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Sammanfattning 
Bakgrund: Marknadens riskpremie kan förklaras som den förväntade avkastning 
en investerare kräver för att acceptera en viss risk. Hur riskpremien skall 
bestämmas har stått i fokus för omfattande debatter de senaste åren men 
fortfarande har ingen ultimat lösning infunnit sig. Det finns två huvudsakliga 
tillvägagångssätt för att uppskatta riskpremien. Det ena att använda historisk data 
över aktieutvecklingen och därefter förvänta sig att en framtida utveckling 
kommer att vara likvärdig. Den andra är att göra uppskattningar av den framtida 
utvecklingen, så som framtida utdelningar, framtida vinster, BNP och inflation 
och därifrån göra en uppskattning utav riskpremien. Att använda sig av historiska 
värden har tidigare varit en accepterad metod både i den akademiska och 
finansiella värden men då den på senare tid har mötts av omfattande kritik, har 
modeller baserade på uppskattningar av framtiden vuxit sig starkare. 

Syfte: Syftet med denna uppsats är att ge en djupgående beskrivning av hur 
svenska finansiella företag uppskattar och hanterar riskpremium för den svenska 
aktiemarknaden. Därigenom fanns en avsikt att studera vilken metod som främst 
användes, hur viktigt riskpremium i form av ett investeringsinstrument var, och 
morgondagens betydelse av riskpremium.  

Metod: Författarna använde sig av en kvalitativ metod, där det empiriska 
materialet samlades in med hjälp av personliga intervjuer. Intervjufrågor av öppen 
karaktär skickades ut till respondenterna i förväg, och intervjuerna ägde därefter 
rum i Stockholm och Göteborg. I den teoretiska referensramen användes både så 
kallad primär och sekundär litteratur för att kunna redogöra en övergripande bild 
av problemområdet. Den primära litteraturen, som framförallt ligger till grund för 
kapitel tre, sågs extra viktig att inkludera då den möjliggjorde en minskad 
subjektivitet som annars hade riskerat att belasta uppsatsen.  

Resultat: Resultaten visade en varierad syn mellan respondenterna där vissa ansåg 
att riskpremien hade ringa betydelse och andra att det var en mycket viktig 
variabel. Överlag fanns det dock ett ökat intresse de senaste åren. Även val av 
metod varierade och vare sig historisk data eller framtida uppskattningar kunde 
sägas ha ett övertag bland användarna. Avslutningsvis såg författarna ett ökat 
intresse för de ingående variablerna i modeller som baseras på framtida förväntade 
värden och kunde därav visa att den framtida debatten sannolikt kommer att 
behandla vilka variabler som bör inkluderas i denna typ av modeller och hur de 
bör uppskattas. 
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Abstract 
Background: The equity risk premium can be explained as the expected return 
an investor demands when facing a certain amount of risk. How to measure this 
has been in the focus of numerous of debates in recent years and yet now ultimate 
best solution seems to have been found. Fundamentally, there are two different 
methods of how to measure the risk premium. One is to look at historical data 
over the risk premiums development and thereafter assume that a future 
development will be similar. The other method is to make estimations of the 
future development, such as future dividends, future earning, GDP and inflation 
and thereupon calculate the risk premium. The method of using historical data has 
in the past being accepted both in theory and practise but due to extensive critic 
of it, the forward looking based methods are said to be gaining momentum.    

Purpose: The purpose of this thesis is to give an in-depth description of how 
Swedish financial corporations estimate and deal with the equity risk premium for 
the Swedish stock market. Hence, what method that is most commonly used, how 
important the risk premium is as an investing measurement and what the future 
regarding risk premiums will prevail.  

Method: A qualitative method was used, where the empirical findings were 
collected using personal interviews. Interview questions of open characteristics 
were sent out on beforehand and the interviews thereafter took place in 
Stockholm and Gothenburg. Within the frame of reference both primary and 
secondary literature was used in order to create an overall picture of the topic. 
The primary literature, mainly presented in chapter three, previous studies, was 
considered truly important to decrease the subjectivity that otherwise would have 
been a problem within the thesis.  

Results: The result showed how the importance of risk premium varied among 
the respondents but that there had been an over all increased interest in recent 
years. The authors also saw a connection between the interest in academic 
research and what methods that was applied within the company. Also this varied 
among the respondents and neither historical data nor future estimations could be 
said to have any user advantage. Lastly, the authors saw an increased interest of 
the ingoing variables within forward-looking based models which showed that 
there is likely that the future debate rather concern those variables, which ones to 
include and how they can be estimated. 
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1 Introduction 

1.1 Background 
”The risk premium is perhaps the single most important number in financial economics”. 

    Welch (2000, p. 501) 

Briefly, the equity risk premium is an investment measure that tells the investor the extra return 
required when shifting from a risk-free investment to an average risky investment, thus, the 
expected return an investor demands when facing a certain amount of risk. It is identified by 
taking the difference between the market risk premium (rm), and the risk-free rate (rf) and is an 
important value in all asset pricing models (Damodaran, 2001). The understanding of the 
importance of the equity risk premium has remained solid, but the interest of the estimation 
methods have been in the dark until Arnott & Bernstein (2002) published their paper: “What risk 
premium is “Normal”?” that the discussion really set off. How to make a fair estimation of the risk 
premium has caused a large debate among financial theorists.  

Generally, the equity risk premium can be estimated by two methods. One is to use historical 
data, also called the ex-post method, where a mean value of the difference between historical 
yields of stocks and government bonds represents the future risk premium (De Ridder, 2003). 
The other one is to make estimations of future values. The question of which method is 
preferred is the subject of a number of discussions among authors as well as companies.  

Several studies supported the notion that the ex-post method is preferable to other methods 
when estimating the risk, for example Brealey and Myers (2000) and Bodie, Kane, and Marcus 
(2000). Ex-post is also yet the most common method among companies (De Ridder 2003). 
Nevertheless, what is estimated is a future value and the debate whether historical values gives a 
fair reflection remains. Is it defendable to rely on what happened yesterday in order to predict 
tomorrow (Damodaran, 2001)? And what about young branches that does not have history to 
rely on, such as information technology companies? Michael Brennan, a professor in financial 
economics at UCLA, is expressing his criticism by a comparison; 

 “To use a historical risk premium is like driving a car, only looking in the rear view mirror trying to predict what 
will show up outside”. 

  Brennan (1971, p. 2) 

A factor in ex-post studies that according to Damodaran (2001) implies several problems is that 
the calculations demands a very broad stock index that covers a long period of time. This since 
stock returns is volatile and a short term period would imply large standard errors in the 
premiums (Damodaran, 2001). Conducted studies of risk premiums are therefore based on data 
that covers the greater part of the nineteenth century. An example is the US Company Ibbotson 
Associates who has measured the risk premium for the American market using data that goes 
back to 1926. The Swedish counterpart to this study was done by Frennberg and Hansson in 
1992 when an index from 1919 to 1989 was used.  

Damodaran (2001) argues that the importance of a wide range of time also is one of the main 
problems using the ex-post method. It implies that the risk premium for a long period of time 
would be out of trend. It also conditions that today’s investors has the same demands and 
expectations as those fifty years ago. Further, it can be risky, if not incorrect, to assume that the 
stock market will keep developing in the same pace as during the nineteenth century (Fernandez, 
2004). It can also be argued that structural factors, such as changing demographics, could have an 
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impact, whereas the situation eighty years ago doubtfully can be compared to today (Fama & 
French, 1989). Recently, in a study of Arnott & Bernstein (2002) the notion that performance of 
the past will display erroneous equity risk premium, and should preferably not be used. 

Because of this criticism that is directed towards ex-post methods, focus on the ex-ante method 
is gaining popularity, whereby the data used is gathered from future projections rather than 
historical records. 

The advantage of the forward-looking model is that is driven by the market and it is up-to-date 
and does not rely on historical data. This implies that it deals with the change in investor’s 
expectation, the change in the pace market development and the change in demographic 
structure etc. However, as there are multiple valuation models to use, it is fringed on whether or 
not it is the specifically right one, and if the data in the model is reliable (Damodaran, 2001). 

Previous studies of the equity risk premium have also offered a third method, or rather, a 
combination of both the implied risk premium method and the historical approach, a hybrid of 
the two. This stems from the fact that in financial markets there is a strong tendency to mean 
reversion, and it would therefore offer a better estimate if both methods were used together 
(Damodaran, 1999). 

1.2 Problem statement 
The authors believe that the criticism directed towards ex-post methods could have an impact in 
the attitudes among its users. Speakers of the ex-ante method has strong arguments such as large 
differences in the requirements of investors, the change in the developing of the market, and the 
change in demographic structure. The ex-ante method is also said to be gaining popularity and 
concurrently develops lower equity risk premium than earlier studies based on historical prices.  

A yearly study is conducted by Öhrlings PricewaterhouseCoopers, concerning an estimation of 
the equity risk premium of the Swedish market. One main disadvantage of this study however, is 
its lack of in-depth understanding of the attitudes towards the estimation or which method the 
applicants used. 

The authors therefore see an interest in examining how Swedish financial companies relate to the 
importance of the risk premium in their, for example cost of capital models or rate of return 
requirements, and their estimation of the equity risk premium. The specific issues that will be 
treated are as follows: 

• How important is the risk premium, as an investment measure, to Swedish financial corporations – and 
what are their opinions concerning the equity risk premium? 

As many current academic studies have shown, the forward-looking view yields drastically 
different results than the historical approach. It is therefore appealing to examine how Swedish 
companies have adjusted or not, and how they reasoned in their choice of equity risk premium 
estimation method.  

• What is the preferred method of estimating the risk premium for Swedish financial corporations? 

As an extension of the above question it would be of interest how Swedish firms believe the 
future outlook might be for market risk premium. 

• What is the future path of the equity risk premium – what estimation method will prevail and what level 
of importance will the risk premium have further on? 
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1.3 Purpose 
The purpose of this thesis is to describe how Swedish financial corporations estimate and deal 
with the equity risk premium for the Swedish stock market. 

1.4 Perspective 
This study is based upon recent academic reports concerning the equity risk premium and should 
act as a gateway, for both academia and businesses alike, who would like to know more about 
how the equity risk premium is being treated in Sweden. 

1.5 Delimitations 
This thesis will only focus on how the equity risk premium is estimated in the Swedish market, in 
other words, if firms are international, it will only be how the Swedish market’s risk premium is 
evaluated. Further, four financial companies have been selected to be representatives of Swedish 
financial corporations. This, however, does not yield the possibility of drawing generalizations 
from the study, but instead it will present an in-depth perspective on the role of the risk 
premium. 

The CAPM and APT models will not be used to the extent of estimation or calculation of the 
equity premium on the author’s behalf. They are present to make the discussion of risk premium 
more easily accessed and understood, and to underline the importance of choosing the 
appropriate estimation method. 

1.6 Literature study 
To form a functioning model upon which this thesis will be based, a frame of reference was 
needed. Literature regarding asset pricing models, risk premium estimation methods and earlier 
studies in the subject where examined. 

The author’s main source of material was Jstor, an online archive of scholarly journals in, among 
other, the topic of finance. The university library in Jönköping has also been a great help with its 
vast resources and access to text books and research material. Furthermore, more subject specific 
texts, not available at location, were borrowed remotely from Handelshögskolan at Göteborg 
Universitet. 
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2 Frame of Reference 
A literature review was created to gain deeper knowledge in the estimation of risk premium. The chapter initially 
presents risk theory in general, following theory concerning the risk premium. Further it will give the reader an 
understanding in the usage of risk premium, by presenting two of the most common asset pricing models (CAPM 
and APT).  

2.1 Importance of risk premium 
“Risk is the central element that influence financial behavior” 

                Merton (1999, p.258) 

When risk is present in an investment proposal, the return of the investment is uncertain. There 
is thus a possibility that the investment will fail and the invested capital is lost (Bodie, Kane, and 
Marcus, 2000). It is therefore necessary for the required rate of return to increase when the risk 
increases, i.e. the return is an increasing function of risk (Gehr, 1979). 

Of interest, investor’s may have different attitudes towards risk; it is generally accepted that it 
exists three forms of risk attitude: (1) when the marginal utility of wealth is decreasing in wealth 
defines risk aversion, and (2) as the marginal utility of wealth increases in wealth is risk loving, 
and (3) where the investors’ marginal utility of wealth is constant is risk neutrality (Bailey, 2005).  

