand, Trucost (2014), on the one 
hand, recommended that pension funds should engage with legislators and reporting bodies to encourage fossil 
fuel reserve to be better disclosed and available in corporate reports. Furthermore, Trucost (2014) recommends 
engagement with the management of fossil fuel extractive corporations instead of excluding corporations in the 
fossil fuel branch. To maintain the investment means that one maintains the possibility to influence the 
corporation (Ibid.). At last, Trucost (2014) recommends that pension funds should try to inform both the fossil 
fuel exposures and the legislator about the stranded assets issue in order to raise awareness on the matter (Ibid.). 
On the other hand, ExxonMobil (2014) states, in their report on energy, carbon and risk management, that they 
do not see one reason for any of their hydrocarbon reserves to become stranded. ExxonMobil (2014) further 
outlines that they believe a transition to lower carbon energy sources will take time, even if there would be a 
rapid growth rate of sources of this kind. ExxonMobil (2014) is instead keen to present affects on the economical 
development if the energy usage is reduced and further claims that a low carbon scenario will have a negative 
impact on the economy, especially for the least economically developed nations in the world. 
 
Taking this into account when looking at AP4’s and AP7’s position on the matter, it can be argued that both 
funds are keen to engage in, and believe that a shift at a certain time is needed to, a society which moves towards 
an energy sector that is less dependent on fossil fuels. However, the tools for how the funds choose to approach 
the debate regarding stranded assets divides them. While AP7 stresses that market pricing mechanisms are 
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correct, AP4 focuses on future rising costs for CO2-emissions and negative effects for corporations that are 
highly exposed to it. While AP7 invests in theme investments directed to cleantech, AP4 develops and expands 
their low carbon-index portfolio. It can be considered remarkable that two such seemingly similar funds have 
two such altered approaches to the debate. Especially since the funds’ mandate from the government are similar. 
On the one hand, it can be argued that the investment strategy to a larger extent is affected at AP4 due to their 
low-carbon strategy. Also, AP4 stresses that this strategy - provided continued desirable development - will be 
enlarged and comprise a broader part of their total portfolio. AP7, on the other hand, can also be considered to 
take the debate on stranded assets into account in their investments strategy, although in a different way. As 
pointed out earlier, AP7 believes the markets’ pricing mechanisms to be correct and that the information and 
risks regarding stranded assets are included. Consequently, AP7 considers the current price to reflect the correct 
price. In that sense it can be claimed that AP7 indirectly does take the debate into account in their investment 
strategy. However, the differences between the funds might seem bigger than they actually are. Considering that 
both of these strategies only account for a considerable small amount of the total capital that is administered by 
the funds makes the differences smaller than perceived here. 
 
When looking at the whole investment portfolios of the funds, their risk exposure, their governance policies, how 
they are structured and which instruments they use for corporate engagement, it can be argued that the 
similarities are greater than the differences. Additionally, and as stressed earlier, the differences that have been 
acknowledged in earlier studies have been reduced to this date. The differences that, however, still occur 
between the two researched funds can be derived from: (1) that the funds have various investment instruments; 
(2) their different position within the pension system; (3) that the funds are two independent authorities that have 
developed their own way of working due to cultural and historical reasons; (4) that AP4 has a joint ethical 
council together with the other buffer funds and AP7, instead, has their own internal ethical committee; (5) the 
engagement from the management in the issues and finally;  (6) that AP7 is exposed to competition while AP4 is 
not (pers. com., Florén, 2014; pers. com., Hamilton, 2014).   
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8. Conclusion 
 
This chapter intends to answer the main research question in order to fulfill the aim of the study. Moreover, a 
summary of what has been discussed in the previous chapters is given. Limitations for the study and further 
research questions are also presented. 
 
 
8.1 Research conclusion and limitation of study 
 
The discussion about SRI among institutional investors has increased with the institutions’ growth and 
increasing influential position in the financial markets together with the evolvement of a broader feeling of social 
responsibility among corporations. In Swedish public pension funds this awareness is raising since the 
introduction of the mandate on the funds’ investments obligations, including environmental and ethical 
considerations, in 2001. A recent debate on stranded assets and the market valuation on reserves and future use 
of CO2 emitting resources have received a lot of attention, which has stimulated a discussion about institutional 
investors’ role and position as capital providers. From this background, the aim of this study has been to identify 
factors that determine the two compared pension funds’, AP4 and AP7, view on SRI and the choices for 
implementation. Due to the recent debate on stranded assets, a special focus has been directed towards the funds’ 
positions on CO2-intensive corporations and how they decide what instruments to use for their approach.  
 