For example, a person is given a choice between a bet of receiving 100 SEK or nothing, both 
with a probability of 50 %, or instead a certain (100 % probability) payment. If the person rather 
would accept a payment lower than 50 SEK with a probability of 100 % than the bet, the person 
would be risk averse, The person would be risk neutral if there was an indifference between the two 
choices and risk loving if it required that the payment would have to be more than 50 SEK to 
accept the certain offer over the bet (Bodie et al., 2000).  

The average payoff of the bet, the expected value would be 50 SEK. The difference between the 
amount accepted instead of the bet and the expected value is the risk premium (Bailey, 2005). 

However, it is not often the attitude of risk loving or risk neutral is observable. It is generally 
assumed that investors with normal to high risk aversion are not interested in investing in stocks 
(Bode et al., 2005). Hence the main focus lies upon the risk averse preference (Bailey, 2005). 

The estimation of risk in an investment on the stock market is measured in a term called equity 
risk premium. It is this variable that tells how risky the current market. This means that this is an 
important factor to rely on for most financial companies. If the risk premium is low it can be 
considered to be a stable market with quite low volatility, while on the other hand a high risk 
premium indicates that the market is uncertain and precaution is vital. The main issue is how to 
come up with a proper estimate for the equity premium (Damodaran, 2001). 

2.2 Methods of estimating the risk premium 
Fundamentally, the risk premium is an investment measure that tells the investor the extra return 
required when shifting from a risk-free investment, such as a government bond, to an average 
risky investment. It is the excess of its expected rate of return over the risk-free rate of return, i.e. 
r(m) – r(f). The risk premium will, unmistakably, depend on its risk, or standard deviation of its 
rate of return. 
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2.2.1 Risk-free asset 
Most risk and return models within financing has its foundation that a risk-free asset is available, 
and that its return is known. Primarily, the risk-free asset government bonds (statsobligationer) or 
treasury bills (statsskuldväxlar) with certain time horizons. There have been many arguments of 
which asset and what time horizon is most suitable. One advantage of a short-term bond is that 
the inflation risk is minimized. However, a short-term bond also has disadvantages; one is where 
the investment horizon exceeds the bond’s lifespan (Grinblatt & Titman, 2002). Damodaran 
(2001) suggests that a bond should be chosen with the investment’s time horizon in mind. In one 
study, Frennberg & Hansson (1993) found that the best historical alternative for a Swedish 
estimation of a risk-free asset was treasury bills. Another study conducted in the U.S. by Ibbotson 
offers the option of using either government bonds or t-bills as basis for risk-free rate estimation.  

2.2.2 The historical path 
As mentioned in the introduction the debate around risk premium concerns whether the 
estimation should be done based on historical values or on future ones. Indeed, the relevance of 
historical data has been questioned. But as the estimations of future returns are uncertain the 
debate stays. Copeland, Koller, & Murrin, (2000) argues that there is no real best method and 
ultimate solution. Damodaran (2001) agrees and discuss the usage of historical risk premium as 
guidance for a large and well-diversified market with a long history of stock yields and other 
securities. Hence, for markets with a shorter financial history and where the security market only 
accounts for a small fraction of the total economy, the historical risk premium is less relevant 
(Damodaran 2001).  

Historical risk premium 

Damodaran (1999) explains the use of historical returns as a way of estimating the equity risk 
premium as the difference in annual returns on stocks and bonds over a lengthy time period. This 
has long been the standard way of calculating the equity risk premium around the world. 

More specifically, the actual returns generated on stocks over a certain time period is estimated 
and then compared to the actual returns on a risk-free bond (most often a government security), 
where the difference, on an annual basis, represents the historical risk premium (Damodaran, 
1999). When using the historical approach it is common to obtain values anywhere between 4 % 
to 12 % in the U.S. (Ibbotson & Chen, 2003). The foremost reasons for this rather large spread 
are:  

1) the time period used in the study, if for example, a time period of 50 years instead of 75. The 
reasoning behind this is that a shorter time period provides a more updated estimate since the 
risk aversion among the average investor is most likely not consistent over time. However, if 
shorter time periods are used the “noise” in the estimate will be larger, i.e. the standard deviation 
increases the shorter time period used. As the annual standard deviation in stock prices on the 
U.S. market between 1926 and 1997 is 20 %, it can be seen in table below (Damodaran, 1999).  

Estimation period Standard error of risk premium estimate 

5 years 20 % √5 = 8,94 % 

10 years 20 % √10 = 6,32 % 

25 years 20 % √25 = 4,00 % 

50 years 20 % √50 = 2,83 % 
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 Table 2-1. Standard error of risk premium estimate (Damodaran, 1999). 

2) It is also of importance on what kind of risk-free asset is used; either short-term bonds or 
longer-term bonds. Studies have shown that the risk premium becomes larger when short-term 
bonds are used (for example, statsskuldsväxlar) (Damodaran, 1999). 

3) Finally, the choice of how to compute the historical data makes a difference, see 2.2.2.2 below. 

Damodaran (1999) also notes that this approach has severe flaws or limitations, for example the 
need of long time periods of data, which makes this method completely worthless when it comes 
to emerging markets, where enough data is not available. 

Arithmetic or geometric mean value 

The computation of equity risk premium is the difference between two mean values. Commonly, 
a choice can be made to use either an arithmetic mean value, or a geometric mean value. The 
choice between the two is primarily of focus depending on what the risk premium calculation is 
for. Cornell (1999) argues that if the goal is to obtain data year for year the arithmetic method is 
preferable, but if the time horizon is long-term, the geometric method is better (Cornell, 1999).  

The main differences between the methods to be considered is: the geometric value will always 
be lower than the arithmetic. This difference increases with the variance of the underlying data. 
The arithmetic value has a tendency to climb when the number of variables decreases, while the 
geometric mean value is independent (Cornell, 1999). 
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Equation 2-2. Geometric mean value. 

2.2.3 The future expected path 
While the historical data method of estimating the market risk premium has gotten the most 
attention in the past, the ex-ante method is certainly gaining momentum, mainly because it is a 
more direct way of estimating the premium (Cornell, 1999). 

Calculation of the forward-looking equity premium, or implied equity premiums, is an approach 
to estimate market risk premiums without knowledge of historical data (Damodaran, 2001). 

Discounted cash flow model 

The basic forward-looking model is based the discounted cash flow model (DCF). The long-term 
expected return is used as the discount rate, which is then added to equation with future 
dividends. 
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Equation 2-3. DCF Forward-looking risk premium. 

where,  

Div1 = expected dividend at year one, Div2 is the expected dividend at year two, etc. 

k = expected return (cost of equity). 

Equation 2-2 shows that the key to the model is the dividend forecast. Thus, if it is possible to 
forecast future dividends, the present value can be calculated with the expected return. By then 
subtracting with the risk-free rate will reveal the forward-looking equity risk premium (Cornell, 
1999). 

However, since the model rests on the assumption of dividends it makes it difficult to apply the 
DCF model to firms that do not have a record of dividends, and surely impossible to use with 
firms that do no pay out dividends. Also of notice is that generally a forecast is not done year for 
year but instead a terminal value is used which incorporates the time path of future dividends 
(Cornell, 1999). 

Forward-looking dividend model 

Instead of compiling a lengthy DCF model, an often used assumption of the forward-looking 
model is dividends with constant growth. This states that a company grows at a constant rate 
forever. This is often based upon and calculated using the acclaimed Gordon’s constant growth 
model, also called forward-looking dividend model (Damodaran, 2001; Ibbotson & Chen, 2002). 
The advantage of this model is that is driven by the market and it is up-to-date and does not rely 
on historical data. However, as there are multiple valuation models to use, it is fringed on 
whether or not it is the specifically right one, and if the data in the model is reliable (Damodaran, 
2001). 

As it assumes a constant growth it is most often used on firms that have settled down and 
reached equilibrium, i.e. mature companies (Cornell, 1999). 

gk

D
(P) priceStock 1

!
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Equation 2-4. Gordon's constant growth. 

where,  

D1 = the next dividend. D1 = D0 (1+g) 

k = rate of return (cost of equity) 

g = growth rate 

In this dividend model, the expected return of equity equals the dividend yield plus the expected 
constant dividend growth rate. It is fairly common practice to add additional factors to the 
model, for example if building a supply side model of equity return inflation and real dividend 
growth are included (Ibbotson & Chen, 2002). Below is Ibbotson and Chen’s (2002) more 
advance version of the dividend model where inflation, real dividend growth, and dividend yield 
are included. 
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Equation 2-5. Ibbotson & Chen's (2002) forward-looking dividend model. 

where, 

SR = supply side of equity return 

CPI = Consumer Price Index 

RDivg = growth rate of real dividends 

)(xxInc = dividend yield of year xx 

Rinv= reinvestment return 

ERP= equity risk premium 

RRf = risk-free rate 

As only the current dividends are represented rather than historical this model will potentially 
yield a lower risk premium than historical methods, Siegel (1999) explains that since the current 
dividend yields are lower and equity valuations are higher, the equity risk premium will shrink in 
the future. Arnott and Ryan (2001) even argue that the forward-looking equity risk premium is 
actually negative. Their view is also supported by Arnott and Bernstein (2002). But Ibbotson and 
Chen’s study in 2002 offers a conclusion that the forward-looking equity premium is only slightly 
lower than the historical approach. Further examples will be presented more in-depth in the 
previous studies section below. 

2.3 Asset pricing 

2.3.1 Capital Asset Pricing Model 
A central part of asset market theory is to describe the market risk premium for any asset. One of 
the most widely used and discussed methods is the capital asset pricing model (CAPM). The 
CAPM poses the question: if every investor acts the same according to a mean-variance 
objective1 and if they share identical values, articulated of the means and variances of the asset 
returns, then what can be said about the asset return pattern when supply equals demand, thus 
equilibrium (Bailey, 2005; Damodaran, 2002)? 

)râ(rr(E)r fmfe !+=  

Equation 2-6. CAPM formula 

where, 

                                                

 

1 Briefly, it states that historical observations are used to acquire rate of return.  



  

 

 
15 

(E)re = expected return on equity 

rf = risk-free rate 

�  = Beta2 

rm = market return 

The first version of the CAPM, where a risk-free asset is present, was introduced by Sharpe and 
Lintner in the 1960s. There is also a version of the CAPM where the risk-free asset is absent, 
referred to as the Black CAPM, after Fischer Black (Bailey, 2005). 

Using the CAPM model makes is possible to compute the expected return of a certain stock; 
assume the risk-free rate is 3 %, the beta of the stock equals 2, and the expected return of the 
market during the period is 10 %; 

% 17  %) 3 - % 2(10% 3 =+  

Equation 2-7. CAPM example. 

Thus, the stock is expected to offer a return of 17 % over the period. 

However, for the CAPM to function properly, certain assumptions must be upheld, gathered 
from the vast amount of CAPM studies a long list of assumptions to the model is produced and 
from which the predictions are generated. These assumptions can be compressed into three 
areas:  

1) Markets are in equilibrium; with frictionless markets. There are two components to this 
assumption: a) zero transaction costs; and b) no institutional trade restrictions, for example 
allowing short-sales, and also that investors can borrow or lend at the risk-free rate of interest. 
Finally, investors are price takers, meaning that they cannot affect stock prices.  

2) Investors act according to a mean-variance criterion3;  

3) All investors have homogeneous beliefs; i.e. investors experience the same expectations, 
variances and co-variances of asset returns (Bailey, 2005). 

2.3.2 Arbitrage Pricing Theory 
An alternative method to CAPM is the newer Arbitrage Pricing Theory (APT). APT predicts a 
relationship between portfolio returns and a single asset returns through a linear combination of 
various macro-economic variables, for example, GDP, interest rates, prices of a commodity, i.e. 
oil. The sensitivity of changes of the factors included in the model is represented by a specific 
beta for that factor. This theory was initiated by the economist Stephen Ross in 1976 (Bailey, 
2005). 

                                                

 

2 The beta coefficient is a way of measuring the volatility of a security with the market as a whole. Also known as the 
systematic risk. A beta of 1 indicates that the security’s price will move with the market. A beta less than 1 means 
that the security will be less volatile than the market, and vice-versa (Bailey, 2005). 

3 Investors act according to a single-period investment horizon and they select their portfolios according to a mean-
variance objective. 
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The APT involves two elements: factor models, which postulate that every asset’s rate of return 
is a linear function of the number of factors; and the arbitrage principle, as there is an absence of 
arbitrage4 opportunities in factor models; it imposes some restrictions on observable rate of 
return. Specifically, the APT predictions enable a risk premium to be associated with each of the 
factors (Bailey, 2005). 

The APT model aims at describing how arbitrage by investors will bring a wrongly priced asset, 
according to the APT, into the line with its expected price. Of importance is that under the APT, 
investors cannot achieve a guaranteed payoff as in true arbitrage, but instead an expected positive 
payoff. An example, in APT, arbitrage consists of trading in two assets, one wrongly priced and 
one that is correctly priced. An asset is wrongly priced if its current price differs from the price 
earlier predicted by the model. The asset price today, should equal the sum of all future cash 
flows discounted at the APT rate (Bailey, 2005). 

;RPbRPbRPbr  (E)r nen21e21e1fe +++=  

en
!++++= FbFbFb(E)rr en2e21e1ee  

Equation 2-8. APT formula. 

Where, 

(E)re = expected return of the risky asset 

RPn = factor risk premium 

Rf = risk-free rate 

Fn = macroeconomic factor 

Ben = the sensitivity of the asset to factor n, also called factor loading 

! e = random error (Bailey, 2005). 

Like the CAPM model, the APT still argues that the discount rates are based on the market risk 
of the security as opposed to total risk. And, unlike the CAPM, it differs in that it does not 
require all investors to act alike. Further, there must be perfect competition in the market, and 
the total number of factors can never exceed the total amount of assets (Bailey, 2005). 

2.3.3 The APT and CAPM relationship 
Along with CAPM, the APT is one of most influential models of asset pricing. The main 
differences between the two are that the APT is less restrictive in its assumptions. It assumes that 
an investor will hold a unique portfolio with its own betas, opposed to CAPM where each 
investor holds the market portfolio. Further, the APT can be seen as the supply side model since 
its beta coefficients reflects the sensitivity of the underlying asset to economic factors. Hereby, 
factor shocks would cause severe changes in the asset’s expected return while the CAPM can be 
considered as a demand side model. Its results arise from a maximization problem of each 

                                                

 

4 Arbitrage is where a risk-free profit can be made by taking advantage of a state of imbalance between two markets 
(Bailey, 2005).  
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investor’s utility function, and from the market equilibrium (Bailey, 2005; Brealey & Myers, 2002; 
Damodaran, 2002).  
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3 Previous studies of equity risk premium 
Since the theory presented in the previous chapter to a large extent can be categorized as secondary literature, the 
authors found it necessary to include a deeper presentation of previous studies. This will increase the objectivity of 
the thesis and provide the reader with current attitudes and opinions within the topic. 

Numerous authors have focused on estimating the expected returns on stocks relative to bonds. 
Studies are conducted that are based on ex-post methods as well as ex-ante methods but also on 
hybrids of the two.   

The most influential studies can be categorized into four groups:  

1. To only look at historical returns, yet the most commonly used method. Most known 
research is Ibbotson and Sinquefield (1976). 

2. An extended version of the previous one. Here the model uses fundamental information 
such as earnings and dividends. This model is also applied by Ibbotsson (1976). 

3. Based on the other two but requires side models. Those models derive the expected 
equity returns that the investors demand. A well debated study by Mehra and Prescott 
(1985) utilizes this method. 

4. The “forward-looking-based” estimation, ex-ante. It purely relies on what investors and 
financial professionals expect for the future. Several smaller studies are conducted by, for 
instance, Best and Byrnes (2000) and PricewaterhouseCoopers (2005) 

In this chapter the authors intend to present five research articles that will offer a satisfying 
pathway to understanding the equity risk premium estimation problems and its various methods 
of doing so. 
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Table 3-1. Previous studies compilation table. 

3.1 What is the “normal” risk premium? 
In 2002, Arnott and Bernstein published an article named: “What Risk Premium is “Normal”?” that 
aimed to provide an estimate of the equity risk premium relative to bonds throughout history in 
the United States. In their article the two raise several important questions that are essential to 
understanding the equity risk premium properly.  

Investors have come to rely that stocks will produce approximately 8 % real return and around 5 
% risk premium over bonds, as this is the story that history have taught us. Nonetheless, these 
assumptions may have been valid back then, but with the current market condition it is nor viable 
or realistic to hope to attain such figures. Arnott and Bernstein (2002) argue that the long-term 
equity premium is nowhere close to the 5 % level; it might actually be near zero, or even negative. 
They also state that the long-term return of stocks is not that of history’s 8 %, but instead more 

Study Purpose Method Result/Conclusions 

What risk premium 
is “Normal”? 

By: Arnott and 
Bernstein (2002) 

Provide an estimate 
of the forward-
looking equity risk 
premium relative to 
bonds in the long-
run. 

Gauging the risk premium 
by locating expected real 
stock returns and expected 
real bond returns. 

Dividends and earnings have grown 
slower than GDP; the historical 
equity risk premium is about 2.4 %. 
The history cannot aid in the search 
for future risk premium. 

Stock Market 
Returns in the Long 
Run 

By: Ibbotson and 
Chen (2003) 

To estimate a forward 
looking equity risk 
premium by not 
solely rely on the 
historical economic 
development but by 
the factors behind it.  

Ex-post- But in an 
extended variant. Used 
historical data of 
components (inflation, the 
growth in real earnings per 
share, and income return). 
All found to affect the risk 
premium.   

Found disadvantages in using the 
Gordon model which they claim 
suffers from error.  

Estimated the risk premium on the 
US market to 5.90% (arithmetic 
value).  

Measuring the 
equity risk premium 

By: Best and Byrne 
(2000) 

 

To estimate the US 
equity premium 
relative to 
government bonds, 
and to compare the 
estimation to actual 
results. 

Ex-ante- developed a 
model where variables 
where solved by using 
secondary data  

Found a significant correlation 
between their model and the actual 
outcome, whereupon they 
concluded that their ERP-measure 
helped to predict the short term 
relative return between stocks and 
bonds.  

  Views of financial 
economists on the 
equity premium and 
other issues. 

By: Welch (2000) 

Aimed to provide a 
weighted average of 
estimations. Wanted 
to introduce a 
supplement to already 
existing methods, sort 
of a common practice 
estimate 

Meta study-. Used surveys 
and had 226 participants. 
Mainly professors from 
the U.S. leading 
universities.  

Found a false consensus within the 
estimation, where investors tend to 
assume that the weighted consensus 
is 0.5 % to 1 % lower than their own 
believes. 

Estimated the meta risk premium on 
the US market to around 4 % 

Global Investment 
Returns Yearbook 5 

By: Dimson, Marsh, 
and Staunton (2005) 

Compiling current 
market data for the 
majority of the 
world’s stock 
markets. 

Use of a database tracked 
back to 1900 with market 
related data. 

Equity risk premium in Europe 
should lie in the area of 3-4 %. 
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inline within 2-4 % due to the notion of “reversion to the mean5”, and it might even be lower 
still. Stocks would then offer the same return as bonds, and thus any risk premium would not be 
acceptable. 

Expectations of an 8 % real return or 5 % risk premium have never been a realistic expectation, 
except from major market bottoms, or wartime. Nevertheless, historical records from Ibbotson 
Associates displays equity investor returns of 8 percent real returns and that stock have 
outperformed bonds by around 5 % the last 75 years. If investors have expected such returns 
earlier, why should they not continue to do so? 

Put differently, Arnott and Bernstein (2002) asks if it is possible to derive an objective estimate of 
what investors could expect in the past? And secondly, why should investors expect less today 
and in the future than they have in the past? The answers come from the difference between the 
observed excess return and the prospective risk premium. If it were possible to distinguish 
between historical excess returns and expected future risk premiums, the notion that risk 
premiums of the future should be different than from the past is not impossible. 

If stocks were to have a zero or negative risk premium compared to bonds, it would be unnatural 
since stocks are, on average in the long-run, more volatile than bonds, and secondly, stocks are 
second call on the company’s resources, while bonds have first call. Furthermore, since stocks 
used in risk premium calculations are usually corporate, whereas the bonds are usually 
governmental backed; the comparison is even more flawed. 

Another important question raised by Arnott and Bernstein (2002) is what kind of return were 
investors expecting back in 1926? In fact, they did not expect anywhere close to 8 percent! They 
got something different than what they had expected, which is normal in an uncertain world.  

In 1926, when the Ibbotson Association started collecting data, investors had no real reason to 
expect a return as high as 8 %. The government bonds had a yield of 3.7 %, and thus investors 
would have no reason to expect less than that. The reason for the high real return rate is 
according to Arnott and Bernstein (2002) is that the market exceeded expectations as a 
consequence of a number of historical accidents such as; 1) Rising valuation multiples, between 
1926 and 2001, stocks climbed from a valuation level of 18 times dividends to approximately 70 
times dividends; 2) Survivor bias, the U.S. have not since 1926 been engaged in wars on their 
own soil nor experienced revolution. Several other stock markets suffered from a -100 percent 
loss, at some point of the century. 

Below, a walkthrough of how to estimate investor’s expectations will follow; to begin to figure 
out what risk premium an investor might have expected in the past three estimates is necessary; 
1) the real return that investors expected from stocks; 2) the real return that investors expected 
from bonds; 3) take the difference. 

First off, an estimation of the real stock returns is necessary; 

åÄPD(t)RDG(t)DY(t)RSR(t) +++=  

Equation 3-1. Real stock return estimation 

                                                

 

5 Also called regression to the mean, a statistical phenomenon that states that an extreme event is likely to be 
followed by a less extreme event (Aczel & Sounderpandian, 2006). 
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where, 

DY(t)= % dividend yield for stocks at time t 

RDG(t)= % real dividend growth rate over time span starting at time t 

ÄPD(t)= % change in the price starting at time t 

å  = error term 

Arnott and Bernstein (2002) are reluctant to directly forecast the dividend growth because 
numerous studies show that analysts’ forecasts are too optimistic. Dividends and earnings cannot 
in aggregate, grow in the same pace as the economy on a sustainable long-term basis. Dividends 
should thus be equal to the long-term growth of the economy minus dilution. 

åDGR(t)RGDP(t)RDG(t) ++=  

Equation 3-2. Real dividend growth. 

where,  

RGDP(t)= % real per capita GDP growth starting at time t 

DGR(t)= annual % dilution of real GDP growth starting at time t 

Thus, putting the two above together, the model for expected stock market return, ERSR 
becomes; 

EDGR(t)ERGDP(t)EDY(t)ERSR(t) ++=  

Equation 3-3. Expected real stock market returns. 

Continuing down the path, the next step is to calculate the future real bond returns. 

åt)ÄBY(t)DUR(INFL(t)BY(t)RBR(t) ++!=  

Equation 3-4. Future real bond returns. 

where, 

BY(t)= % bond yield at time t 

INFL(t)= inflation over time span starting at time t 

t)ÄBY(t)DUR( = annual change in yield over time span times duration at time t 

Remaining is then the final step, estimating the equity risk premium; by taking the difference 
between expected real return on stocks (ERSR) and the expected real return on bonds (ERBR), 
the equity risk premium (ERP) immense. 

)()()( tERBRtERSRtERP !=  

Equation 3-5. Equity risk premium. 

The conclusions of Arnott and Bernstein’s (2002) studies is rather provocative; it is dangerous to 
base future expectations on the skewed historical returns due to the increase of valuation levels; 
the growth of dividends and earnings did not match the increase in real per capita GDP. The 
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equity risk premium calculated on historical data offers the equity premium to about 2.4 %, 
around half of what most investors believe in the U.S. market. 

3.2 Stock market returns in the long-run 
The study by Ibbotson and Chen (2003) is an example of a hybrid method. Their estimations 
model links historical equity returns with certain factors which they argue is fundamental for 
describing the risk premium as well an aggregate equity market as the economic productivity in 
general. Ibbotson and Chen (2003) aimed to decompose the actual returns into other factors that 
would give a fair reflection of the equity market. Their method was to examine the historical 
development of each and every factor in order to see what components were needed for the 
actual ERP model. Hence, historical values where indeed used, but the models included smaller 
components based on history, instead of representing a pure historical development.  

The factors examined were; inflation, dividends per share, earnings per share, dividend payout 
ratio, price to earnings ratio, return on equity, book value per share and GDP per capita. Initially, 
six factor models were created concerning each of the factors. The historical development for the 
factors were used, covering data from 1926-2000. The models thereafter showed in what portion 
each component had an impact on equity returns and what components that was tied to the 
supply of equity returns.  

After examining each of the factors two equity risk premium models was tested, one based on 
earnings and one on the more common base; dividends.  