From the study it can be concluded that the funds work with ESG issues are based on the mandate to serve the 
Swedish people and to manage their retirement money in a desirable way. Therefore, the study argues that the 
funds’ view on how to take environmental and social considerations into account in their investments are based 
on their role as representatives for the vast majority of individuals within Sweden. In turn, this means that the 
view outermost ought to reflect the opinion of the Swedish society. As authorities, both funds consider this as an 
important ground for their view on SRI influencing their engagement in corporations. In practice, this position is 
reflected by international conventions that have been signed by Sweden concerning human rights, labor rights, 
rights of the child, corruption and the environment. These conventions are, for both funds, the basis of their work 
with SRI.  
 
Furthermore, it is shown in the comparison that the instruments that are used to implement these values in 
corporate engagement are to a large extent similar between the funds. However, there are still variations between 
them, which are particularly visible in their use of the engagement and screening influence instruments. Even 
though these differences still exist, the empirical findings stresses that the variations between the studied objects, 
AP4 and AP7, have decreased since Hamilton and Eriksson (2011) conducted their study on the matter. 
Moreover, it is noteworthy that Florén (pers. com., 2014) informs that AP7 is in the process of finding new 
instruments within corporate engagement. AP7 finds the tools that are at hand today to have reached a kind of 
maturity and they, therefore, want to find alternative options to develop their corporate engagement. In order to 
find new ways Florén (pers. com., 2014) argues that it is still necessary to develop new instruments with the 
possibilities to make significant progress. 
 
From the empirical findings, it is shown that the approach towards the debate on stranded assets varies between 
the funds. AP4 chooses to focus on their believe that CO2-emissions will be connected to higher costs in the 
future, which in turn is likely to be associated with negative affects for corporations that are highly exposed to 
these emissions. AP4 has, as a response to this, developed a low carbon-index where a small part of their total 
capital is invested in a sector neutral index on the stock market that excludes high emitting corporations. AP7, on 
the other hand, chooses to trust the markets pricing mechanisms and, therefore, believes that the valuation of 
fossil fuel intensive corporations is correct at this moment. AP7 does not exclude corporations merely on the 
basis that a corporation has relatively higher emissions than its competitors.  Continuously, AP7 does not believe 
that a carbon bubble will burst in the near future. In order to achieve a society based on cleaner energy, AP7 
chooses to work with directed theme-investments in the cleantech field instead.  
 
As a final note, it is worth mentioning that all of the respondents in the study clarify that the AP-funds, given 
their position and mandate of managing pension savers money, do not invests large amounts in new markets 
connected to higher risk, such as low carbon-indexes or cleantech. Instead, the majority of the investments made 
by the funds follow the mainstream investments on a market, which is connected with sound return at a 
acceptable risk (pers. com., Howchin, 2014; pers. com., Lööw, 2014; pers. com., Florén, 2014; pers. com., 
Hamilton, 2014). This is in line with the behavior of the majority of institutional investors. 
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The method that was used in this study, including a comparative approach and interviews, provided in-depth and 
up to date information on the AP-funds position. Additionally, it offered a clear and comparable overview 
between the studied objects. The conducted interviews were crucial to gain a better perspective and to get access 
to information that was difficult to retrieve via public publications and websites. Moreover, the interviews were 
beneficial in order to narrow down the broad concept of SRI to a reasonable area of study. The weakness of the 
chosen method is the limited amount of interviews conducted because of the limited amount of time available. 
Finally, it would have been valuable, if time had been available, for an external expert to analyze the method and 
the gained result in order to further strengthen the robustness of the study.  
 
 
 
8.2 Suggestions for further research 
 
This study identified two of the AP-funds’ view on SRI and determined the used instruments to implement this 
view. The study also provided the two funds’ position regarding the debate on stranded assets. Since the study 
only elaborates on two of the AP-funds, it would be of high interest for further research to focus on the 
remaining AP-funds in the Swedish pension fund system regarding these questions. It would be of certain benefit 
in the field of stranded assets, both because it is a new and not yet fully researched area and because future 
parameters most likely will reveal the outcome on different strategies that have been chosen. New parameters 
that can become available are data on chosen strategies, potential political policies regarding CO2 -emissions, 
possible technical advantages in the renewable energy sector and the effect of further climate change.  
 
Moreover, further valuable insights can be gained through additional research on new potential ways of 
corporate engagement that are briefly mentioned in this study. Along with the progress of corporate engagement 
among investors, research of these new methods will be of importance. 
 
Finally, this thesis did not focus on the effects on future generations, however, a concern that is of high relevance 
in this issue. From a sustainable and philosophical point of view, it would be interesting to investigate how 
future generations could be valued - monetary or not - and implemented in the sector of financial markets. In line 
with this, it would be interesting to focus additional research on the contradicting perspective between limited 
resources and economical expansion - to which the larger part of the world society are reliant on. This conflict is 
highly relevant to pension funds, which are dependent on increased production and revenues in order to deliver 
return on invested capital as well as to provide pension to future generations. 
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Appendices 
 
 
Appendix 1 - Interview material for the two AP-funds  
 
The interview material used in this study is presented below, including the interview questions. The original 
material was in Swedish because all respondents were Swedish. These appendices have later been translated into 
English. 
 