According to the findings in the first stage the historical equity premium based on earnings could 
be broken into four components; growth in the P/E ratio, growth in the real earnings per share, 
income return and inflation. Applying the earnings model gave a risk premium of 5.90 % in 
arithmetic terms and 3.97 % on a geometric basis, a result that is not too far from the pure 
historical estimate at 7.1 %. 

But when applying the dividend based model, also known as Gordon’s model of constant 
growth, made the risk premium go down to circle around zero. The components used here was 
inflation, the growth in real dividend, and dividend yield. Note that the zero result equals the 
result of the study by Arnott and Bernstein (2002), presented above in 3.1, where they argue that 
the risk premium is near zero or even negative.  

In the concluding part of the study the researchers state that the latter method can be argued. 
They claim that the disadvantages of using the yet very common Gordon model is not taken into 
consideration in the current debate and directs critic towards studies like Arnott and Bernstein’s 
(2002). 

 “…mixing the current low dividend yields and payout ratios with historical dividend yield growth violate Miller 
and Modigliani (1961) dividend theory6.” 

    p. 3 (2003) 

The resulting low premium should thereby be biased whereas the authors finally state the risk 
premium to be 3.97 % and 5.90 %. Thus, the result of the model based on earnings. The value 

                                                

 

6 A proposition of M&M which states that dividend policy is irrelevant in a certain world because investors can raise 
cash themselves by selling shares, they do not need dividend payments from the company (Damodaran, 2002). 
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difference from other studies is defended with the same argument as for the Gordon model 
criticism: 

 “The differences between our estimates and the ones provided by several other recent studies are principally due to 
the inappropriate assumptions used…” 

    p. 16 (2003) 

3.3 Measuring the equity risk premium 
In the study by Best and Byrne (2000) an ex-ante model based on the constant growth model of 
Gordon was used. Hence, the same model as was criticized in the previous study by Ibbotson 
and Chen (2003). Apart from Best and Byrne (2000) the ex-ante method has been studied by, 
among others; Campbell and Shiller (1998); Fama and French (1988; 2002) and Blanchard (1993). 
They are all the result of subjective criticism towards the usage of ex-post methods.  

The purpose of Best and Byrne’s (2000) study was to produce a forward-looking estimate for the 
U.S. market and thereafter be able to verify whether an efficient formula was used. The result 
could then be compared to the relative return on stocks and bonds.  

The expression used for the risk premium was: 

y-g  (d/p) ERP +=  

Equation 3-6. ERP model. 

d = dividend 

p = stock market index 

y = expected return on government bonds 

g =growth 

In the formula; only the stock market index (p) was observable for the researchers. As for the 
remainders, they needed to find proxies for the estimations. The variable (y) was though; 
relatively easy to deal with, since the longer-term expected return is close to the current 
redemption yield and can thus be observed.  

For the variables (d) and (g) the researchers used secondary survey data. When estimating (d) a 
data vendor called IBES was contacted. It is specialized in the systematic collection of earnings 
estimates. Each month the IBES compare the estimation of earnings made by analysts for each 
stock. A consensus is thereafter calculated in the form of a mean forecast.   

For the growth variable (g) a publication called Blue Chip Economic Indicators was used. The 
Blue Chip Company yearly publishes a survey conducted to indicate, among other variables, the 
forecast of GDP growth on the US market. Their study is survey based and sent out to around 
fifty economists at major financial institutions.  Best and Byrne (2000) made the assumption that 
the stock market index would grow in the same pace as the economy as a whole and could 
therefore use the result by Blue Chip.  

After solving their equation the authors could show some interesting result.  

“The measure therefore offers scope to be the basis of a tactical asset allocation strategy”. 

    p. 255(2000)  
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The measurement was indeed an efficient tool to predict the short-term relative return between 
stocks and bonds. When the risk premium was calculated to be above average, also the stock 
bond return in the forth coming period was higher. The model thereby tended to be a good 
measurement in asset allocation strategy.  

Best and Byrne (2000) claimed the advantages of their measure can be explained by different 
factors. One possibility is its ability of capturing inefficiency in the relative pricing of stocks and 
bonds.  Another reason is a possible relation between economic conditions and expected return 
on stocks and bonds. The latter is furthermore discussed by Fama and French (1989), where they 
argue that the prediction of variation in expected returns is a reflection of a rational response to 
the economic surrounding as a whole. For instance, if the surrounding economy is poor, so is the 
general income. And when income is low, so is consumption. That ends up with the fact that 
with low consumption, investments is preferred whereas expectations on investments are 
relatively high. Otherwise a substitution from investing to consume would occur (Fama & 
French, 1989). The assumption by Beast and Byrne (2000) that economic conditions are related 
to the expectations of investors could there by be defended. 

Furthermore, Beast and Byrne (2000) concluded that as an ex-ante method related to the actual 
outcome the case for ex-post method did the opposite. In the end of their study they underline 
how the expected risk premium has been significantly less than what is calculated in the most 
common ex-post studies (around 7 %) wherefore the disadvantages of using ex-post seems 
obvious. 

“Our concluding message has to be to caution against using a measure of the realised ERP as an indication of 
what can be expected in the future” (Best & Byrne, 2000). 

    p. 255(2000) 

3.4 Views of financial economists on the equity premium 
Welch (2000) conducted an alternative study on the basis that without knowing what method to 
prefer, the mainstream theories are really quite useless. Welch (2000) even argues that the wide 
range of a calculated outcome can imply consequences in absurdum. Just imagine the 
consequences in a classroom, courtroom or a boardroom where the exact same project implies 
totally different expected returns. And where each expectation is the result of only applying 
different estimations, each well backed up by the generally accepted theories.   

Because of the wide spread within the usage of different estimation methods Welch (2000) found 
it relevant to provide a “meta estimate”. Thus, an estimate that would present the weighted 
average of several estimations and that would be a compromise between existing theories. The 
purpose was to introduce a supplement to the already existing methods that could present what 
Welch called “a common practice estimate”. Indeed, Welch argues that the meta value is not 
supposed to be looked upon as the “best method” but claims that it could be of relevance as a 
benchmark.  

The study by Welch (2000) is based on the subjective opinions of financial economists. No less 
then two hundred and twenty-six respondents participated, mainly professors from the U.S. 
leading universities. Two surveys, one consisting of 18 questions and the other of eight questions 
was sent out. The questions concerned not only how the participants would estimate the equity 
risk premium themselves, but also what they believed that others would answer. And the study 
provides several interesting results.  
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The participants forecasted an arithmetic risk premium of 7 % over 10- and 30- year horizons 
and 6 % over a 1-year horizon. Welch also asked them to give a pessimistic view, a worst case 
scenario, which had the mean result of 2 %. And an optimistic view which resulted in 13 %.  

But furthermore, and maybe of more interest, Welch shows how there are evidence for what is 
called a “false-consensus effect”; an effect that indirectly can imply a false result within the 
estimation. 

“…economists seem to anchor their forecast to what they perceive the consensus to be, and this perceived consensus is 
about 0.5% to 1 % above the actual consensus” 

    p. 502(2000) 

Welch (2000) further argues: 

“Economists are likely to weigh their otherwise private estimates against what they perceive to be a common 
consensus and to come up with a posterior estimate that averages the two”. 

    p. 518(2000) 

Hence, estimating the risk premium with ex-ante methods is not only suffering from a large 
degree of subjectivity, it is also the result of a collective adjustment. If one assumes that others 
will value the risk premium to 7 %, it is likely to make adjustments of their initial belief. At the 
same time Welch found that the participants believed that their consensus exceeded the mean 
consensus with 0.5 % to 1 %. The estimated risk premium from each respondent could thus be 
suffering from an adjustment towards a believed mean value that in reality was lower than 
expected. 

3.5 Global Investment Returns - Swedish stock market 
Apart from Öhrlings PricewaterhouseCoopers annual study, recent research concerning the 
European market is scarce, not to mention the Swedish market. But, since 2000 London Business 
School’s financial experts Dimson, Marsh, and Staunton in conjunction with the Dutch global 
financial bank ABN AMRO have produced The Global Investment Returns Yearbook covering the 
United States, Europe, and naturally Sweden. 

The foundation of the study is given by a long-term study covering 105 years of investment since 
1900. The markets covered in the study make up around 92 % of the total world equity 
capitalization. The section of the study that is of special interest to this thesis is the annual return 
of the stock markets and its risk premium. Some current highlights from the study are as follows;  

• The real return of 2004 was at its lowest point 5 %, where a majority saw double-digit 
returns. Bonds were accordingly offering real returns of 5-10 % in most markets.  

• Due to the bear market of 2000-2002, bonds have actually provided better performance 
than equities. 

When it comes to the Swedish market, it is performing better than average. One reason for this 
could be because Sweden did not enter either world wars, but this argument is discarded by 
Dimson, Marsh, and Staunton (2005) with the motivation that in 1950, the stock market would 
have had five years to discount the non-participation of Sweden, but the record shows that the 
Swedish market performed better than all countries, except Japan.  

In the long-run, it is found that equity investment have proved to be a good investment decision, 
providing an average return of 5 %, and often a little more. Equity has been a better choice than 
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bonds in the long-run as well. On average, the equity risk premium has been in the area of 4 %; 
do note that this is the implicit risk premium, not the expected or required risk premium. 

Dimson, Marsh, and Staunton (2005) raise the question of what is a reasonable future return. 
They cite previous studies made by for example Arnott and Bernstein (2002), and Ibbotson 
(2002), whereas both of their results are pointing in the same direction, not considering their 
slight difference in risk premium value. Dimson, Marsh, and Staunton (2005) goes further and 
displays that reinvested dividends occupies roughly 5 percentage units of the long-run real return. 
Today, that number equals 3.2 % in Sweden and 1.8 % in the United States. The real earnings 
growth in Sweden was approx 1-2 percentage units’ return which is almost one percent lower 
than the GDP growth. They argue that this could be because so called “future firms” with a 
quick earnings growth is under represented on the stock market, which is dominated by large, 
mature companies. Their conclusion is that in Europe it can be expected with a future real return 
within 4-5 %, which would give a risk premium of around 3-4 %. 

 



  

 

 
27 

4 Method 
The following chapter will give the reader a deeper knowledge of the research approach used, the data collection 
methods, the interview method and the implications of reliability and validity. 

4.1 Scientific approach 
In the process of achieving knowledge and fulfilling a research purpose a suitable methodology 
should be used as a helping tool (Holme, Solvang, 1997). To identify the appropriate method a 
good understanding in the philosophical foundation is required (Merriam, 1998).   

“Science is best defined as a careful, disciplined, logical search for knowledge about any and all aspects of the 
universe, obtained by examination of the best available evidence and always subject to correction and improvement 
upon discovery of better evidence”. 

     Randi (1998)  

4.1.1 Selected method 
Scientific research entails the gathering of data in either a quantitative or a qualitative method or 
by the combination of those (Bell, 1993). In general, the quantitative method of collecting data is 
appropriate in order to test or verify a hypothesis whereas the qualitative method reveals a deeper 
understanding to a specific problem. Since the purpose of this thesis was to create an 
understanding in how Swedish financial corporations estimate the equity risk premium, the 
authors found the qualitative method most applicable. To motivate the choice a presentation of 
the use of qualitative method follows below.  

Most researchers within the science of methodology claim that the nature of each problem 
should determine what method being used (Ghauri, Grongaug, & Kristianslund, 1995) but that 
qualitative method often is seen as less scientific (Jankowicz, 1991). The qualitative method is 
rather used to create understanding to a unique problem (Ghauri et al., 1995).  

The characteristics of the qualitative method imply various factors that distinguish it from the 
quantitative approach. First it is easily acknowledged by the results not being expressed in 
numerical data but is communicated with words (Backman, 1998). Further, it refers to the 
subjective view of the researcher (Andersen, 1998). Hence, qualitative method tends to explore 
reality in social science whereas quantitative research measures a static reality of universal laws 
(Donna, 1998). The qualitative method is also said to give an in-depth description about 
occurrence of a specific phenomena. The purpose is to identify what is unique or odd in the 
collected information rather than making generalizations. Further, the qualitative method has a 
lower degree of formalization (Holme & Solvang, 1997; Stake, 1995.) and it generates 
information about a smaller number of people or cases. The result is thus an increase in the 
understanding of specific problem as well as a decrease in the possibility of making 
generalizations (Patton, 1990). This implies that the actual purpose when using a qualitative 
method should be to understand the motives of the respondents rather then to contribute with 
the reality for a larger population (Silverman, 2001). 

In the equity risk premium study the purpose was to create an understanding to companies’ 
choice concerning estimation methods. The research questions did not cover only the selected 
method for each company but also the underlying reasons. Thus the overall purpose was to 
identify motives for the selected companies rather than achieving a reality picture for Swedish 
financial companies in general. Hence, in order to contribute with an in-depth description and to 
increase the understanding within the phenomena a qualitative approach was needed. 
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4.1.2 Abductive conception 
Furthermore, a qualitative research can be performed in numerous ways. One of the main issues 
is how to relate theory to reality (Patel & Davidsson, 2003). When studying the risk premium the 
authors chose to approach the problem from two directions. This implied that both theory and 
reality was looked upon out of two different perspectives. A way of working that in 
methodological theory is known as an abductive conception.  

The abductive conception can be looked upon as a mix of using theory in order to create an 
empirical process and its counterpart; creating theory by exploring reality. The authors did not 
find either of the conceptions alone to be applicable. When using theory to create an empirical 
process, known as the deductive conception, the purpose is to see whether theory and reality 
agrees. It is characterized by data collection that is done in order to explore, confirm or dismiss a 
certain theory (Merriam, 1998; Patel & Davidsson, 1994). To instead create theory and 
knowledge by exploring reality, the inductive conception is characterised by abstractions, 
concepts, hypotheses and theories (Merriam, 1998). A definition of the distinction between the 
two conceptions is given by Goetz and LeCompte,   

“in contrast to deductive researchers who hope to find data to match a theory, inductive researchers hope to find a 
theory that explains their data” (Merriam, 1998, p. 73).  

When the authors went through material concerning the risk premium they found that an in 
depth study concerning estimation methods was missing. A few ex-post studies and studies of a 
general estimation conducted on the Swedish market were found, but none where the actual 
intention was finding the underlying reasons for conducted observations. The aim of the thesis 
was thereby to use existing theory and contribute by developing its implications. By comparing to 
previous studies conducted abroad the authors could search for implications in their findings that 
matched already existing material. Further, finding an in depth matter made it possible to add 
new knowledge to what had already been found in Sweden. This required studying and exploring 
reality by conducting interviews with users of risk premium and simultaneously confirming or 
dismissing if the empirical findings matched the situation abroad. Hence, the methodological 
conception needed was to use existing theory as well as order new theories on the practical 
application, wherefore the abductive method was most suitable.  

4.2 Literature study 
Furthermore, the literature study was performed using both secondary and primary literature. 
These are according to Hartmann (2004) two different ways of creating literature where the 
dissimilarity lies within the origin and nature of the data used.   

Within primary literature the research is performed by the author. This implies that all data is 
collected as well as summarized by the same person wherefore it limits interpretation problems 
and leave decipherment to the reader. Secondary literature on the other hand is based on data 
collected by someone else and thereafter is rewritten by the author. Wherefore secondary 
literature rather implies that the author has decided what parts of a researchers study that are 
interesting enough to include, as well as how to interpret those parts (Hartmann 2004).  

Within the frame of reference and the previous studies the authors of this study decided to 
include both primary and secondary literature. This was due to the advantages of each of the two 
and due to the fact that the visible disadvantage of one form can be well complemented with the 
advantage of the other form.  

The principal advantage of secondary literature is namely that it gives the reader an overall picture 
of the topic. When to discover and understand a general perspective of a certain topic a generic 
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view is best defined within summarized material. Secondary literature should therefore be seen as 
a tool to achieve an overall depiction covering the basic areas (Curwin & Slater, 2002). In order to 
gain knowledge within the subject of risk premium and subject concerning it, the authors 
therefore used leading financial textbooks such as Brealey and Meyers (2005) and Bodie, Kane, 
and Marcus (2000). Similar textbooks were thereafter studied to provide the reader with a deeper 
presentation of relevant financial theory such as definition of risk, estimation methods and asset 
pricing etcetera.  

Nevertheless the secondary literature is not as detailed as the primary. Often, there is a lack of 
information behind what is presented and how previous conclusions are drawn. Because of 
material only being summarized the reader will not be notified how the research is performed, 
methods used, and the precise empirical findings etcetera. An implication that might lead to that 
the research jeopardizes being biased (Curwin & Slater, 2002). Also the objectivity within 
secondary literature stays at a low level since the author may have interpreted the results 
differently than the researcher and also highlighted parts of the research that are less important to 
the origin researcher (Hartmann, 2004). Primary literature on the other hand contributes with 
more detailed information about the research and provides the reader with opinions and attitudes 
within the study, wherefore the objectiveness using primary literature outperforms secondary 
literature. Principally it has a natural closeness to sources of information and the risk of 
misinterpretations is reduced. It also gives the reader a relevant background to the research 
whereupon the reader is free to make own interpretations (Hartmann, 2004). 

Because of the debates concerning risk premium and whether ex-ante should be preferred to ex-
post the authors found it especially important to not neglect the subjectivity issue that lies within 
secondary literature. Even the leading textbooks have different views of what estimation methods 
to prefer wherefore it is assumable that they have either interpret results differently or just 
decided to rely on different researchers. The authors argued that to only present the arguments 
for each side without giving the reader information on how, where and when the studies were 
conducted would not be sufficient and indeed biased. And since the subjectivity within the issue 
already was at a high level the authors aimed to decrease it as much as possible. This resulted in a 
particular chapter about previous studies within the topic where closer presentations of five 
articles of immediate interest are given. The authors believed that this chapter indeed enlarges the 
objectivity when presenting theory and that it as well provide a deep going understanding of risk 
premium. They also believed that it contributes with a fair reflection of the current debate within 
the financial world whereupon the authors were able to draw relevant conclusions given the 
empirical findings.  

 

4.3 Interviews 
The authors decided to collect the empirical material using personal interviews and visit the 
respondents at their offices in Stockholm and Gothenburg. In general, when approaching a 
problem with a qualitative method, personal interviews are an applicable method of gathering 
information (Holme & Solvang, 1997; Patel & Davidsson, 1994). The definition of personal 
interviews is further defined by Patton (1990) where it is argued that within the term personal 
interview it is intended that the interviewer is sitting face to face with the respondents. Otherwise 
the possibility of noticing the respondents’ actions decreases (Patton 1990).  

There are two major decisions to state when planning a personal interview. One is the degree of 
s tandardizat ion . It is important to have a clear picture of the aim with the interview. Is it 
supposed to be a discussion or should the interviewer have full responsibility concerning the 
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structure and sequence of the questions. If the standardization is decided to be at a high level the 
interviewer are able to follow a planned order and occurred exceptions are not taken into 
consideration. On the other hand, with low standardization, the possibility of reformulating 
questions as well as changing the sequence of the questions increases (Patel & Davidsson, 1994).  

The other important issue to take into consideration is the degree of s t ruc ture . Patel and 
Davidsson (1994) describe the level of structure as a relation to the respondent’s freedom. If the 
researcher wishes a low structure the respondent should be given the opportunity to interpret the 
questions with his or hers own experience and own underlying attitudes. In those cases the 
interview will be based on open-ended questions which give the respondent the opportunity of 
giving wide answers. On the other hand, if the researcher prefers a high structure, the questions 
will be more closed. The freedom of the respondent will be at a low level and the questions are 
often characterized by having yes or no answers (Patel & Davidsson, 1994).  

Given the aim of the thesis the authors found personal interviews based on low standardization 
and a low degree of structure to be most suitable. The authors’ purpose was to find the 
underlying reason to the respondents’ relations to risk premium and to the methods preferred 
wherefore a low standardization opened up for the respondent’s own thoughts. By giving the 
respondent extensive freedom, in the form of low structure, during the interview the authors had 
the possibility of noting what elements within the topic that was highlighted by the respondent 
and what was neglected. The combination of a low structure and a low standardization is also 
adequate in theory when choosing personal interviews for a qualitative approach (Holme & 
Solvang, 1997; Kvale, 1997; Patel & Davidsson, 1994). Though, the authors saw a danger in 
letting the structure be at a too low level. If giving the respondent too much freedom there was a 
risk of not being able to cover the topic of the research questions. This paradox is also discussed 
by Kvale (1997) who has seen low structure as a common problem when conducting interviews 
wherefore he has introduced a third concept which is half structured.  

The half structure conception implies that large freedom is given to the respondent but that 
overall questions works as a foundation. The half structure concept is also suitable in those cases 
where the interviewer has explicit knowledge within the topic (Kvale, 1997). The authors’ 
believed that the respondents indeed possessed the same knowledge but at the same time the 
questions were complex and often based on working practice. Some of them were also difficult 
to answer without enough time to think and the authors found it important to create a 
comfortable situation for the respondent where no questions seemed unexpected or too difficult. 
An interview guide was therefore sent out in beforehand which gave the respondent time to 
consider the questions. This also made it possible for the respondent to discuss the issues with 
colleagues as well as making it possible for the authors to steer the respondent into covering all 
of the relevant elements. The authors believed that this would decrease the subjectivity of the 
respondent and instead give a wider picture of how the company relates to the problem. The 
authors also believed that it would imply a discussion that was more thoughtful and brought 
confidence to the respondent. Needless to say the author did not want to control the 
respondent’s and therefore designed questions that opened up to a larger discussion.  

4.4 Selection and the authors’ choices 
The selection of the interviewed companies was made with the study of Öhrlings 
PricewaterhouseCoopers as a base. Within their study over fifty Swedish financial corporations 
were asked questions concerning risk premium and about thirty replies were given. A request 
mail concerning a possible participation in this study was therefore sent out to the thirty 
companies that also had participated within the Öhrlings PricewaterhouseCoopers study. This 
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saved time to the authors, not needing to investigate whether risk premium was a used tool 
within each company. 

The authors’ aim was to end up with four respondents. The number four offered an adequate 
number of companies to interview and compile the data, and most importantly, the authors’ 
believe that by having four respondents will be reasonable for the questions asked. Moreover, 
this would enable the authors’ the advantage of contributing with an in depth presentation of 
each interview. When contacting the thirty companies eleven of them replied within a reasonable 
time span with further interest of the questions. After telephone conversations with all of them, 
trying to find respondents to best answer our research questions the authors ended up with seven 
well-suited respondents. 

Three of the eleven thus had to be averted, mainly given lack of time but also due to difficulties 
in finding well suited respondents within the organisations. For instance, all companies contacted 
were large organisations and the research topic very specific wherefore the ability of reaching the 
“right” person was difficult even for the in house staff. Another factor that forced an excluding 
of respondents was that they were not being based in Sweden wherefore personal interviews 
could not have been performed. 

Finally, out of seven well-suited respondents four were chosen. A brief presentation of them 
follows below: 

Handelsbanken Capi tal  Markets  is an investment bank that operates within the areas of; 
corporate finance, equity trading, fixed income and foreign exchange trading, etc. They are one of 
the leading actors within corporate finance and debt capital markets and as being an integrated 
part of the leading Nordic bank, Handelsbanken, they have a broad Nordic as well as global 
network.  

The respondent interviewed at Handelsbanken Capital Market was Robert Gärtner who is Head of 
Research Infrastructure & Product Development.  

Robur is a wholly owned subsidiary of Swedbank with close to 3 million customers. They are 
offering saving products for private individuals and institutional clients with close to ninety 
mutual funds. Given the € 30 billion under management they can today consider themselves 
being one of the largest asset management companies in Scandinavia. 

The respondent interviewed at Robur was Sebastian Arslanogullari who is Ph.D. and works as 
Quant Analyst within Asset Allocation. 

Sjät t e  AP-fonden is one of the Swedish National Pension Funds. They are an independent 
owner who are both investing in a selection of private equity funds as well as operating as direct 
owners of shares in small and medium sized companies. Their focus is towards specific sectors 
within goods and services, IT, telecom and media, and pharmaceuticals, biotechnology and 
medical technology.  

The respondents interviewed at Sjätte Ap-fonden were Magnus Dahlgren who is Portfolio Manager 
Mixed Equity at AP mutual fund investments and Fabian Dahl who work in the interest rate 
internal bank of Robur fonder.  

Company X chose to be anonymous but the authors were allowed to announce that it is a 
financial company listed on the A-list of the Stockholm Stock Exchange and that the respondent 
interviewed works as an analyst. 
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4.5 Trustworthiness 
The authors aimed to provide a high quality thesis. But what is that really? Miles and Huberman 
(1994) say that the possibility of specifying criteria for this does not exist. They even argue that it 
is not possible to do it the right way and that the focus instead should be on not let it go wrong. 
Furthermore, DePoy and Gitlin (1999) claim that the quality of work lies in the trustworthiness. 
And that the level of trustworthiness depends on the level of validity and reliability. The higher 
trustworthiness, the higher validity and reliability is required (DePoy & Gitlin, 1999). 