 
Johan Florén, AP7 
 
 
Questions for the interview 
 
- What are AP7’s motives for responsible investments? 
 
- What drives AP7 in their engagement in corporations? 
 
- How is this exercised in the daily work? 
 
- Does AP7 see responsible investment as risk minimization or value creating activity? What are the reasons for 
your stand? 
 
- What instruments does AP7 make use of when you try to influence companies with regards to ESG issues? 
What are the reasons for the choice of instruments? 
 
- What is AP7’s view on the debate regarding stranded assets and the valuation of fossil intensive companies? 
 
- How does AP7 choose to position themselves in the debate on stranded assets and the valuation of fossil 
intensive companies? 
 
- To what extent is this debate taken into account in the investments? Does it have any effect on the investment 
strategy? If so - how is this visible in the choice of investments? 
 
- What view does AP7 have on the reputational risk that is linked to the debate on stranded assets and the 
valuation of fossil intensive companies? 
 
 
 
Arne Lööw and Pia Axelsson, AP4 
 
 
Questions for the interview 
 
- What are AP4’s motives for responsible investments? 
 
- What drives AP4 in their engagement in corporations? 
 
- How is this exercised in their daily work? 
 
- Does AP4 see responsible investment as risk minimization or value creating activity? What are the reasons for 
your stand? 
 
- What instruments does AP4 make use of when you try to influence companies with regards to ESG issues? 
What are the reasons for the choice of instruments? 
 
- What is AP4’s view on the debate regarding stranded assets and the valuation of fossil intensive companies? 
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- How does AP4 choose to position themselves in the debate on stranded assets and the valuation of fossil 
intensive companies? 
 
- To what extent is this debate taken into account in the investments? Does it have any effect on the investment 
strategy? If so - how is this visible in the choice of investments? 
 
- What view does AP4 have on the reputational risk that is linked to the debate on stranded assets and the 
valuation of fossil intensive companies? 
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Appendix 2 - Interview material for preparatory interviews  
 
John Howchin, Secretary General of the Ethical Council of AP1-4 
 
 
Questions for the interview: 
 
- How does the Ethical Council work with socially responsible investments? How does this collaboration 
between the different AP-funds work? What is the rationale behind it? 
 
- Your advocacy strategy is to remain in businesses and try to make them change their behavior. What are the 
reasons for this strategy? How does the daily work with the strategy look like and how does the dialogue with 
the businesses appear? Why have you chosen this strategy? 
 
- What has been the experience of collecting the ethical issues for the buffer funds in one ethical council? Has 
the result of socially responsible investment been influenced in a desired direction? If so, what do you consider 
are the reasons for that? 
 
- How does the Ethical Council look at the debate on stranded assets? What are the reasons for that position? 
 
- What view does the Ethical Council have regarding reputational risk and its importance on the choice of 
influence strategy? 
 
- Is the Ethical Council transparent enough according to you? What could be done to make the AP-funds and the 
Ethical Council even more transparent? 
 
- How is the work with international networks conducted? What are your experiences? What are your reasons for 
these activities? 
 
- Do you consider the work with ESG issues as risk minimizing or value creating activities? 
 
- How does your “long-term commitment” in corporations look like? 
 
 
 
 
Ian Hamilton, PhD at Umeå School of Business and Economics (USBE) 
 
 
Questions for the interview: 
 
- There are different ways to deal with the mandate from parliament regarding ethical and environmental 
considerations in investments - how does this differences appear (AP7 compared with AP 1-4)? Are the 
differences reasonable regarding their different roles in the pension?  
 
- What is your view on the AP-funds’ approach to reputation risk and how important do you consider it to be for 
their influence strategy? What is your view on the reputational risk regarding fossil intensive corporations?  
 
- Is there any ongoing research on how companies are affected by various influence strategies from institutional 
investors? If so, what does the research say? 
 
- Has there been any study conducted on the portfolios appearances in the different AP-funds? If they differ and 
how they differ? 
 
- You have previously recommended that the regulations surrounding the environmental and ethical issues 
should be clarified; it is still your opinion? If so, what do you think needs to be clarified? 
 
- What do you consider can be developed with the work on ESG issues within the funds? 
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- How could a more rigorous and clear regulation on environmental and ethical considerations look like in 
practice? For example, how can the trade-off between financial returns and sustainable concerns be stated in a 
more clear way? 
 
- Do the AP-funds themselves still have the responsibility for auditing their work? If so, do you consider it to be 
a good system or do you see any other ways it could be conducted? What would be your recommendation? 
 
 - Is it feasible for the AP-funds to work with sustainability matters? 