Validi ty  can be seen as the truth value of a study (Miles & Huberman, (1994). It is a 
measurement on to what degree the outcome of a study makes sense. And also to what degree it 
appears realistic to the readers as well as the respondents. Hence, a study that represents high 
level of validity has a well defined relationship between the chosen research method and the 
readers. And simultaneously the empirical and theoretical findings are relevant for achieving the 
purpose of the study (Jacobsen 2002). Furthermore, a high level of validity is recognized by being 
of importance also in other contexts. The conclusions in the study should therefore be applicable 
also when referring to respondents in similar situations (Miles & Huberman, (1994).  

The authors believe that by including both practical and theoretical parts of the equity risk 
premium a deeper understanding within in the area will be given. Within the frame of reference 
the presentation of existing methods, variables, and utilization areas corresponds to the practical 
part. And within the previous studies the reader is also given a theoretical perspective connected 
to practical work. By excluding the theoretical part connected to practice the study would most 
likely be more difficult to relate to reality. And by not highlighting how the methods in reality are 
applied it is likely that the outcome of the study would make less sense.  

Considering if the conclusions are applicable also in other contexts, the authors argue this being 
likely. The respondents interviewed were all working at Swedish financial corporations and are all 
using equity risk premium in their work. Being a financial corporation further implies that they all 
operate under similar conditions, such as similar laws and regulations, and that the aim of their 
activity agrees. The likeliness of achieving equal conclusions using other respondents within the 
same segment is therefore high. Though, it is important to be humble of the fact that the 
subjectivity issue implies that each individual play an important part in the conclusive finding.  
Not necessary do similar conditions for the companies decide similar attitudes among its 
employees.  

Reliabi l i t y  refers to the actual trustworthiness of the findings. The level of reliability can exceed 
during the working process by the authors being careful and attentive (Holme & Solvang, 1997). 
To achieve high reliability the study should be demonstrating the same results even if it would be 
done at different occasions. This can be more difficult when using a qualitative approach whereas 
it is even more important that the method clearly indicates the process. For instance, when 
conducting personal interviews, the reliability increases if a face-to-face method is used. Also the 
respondent’s awareness of the interview questions plays an important role (Silverman, 2001). 

The authors argue that the way they started to know the subject using secondary literature and 
thereafter wide the perspective with primary literature contributes with high reliability within the 
frame of reference. Furthermore, by clearly presenting how the material was found, how the 
respondents were selected, and how the interviews were conducted the authors are most certain 
that a comprehensive view over the process were given whereupon a similar study also would 
imply similar results.  

Regarding the empirical findings face-to-face interviews were performed with all four 
respondents. An interview guide was sent out to the respondents in beforehand and the material 
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was collected both by taking notes and by sound-recording. This increased the possibility of truly 
apprehending the respondents’ opinions and contributed to a high reliability. 

4.5.1 Subjectivity 
When presenting secondary as well as primary literature there is a risk of misleading the reader by 
interfering with the interpretations and conclusions drawn by the researcher. As the research 
concerning risk premium have not ended up in an ultimate method solution the public debate is 
still highly subjective. The authors are well aware of that also this thesis suffers from subjectivity 
where some theories are highlighted as more relevant than others. But by giving closer 
presentations of previous studies within the area and simultaneously retell the background to 
each research the authors hope and believe an objective view has been reached.    

4.5.2 Utilization 
Moreover, it got clear to the authors that the way of using risk premium differs a lot among 
practicians. And the more important the tool was to each respondent, the more knowledge was 
naturally possessed. Whether doing this or not was not unanimous among the respondents 
wherefore the results in some respects were difficult to compare. Mainly this concerned the 
relevance of theory and academic research. For instance if only studying companies focusing on 
markets the importance of being up to date with the public debate would most likely be higher 
and therefore interpret results easier to compare.  

4.5.3 Open interviews 
The interview conducted were open which also contributed to a difficult comparison in some 
respects. One respondent could highlight a question which another one more or less neglected. 
The authors tried to keep a constant line and steer the respondent into going through all the 
overall questions. But at the same time the aim was to provide the respondent with freedom 
during the interview. Of interest was though that the authors anyhow could find a pattern of the 
respondents use and knowledge of risk premium depending on the focus of certain issues 
wherefore the open interview indeed were more suitable.  

4.5.4 Sample 
It is arguable that a small sample of four can give a biased view of the general situation of 
Swedish financial corporation’s relation to the risk premium. Though, the authors believe that the 
small sample of respondents made it possible to present the underlying reasons of opinions, and 
not only summarize a number of statements. Similar studies, which mainly present the general 
estimation of financial corporations, exist wherefore there was no interest in doing so. The 
research contribution of this study is rather the national in depth underlying thoughts and 
assumptions concerning the risk premium which the authors found missing. And moreover, this 
thesis has no aim at offering a generalization, but instead a more below the surface understanding 
in the topic. Therefore, it is sufficient. 
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5 Empirical findings & Analysis 
In this section the findings from the interviews will be presented in the order of the research question, after every 
question walkthrough an analysis will follow with the authors’ reflections and connection to previous studies. 

Table 5-1. Table over empirical findings. 

5.1 Importance of risk premium 
The level of importance of the equity risk premium varies among the respondents. First off, 
Robur state that the risk premium is an important tool in their judgement. In particular since they 
are operating on entire markets the market risk premium is of essential importance. Nonetheless, 

Respondent Importance of 
the ERP 

Ex-post or ex-
ante 

Asset Pricing What about the 
future 

Robur Fonder 

Sebastian 
Arslanogullari; Fil. 
Dr  

Quant Analyst within 
Asset Allocation. 

 

Consider ERP 
being an important 
tool. Have recently 
spent a lot of time 
going through 
academic research 
whereupon a 
standardized model 
has been developed. 

Have never applied 
an ex-post method.   

Uses a developed 
model based on the 
fundamental 
constant growth 
model by Gordon. 

Does not use asset 
pricing models in 
their day-to-day 
business, but 
prefers the APT, 
because it offers 
more variables than 
CAPM. 

States that it has 
come to a point 
where no further 
research can prove 
ex-post to be 
preferable over ex-
ante and that future 
research rather will 
concern ingoing 
variables. 

Handelsbanke
n Capital 
Market  

Robert Gärtner  

Head of Research 
Infrastructure & 
Product Development.  

 

Are considering 
ERP being very 
important and want 
to work more pro-
active and re-
evaluate the equity 
risk premium more 
often. According to 
them, that 
characterizes a 
dynamic bank. 

Have never applied 
an ex-post method.  

Have developed a 
standardized pure 
ex-ante model.  

Modified CAPM, 
because it is easy to 
communicate to its 
clients. 

Sees the extensive 
critic towards 
yesterday’s theory as 
the reason for 
future research 
rather will concern 
how to create the 
models than ex-post 
versus ex-ante. 

Sjätte Ap-
fonden Magnus 
Dahlgren 

Portfolio Manager 
Mixed Equity, 

 Fabian Dahl  

Internal Bank 

 

Argue that ERP 
cannot be taken too 
lightly, but that at 
the same time other 
factors play a more 
significant role. 
Have though in 
recent years 
conducted a study 
concerning the risk 
premium. 

Uses an average of 
the historical risk 
premium, an 
implicit risk 
premium and the 
future expected risk 
premium. 

Modified CAPM. 
Communication 
and understanding. 

 Do not see a 
particular interest 
concerning the 
issues today, and do 
no expect this to 
change. 

 Company X  Do not find ERP 
being a relevant 
variable within the 
current market 
condition. Argues 
that the questions 
are more motivated 
during time of 
crisis, such as war. 

Mostly based on 
historical data, 
combined with how 
the market looks at 
the present. 

CAPM. Do not expect a 
particular change on 
how risk premium 
issues are treated. 
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they argue that when it comes to major allocation decisions several variables of magnitude comes 
into the picture but that the risk premium indeed is one of them. Though, an exact level of the 
value is regarded less important. For instance a 0.1% change does not necessarily have an impact 
wherefore a barrier is used within where the risk premium can move freely. Furthermore, Robur 
recently spent a lot of time going through the academic research and its results, whereupon they 
developed the model they apply today. They have actively followed the academic research 
concerning the topic, both before introducing their model as well as today and it is observable 
that they are well aware of the public current debate regarding risk premium and related issues.  

Sjätte AP-fonden’s attitude towards risk premium is slightly ambiguous. On one hand they state 
that the risk premium cannot be taken too lightly, but at the same time they argue that there are 
still other factors that play a more significant role. The portfolio manager of Sjätte AP-fonden 
further argues that the risk premium might be of more importance to the top management, and 
that the critical decisions are taken there and then communicated downwards. A fact that he says 
might be the explanation of why it does not permeate the organisation to also concern less 
critical decisions. Nonetheless, Sjätte AP-fonden just as Robur conducted a study in recent years 
about the risk premium, so it is clearly a substantial matter of interest and focus.  

Company X, however, argue that the risk premium is not really a relevant variable in the current 
market condition. With such stableness as there is on the Swedish market today the focus is 
indeed not directed. The analyst of Company X goes on and explains that surely the focus on the 
equity risk premium have increased the last couple of years as the premium has adjusted 
downward in many calculations. But concurrently, Company X considers it completely 
reasonable to maintain a low risk premium in a stable economy. It is first in time of crisis, for 
example a war; the risk premium would be more highlighted. 

Handelsbanken Capital Markets thoughts are though similar to Robur and Sjätte AP-fonden’s 
and further adds that additional focus should be aimed towards the risk premium as it is an 
essential factor. Within Handelsbanken Markets the risk premium is indeed looked upon as an 
important tool but the respondent claim that, internally, they should work even more pro-active 
and re-evaluate the equity risk premium more often. As the stock market is changing continually, 
Handelsbanken Markets naturally believes the risk premium is important to follow. Concluding, 
they append that this would be a factor that contributes to higher dynamics inside the company 
and it should be used more in their models. 

Lastly, all firms included in the interviews says that they do look on what their competitors and 
other actors in the market thinks of the risk premium, and that if there are large differences 
between their own value and that of a competitor, it could very well be changed to “match” it 
closer to the mean of the market. 

5.2 Analysis of the importance of risk premium 
The arguments concerning the importance of risk premium is obviously in great contrast between 
the respondents. While two of them consider risk premium being rather important, one is arguing 
that even if it is other factors play a more significant role, and one is arguing that it is not relevant 
at all. How come is it so? They are still operating on the same market, have similar education and 
are working within similar branches. How can the market be viewed upon so differently? 

Well, the possible range between ex-post estimation and ex-ante estimation has been identified to 
lie between -10 % and all the way up to 20 %. Also, within the construction of each method the 
result tend to vary. By using an arithmetic average instead of a geometric one, a difference of 2 % 
has been identified. And by choosing a short term series of data (1994-1998) the premium tended 
to vary between +7.6 % and +30.4 % (Welch, 2000). Hence, there are several examples of how 
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to achieve various estimates by applying different methods which makes is an utmost subjective 
issue. Yet there does not seem to be an ultimate solution upon where financial economists agree. 
The issues concerning risk premium are indeed suffering from large subjectivity and yet no 
absolute answer is to find. Depending on which theory to rely on, the relation to risk premium 
can take many different paths and also depending on how actively academic research is followed 
the importance might vary. Remember how Welch (2000) exemplifies a possible situation in a 
classroom, courtroom or boardroom where the exact same projects imply totally different 
expected returns. And where each expectation only is the result of applying different estimation 
methods, each well backed up by the generally accepted theory. This is according to the authors 
beliefs the prior problem with theory concerning risk premium, a problem that also have affected 
the users’ view of the essence. There is the lack of constructiveness within the debate, just as 
Welch (2000) argues, and this lack of constructiveness sort of undermines the importance of risk 
premium. If the values are calculated to differ so much depending on which theory to rely on the 
actual substance of it decreases. What is left is the subjective belief of each part. A simple guess 
might be as valid as preferring one theory before another. The authors believe that this has led to 
confusedness among users whereupon a decrease of interest for the theoretical research has 
occurred.  

At the same time the authors have seen as steaming through previous studies, that there has been 
a movement towards ex-ante within the latest years, wherefore researchers seems to be more 
united today. Take the studies in chapter three as examples. Ibbotson & Chen (2003), Arnott & 
Bernstein (2002) and Best and Byrnes (2000) are all of different opinions concerning estimation 
methods, but at the same time they have similarities within their discussion when concluding 
disadvantages of pure ex-post methods. Most likely this will with time also affect the users in the 
opposite way to when the confusedness brought a decreasing interest. As the differences between 
theories gets smaller it will be easier to create an own opinion. It will also be easier to achieve a 
less abstract overall picture of the risk premium and related issues whereupon the usage of risk 
premium is likely to be found larger. 

The authors thereby argue that whether the risk premium is considered being an important 
measurement or not is truly subjective, and the varying result could be due to subjective opinions 
within the different companies interviewed as well as the subjectivity of each respondent. For 
instance the background of each respondent could have a decisive impact where a factor such as 
previous relation to the academic world could matter. The authors considered whether it could 
be the natural course of research to first stem from highly academic circles and then slowly work 
its way into the minds of the world’s financial businesses. If so, the closer relation a respondent 
had to the academic world the tendency of being up to date with current research might be larger. 

This indirectly leads to the track whether there risk premium issues are considered important 
within the academic world of Sweden. This is not a question that has room in this thesis but of 
interest, one of the respondents emphasises the lack of discussion regarding risk premium within 
the Swedish academic world where knowledge regarding the topic is at a surprisingly low level. 
Compared to U.S., the respondent has seen how Sweden is yet far behind, not only by financial 
economists as will be discussed later, but also within the academic profession and at Swedish 
universities. Welch (2000) stated in his latest related article that the situation in U.S. suffers from 
similar problems and argues that due to the lack of constructiveness within the debate, the 
academic finance profession continues teaching yesterday news. It is thus likely that the situation 
in Sweden is comparable. Because of a debate that never seems to come to an end, the interest of 
treating risk premium issues within the academic world is actually lower than the essence of it.  

When it comes to keeping eyes on their competitors, it is displayed that this plays part in 
estimating the equity risk premium, the question is how big of a part? How large changes are 



  

 

 
37 

caused due to misconceptions in what they believe their competitors value the risk premium? 
And most importantly, what effects does it have? Now, intuitively, it is natural to know what is 
going on in the surrounding environment, but it cannot come to that it takes over the rational 
thought and influences the choice of the premium over the models used. If this is the case, the 
models are practically useless. 

5.3 The estimation methods used 
Within the chapter of previous studies, an in going presentation of how to apply different 
methods was given. But are the studies also reflecting the reality of Swedish financial 
corporations? Of the companies interviewed, all suggests that the forward-looking based 
estimations are or could be a viable alternative/substitute to the historical approach. It is however 
a matter of discussion of which one to apply over the other. Some firms strongly believe that the 
sole historical approach can be rejected, while some endorse it with the notion that the history is 
telling a story and it cannot be ignored. More will follow on this specific topic below, but first the 
focus will be aimed towards the selection of the risk-free rate. 

5.3.1 Risk-free rate 
Handelsbanken Markets use 10-year treasury bond as its risk-free rate, explained by that there is 
no need to include time further on than that, because within 10 years, it is most likely that both a 
recession and a recovery will happen, and this should thereafter reflect a natural risk-free rate. 
This view can also be considered as shared by Robur fonder, whereas their risk-free rate is a real 
rate of time spans of 20 years. This is interesting when Sjätte AP-fonden apply the current market 
interest rate (reporänta) inherently. Previously, they too undertook the longer-term bond, but 
switched to the daily rate a couple of years ago. This procedure was done due a resident problem 
of attaining interest rates that complies with the actual market return, i.e. if the interest rate were 
to move 50 points up or down, should the required return be adjusted as well? From their point 
of view, it seemed fair to let the Swedish Riksbank set the required return instead. Lastly, 
Company X trusted long-term bonds in their calculations. 

5.3.2 Analysis of the risk-free rate 
Interestingly, also the way the four financial corporations handle the risk-free part of the risk 
premium varies. Handelsbanken Markets and Robur and also Company X maintain their view on 
long-term treasury bonds as the best choice – in line with earlier research from Grinblatt and 
Titman (2002) and also Damodaran (2002). However the choice of Sjätte AP-fonden of using the 
real rate from the Swedish Riksbank claims acceptance from a Swedish study of Frennberg and 
Hansson (1992), who appreciates treasury bills as the natural choice. Although, it must be noted 
that Sjätte AP-fonden previously used longer-run treasury bonds as their risk-free rate. What does 
this change result in? For one, intuitively, one vital variable to maintain in most models is 
naturally the current market condition. Given, since the interest rate in Sweden has been low for 
some time, it can be argued that this should of course be more reflected in the risk premium 
estimate. This is vitalized in the 2002 study of Arnott and Bernstein, in which they argue that the 
risk premium should be considerably lower than previous studies have claimed it to be, and one 
factor of that remark is that the market has strongly altered since 1926.  

Furthermore, by reasoning around this variance, develops and strengthens the prior studies 
conducted of the conclusion that there is no “best” risk-free rate; it will probably differ 
depending on the firm using it and for what it uses it for. For example, as Damodaran (2001) 
states, the risk-free rate should reflect the length of the investment in consideration, and it rather 
comes down to if the firm of choice has a spoken investment policy of using long-run or short-
term government securities or not. As given from the interviews, all firms included in the study, 
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have done their own research on this issue and they have developed a strategy which incorporates 
well into their current investment strategy. The authors had not believed they would obtain 
unanimous results for this question. It is rather a proof of firms will come to different 
conclusions based on for example their experience and their investment strategies of the past. 
The truly interesting thought here though, is whether the disparity of risk-free rate will be 
reflected in the choice of the risk premium as well. 

5.3.3 Historical view 
Both Handelsbanken Markets and Robur fonder state that they have never taken a historical 
approach into consideration in their risk premium calculations and argue that it is ill-advised to 
solely depend on it in risk premium estimations. They both additionally continue saying that since 
the use of a historical risk premium requires a database of long-run historical data of stock prices 
and this is ultimately not available in for example emerging markets. But their strongest argument 
against a historical risk premium is because stock valuation multiples have increased drastically it 
offers a misleading risk premium according to what the market looks like today. 

While at the same time, Company X argues that the history is an important measure that can 
support the estimation. As an example, Company X state that in valuation involves in large part 
of examining the historical development and is positive of applying the same method to 
estimating the risk premium. Simultaneously, Company X explains that future expectations often 
are founded on the current market today, and that what is happening right now will stand up in 
the near future. Finally, Company X states that it might be wrong to assume yesterday to repeat 
itself, but this is not enough reason to discard the historical approach, but should at the same 
time be looked blind upon.  

Sjätte AP-fonden follows Company X’s thoughts, but in a slightly lighter manner, for example 
they do take the historical risk premium into consideration in their approximation of the equity 
risk premium. For example, Sjätte AP-fonden provides a deeper description pertaining to the 
historical viewpoint is the need to have access to long periods of data, preferably in the vicinity of 
around 75 years or longer. If a shorter time period is used, a worse statistical foundation will skew 
the result. And it might also produce an opposite understanding if for example the risk premium 
has been adjusted during the chosen period. Furthermore, if the stock market has increased it 
might be misinterpreted as a very high risk premium while it actually was diminishing at the time. 
A recent example is during the boom of the late 1990’s and early 2000’s where the risk premium 
would have been around 10 % using ordinary models while it really was about 2 %. All of this 
mattered and in total, a combination of historical, implicit, and future expected risk premiums is 
used in their final estimate as it seemed to be the best way of handling this. This estimation has 
since then not been adjusted. 

5.3.4 Analysis of the historical view 
When it comes to the historical way of estimating a proper equity risk premium the opinions of 
the interviewees comes crossways. According to earlier research and several well-known financial 
researchers, and also in a way the long stronghold guardian of the historical approach – Ibbotson 
Associates have abandoned their beliefs of obtaining reasonable results from solely historical 
data. This method can crudely said be discarded by means of newer research condemning it to 
the lower grounds of equity risk premium tactics. This said it is not that historical data is 
unnecessary. On the contrary, several current studies displayed on the AIMR convention in 
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20037, had developed hybrid methods of both the historical approach and the more 
contemporary future expected method, an example of this is Ibbotson and Chen’s article in 2003. 
Arnott and Bernstein (2002) proves investors wrong in their common belief of in general 
obtaining a return of 7 % on the stock market, and further states that this kind of numbers is 
only available in time of major crisis. Arguably, the historical view have been skewed by 
increasing valuation multiples and plainly generates a risk premium figure which is not viable in 
this market.  

Therefore, the authors wonder in disbelief that as two of the respondents put forward their 
opinion that the majority of Swedish corporations still maintain the historical approach as their 
main pillar of risk premium estimations. As in the case of Company X which tells the authors 
that they prefer using the historical way with the explanation that the history is important, and 
cannot be ignored. While it is certainly not absolutely the perfect situation of not analyzing the 
past in calculations of risk premiums or any other variable for that matter, by entirely relying on 
the past will result in distorted risk premium, and the effects of this should not be taken lightly. 
Although, Company X further goes on and explains that they use their current position as a 
foundation and then utilizes historical data to estimate their risk premium, it is the authors view 
that, as current research papers have shown, the obtained risk premium estimate from historical 
data is not in line with the current market and therefore a more forward looking view model 
should be used instead. 

5.3.5 Forward-looking view 
Progressing with Sjätte AP-fonden's views of risk premium estimation methods they add that 
previously studies were conducted for in-house use but in 2002/2003 they let an external 
research firm conduct a study to allocate a reasonable risk premium. Within this study, three 
different methods is valued as mentioned in 5.2.2; the historical, implicit, and future expected risk 
premium. In the implicit method, it starts with market valuations and then calculates the risk 
premium backwards. For example, the interest rate level is known, and the stock valuation is 
known, it is then required to do two assumptions; 1) growth assumption in general, this is not 
fairly easy as it should not only include a few coming years, but in perpetuity; and 2) an 
assumption that the market is in the middle of a circle of profit, with normalized profits and 
normalized interest rates. As the risk premiums were different depending on what method used, 
and as it is uncertain of what the risk premium should be, they ultimately decided to use a 
combination of the three. The end result was an implicit risk premium of 2-4 %, and the future 
expected rate was between 2.5-4 %, with the historical rate being about twice as high. 

Handelsbanken Markets are active in the academic work about risk premiums and state that they 
are fully behind the forward-looking model, and add that they have always used it. 
Handelsbanken utilizes a standardized model;  
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Equation 5-1. Handelsbanken Markets equity risk premium model. 

In the model, the nominal growth is taken into consideration as an integrated variable. From this 
model a risk premium of about 1-2 % is attained. Moreover, Handelsbanken beliefs the risk 

                                                

 

7 A financial forum with distinguished financial researchers (AIMR, 2003). 
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premium has fallen this year since the return expectations have been lowered after a good stock 
market year. 

Robur’s opinion goes hand in hand with Handelsbanken Markets and is also very clear that it is a 
forward-looking based model that is applied. It is a development of Gordon’s fundamental 
constant growth model; 
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Equation 5-2. Robur's forward-looking equity risk premium model. 

Robur explains that since the dividend growth is seen as constant, it is considered to be adjusted 
in the long-run while stock prices changes daily, and so does the interest rate. Robur is also 
involved in the academic output of risk premiums and refers to the study of Fama and French 
where their results show that historical risk premium is absolutely not reliable, and this is a main 
reason for using the forward-looking model instead. The AIMR forum was also closely followed 
and for example Ibbotson’s studies are relevant. 

Reoccurring from all interviews is the expression of importance to what other competing firms 
might value its risk premium. Behavioral finance is mentioned more than once, and it is probably 
more important than is believed. All respondent agree that competing firm’s opinions is a part of 
estimating the risk premium and that it is purely natural to watch what the competition is doing. 

5.3.6 Analysis of the forward-looking view 
As noted earlier in chapter 5.3.5 the historical view was discarded as old news, and should be 
replaced by the more market driven and up-to-date approach (Damodaran, 2001) of using future 
expected values in the risk premium estimation calculations. After the millennium, the research 
concerning the equity risk premium practically flourished and several important papers and 
articles were published and influenced the financial world into considering the new risk premium 
approach. 

The forward-looking based estimations have gained ground in the U.S. according to recent 
studies (Arnott & Bernstein, 2002; Ibbotson & Chen, 2003; Dimson, Staunton, & Marsh, 2005), 
and according to the interviews conducted in this thesis, that aspect is kept, as three of the four 
respondents showed interest in the academic progress in the subject and application of forward-
looking models. Two were using strictly forward-looking models, one were using a hybrid of 
historical, implicit and future expected value. However, from the interviews it became clear that 
all the respondents believe it to be an overwhelming majority of Swedish firms that still apply the 
historical approach. How can this be? One reason could very well be that since most of the 
research in this area is produced in the United States, and the major studies have been conducted 
in the early 21st century, there exists a delay before actual firms’ starts applying the new 
information. This can be showcased in this thesis by; the two respondents that actively follow the 
current debate and research in the market risk premium field both use a forward-looking based 
model. Could this be the first sign of a trend? Could it be that firms that follow news from the 
academic world are better at producing accurate and more up-to-date models? Then firms who 
do not get involved in risk premium research ultimately fall behind. 

All major studies conducted in the past years show that the risk premium when using a forward-
looking model is significantly lower, than with a historical one. For example, Dimson, Staunton, 
and Marsh (2005) state that the risk premium in Europe should be around 3-4 %, and Arnott and 
Bernstein (2002) finds it to be around zero. Even the long-spoken guardian of the historical 
method, Ibbotson, has found the risk premium to be lower than their previous studies showed 
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(Ibbotson & Chen, 2003). It is the author’s belief that firms will switch over from the historical to 
the forward-looking model as soon as the new information has been around long enough to 
obtain an effect. 

5.4 Asset pricing 
When it comes to which asset pricing model the risk premium is mostly used, Handelsbanken 
Markets, Sjätte AP-fonden, and Company X all apply the CAPM model with minor further 
internal developments. 

Basically, all three companies feels that the CAPM is widely recognized and it eases the 
communication between themselves and their clients and that focus on any other asset pricing 
model is not really relevant as they argue that CAPM serves them adequately as it is. Often an 
extra factor is added to the original CAPM formula, called a “soft factor” for example if they deal 
with smaller firms, so called “small caps” or with an industry that is gaining a lot of momentum 
and interest, an example here could be the online poker companies. Handelsbanken Markets 
specifically states that APT requires too much statistics to offer a reasonable conclusion. The 
requirements for a model are that it must be easy to communicate and include variables that are 
not extremely sophisticated. This is why Gordon’s or the DCF model is so popular according to 
Handelsbanken Markets. Further, they have no need to get so deep in betas and the risk 
premium, but rather want the holistic view which is more important. 

Sjätte AP-fonden applies betas which are calculated in-house, but also takes the historical beta 
values as a factor of consideration, otherwise the original CAPM model is used. As it is easy and 
it works adequately, they feel that a change is not planned. Finally, they add that it is built upon 
rather idealized conditions, but with a little know-how and common sense it is still relevant. 

Company X is also applying the CAPM as described above, but as they often deal with non-
public companies they must adjust it for their own means. They also feel comfortable with the 
simplicity of the CAPM and are not interested in another model at the moment. 

The only company of the interviewed which accepts the APT to be a better alternative than the 
traditional CAPM is Robur fonder. But, as they do not work with individual stocks, so actually 
neither CAPM nor APT is applicable for them. But based upon theories they would prefer the 
APT model over the CAPM. The reasons for this are that APT offers more factors in its model. 
Once again they point to Fama and French’s study, where they had found three variables that 
should be included; company size, value growth, and valuation. 

5.5 Analysis of asset pricing 
The CAPM seems, like for example Bailey (2005) institutes, to be the most applied model. When 
reasoning backwards, this is not such a chocking result actually. Firstly, it includes fewer variables 
than for example APT, and secondly it was founded almost two decades before the APT came to 
life, giving it quite a hefty head start. Going further, as the CAPM is subjectively “easier” to use, 
it is therefore also the case that more people understands it, in this specific case; the investors. 
This can for example be illustrated by the dominance of the P/E ratio in the investment 
community thanks to its easiness of use. As more investors are familiar with the technique, firms 
will also depend upon it more, and this might be why it is still most common.  

Arguments against the use of CAPM are besides its critique of its required ideal assumptions, as 
presented by Bailey (2005) is more lifted towards that the APT is “better” rather than the CAPM 
is non-functional. Following, the CAPM works as expected and this could thus also be one of the 
factors why the respondents rely upon it. Moreover, with the inclusion of more and more 
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variables, a model becomes more difficult to grasp and examine, as well as it can produce 
erroneous results. Although, as one respondent appreciated the APT over the CAPM it comes 
with a price; namely that it must be handled cautiously and it must be communicated to its 
customers, i.e. investors. To be able to succeed with a transformation from CAPM to APT, the 
cost might be more than the potential profit. 

The authors firmly believe that the difference between CAPM and APT in the works of financial 
firms in Sweden is not material. Both models seems to offer adequate outcomes and if a firm has 
chosen one model over another one, and has grown accustomed to it, it is only natural to hold on 
to it, at least until some empirical evidence comes forth with a newer worthwhile product. 

5.6 The equity risk premium future 
So what will the future prevail regarding the importance and use of risk premium. Well, among 
the respondents there seems to be a general belief that the focus on the issues will not increase. 
Robur states that it has come to a point where no further research can prove ex-post to be 
preferable over ex-ante but at the same time an absolute answer will not occur. The future will 
therefore most likely rather concern the ingoing variables within the model, what variables to 
include and how to estimate them. Their experience is that using ex-post methods is slowly 
disappearing as one is becoming aware of the disadvantages of it. And with extended knowledge 
a general movement towards forward looking models will occur. 

Handelsbanken Markets claim that in the latest years the research concerning the topic has been 
gaining momentum, whereas the interest among most firms has exceeded. They argue that 
because of the extensive criticism towards yesterdays theory there is a constant trialling with new 
models. But at the same time recent theory in general reject ex-post methods wherefore they 
argue, just as Robur, that the future research rather will concern how to create the models.  

And how about the two respondents that still use ex-post variables within their estimation? Well, 
neither of them has acknowledged that the current focus towards the risk premium nor related 
issues is particularly strong.  Therefore they do not predict an increased interest within the future 
either. Sjätte AP-fonden says that the importance of academic research indeed is very important 
but that it is possible that in reality the connection of theory and practice is not as strong as can 
be assumed. Of their experience the estimation of risk premium are often made in a not so 
scientific manner wherefore the future of risk premium research does not necessarily have to 
change how one operates in the real world. And thus, any particular change on how one looks 
upon the issues are not expected. Company X does not show any real interest of increasing the 
awareness level of the risk premium. 

Robur further adds, and this is of importance, that the relation to the relevance of risk premium, 
as well as how it is looked upon, depends on to whom you are talking to. They argue that of 
course not all analysts looks upon the risk premium from a market perspective wherefore the 
usage of it tend to differ. Furthermore, it is in their beliefs that the application of the market risk 
premium is still not as widespread in Sweden as in the U.S. simply because working with entire 
markets is less common here. And hence, the market risk premium is a less important tool to the 
majority of Swedish analysts wherefore the debate is not and probably will not be as lively here as 
in the US. 

5.7 Analysis of the future of risk premiums 
Aiming to analyze the risk premium of tomorrow, what is seen today can be used when trying to 
predict a possible development. Initially the authors saw the interest concerning the ingoing 
variables and construction of models is increasing. This was highlighted during the interviews but 
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can also be seen as a natural development considering the theory that can be found today. In 
general there is no longer any competition between ex-post and ex-ante, and the latter has been 
proved again and again to outperform the former. It is therefore most likely that all focus will 
move from ex-post versus ex-ante towards how one is applying ex-ante; how to construct the 
models, what variables to include, how they can be estimated etcetera.  

Furthermore, the authors have seen the connection between theorists and users playing an 
important role for how estimation methods will be applied. Given the empirical findings it is 
obvious that previous studies have not yet been adapted among all the respondents. Two of them 
are still considering ex-post methods being either sufficient or at least good for now. And among 
the respondents strongly rejecting ex-post methods the belief is that ex-post still is more 
commonly used.  

Comparing this to previous findings it seems as their belief can be well defended. A good 
example is the study by Öhrlings PricewaterhouseCoopers where an average estimate of the 
market risk premium ends at 4.5%. Remember the relatively high historical value of for instance 
Frennberg and Hansson (1992) at 7.7 %, against the zero or even negative estimation made by 
Arnott and Bernstein (2002). It is clear that what Swedish financial corporations in general 
estimate the risk premium to be lies closer to historical based estimates than future ones.   

And simultaneously it is clear that ex-ante methods among researchers and theorist are pointed 
out as the winner where massive critics have been sent towards ex-post methods. What therefore 
surprised the authors was how the choice of ex-post method was defended among the two 
respondents. When discussing advantages and disadvantages of each method only a minor part of 
the disadvantages were brought up. Indeed the main critic was concerned, such as assuming 
investors expectations in the thirties would be similar to today’s expectation. But no deeper 
argumentations regarding academic theory was taken into consideration. The authors had rather 
expected that respondents still applying an ex-post method would argue that it was sufficient but 
that a future change was likely to come. Surprisingly none of the respondents using ex-post were 
considering such a development and none of them argued that a shift in focus was defendable 
enough. Also considering that neither of them was actively following academic research, as the 
two using ex-ante did, the authors concluded a connection between accepting ex-post and not 
being up to date with the current debate.  

The question is whether this will change or not and whether Swedish financial corporations will 
adjust. The authors believe that the future of the risk premium will be a result not only of the 
academic research performed but also how well theories can be adapted into the practical work. 
When theory more or less is the result of prestige and status seeking within the research 
elite(Ibbotson & Chen, 2003; Arnott & Bernstein, 2002), rather than contributing with concepts 
of practical use the result might be a joint competition among researchers. The authors do not 
argue that this is the situation of today, but as long as the research is having difficulties of being 
applied by users it looses its purpose. 

Needless to say, since available research is yet fresh the authors opinion is that it is important to 
be humble of whether Swedish financial corporations ever will adapt or not. Note that all of the 
previous studies presented in chapter three are conducted after the millennium. That they have 
not yet reached Swedish financial corporations might just be a question of time. It is also 
important to be humble of the fact that it is less common in Sweden to work with entire markets 
wherefore the usefulness of market risk premium is less extended than in the U.S. If this will 
change within the future, questions concerning market risk premium will most certainly be more 
highlighted both in the academic world and among analysts.  
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6 Conclusions 
This chapter will conclude what the authors’ have produced in this thesis in the same manner as in Empirical 
findings & Analysis. 

6.1 Fulfilment of the purpose 
The purpose of the thesis was fulfilled as the authors gave answers to the research questions, i.e. 
the authors provided empirical substantiation of the risk premium’s importance to the 
respondents, the preferred estimation methods, asset pricing models used, what will prevail in the 
future regarding future importance and what estimation methods that will overcome.  

6.2 Research questions 
How important is the risk premium to Swedish financial corporations – and what are their opinions concerning the 
equity risk premium? 

• The importance of market risk premium varies in Swedish financial corporations. 
Although, there has been an increased interest concerning the risk premium in recent 
years. The increase of academic research in, mainly the U.S., after the millennium has 
started to affect also Swedish financial corporations. 

• Due to the lack of constructiveness within the public debate, the importance of risk 
premium gets undermined. The fact that theoretical research differs so much implies 
confusedness among users whereupon they rather consider other variables being more 
important. 

• The opinion of risk premium truly depends on to whom you are talking. The questions 
indeed suffer from subjectivity, and depending on what theory a user has adapted the 
opinions differs. 

• Gathering the data from this study, the aspects of behavioural finance have been evident. 
All respondents confesses to look at what its competitors use, and other actors in the 
market. This offers the author’s the possibility that when more firms start to use a 
forward-looking model, the rest will follow.  

What is the preferred method of estimating the risk premium for Swedish financial corporations? 

• Both ex-post and ex-ante methods are used in Swedish financial corporations today. 
From this study, no method has any user advantage. However, when taking the 
respondents comments and earlier research, the indication aims toward the ex-post. 

• CAPM is the most widely used asset pricing model amongst the respondents, due to its 
easiness to use and communication advantages, i.e. investors understand the model. 

What is the future path of the equity risk premium – what estimation method will prevail and what level of 
importance will the risk premium have further on? 

• The future discussion of the equity risk premium will concern forward-looking based 
models; what variables to include, and how they can be estimated. Even though some 
corporations still apply the ex-post method, the authors firmly believe this approach will 
ultimately become discarded in the presence of the ex-ante. 
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• There is a link between how actively academic research has been followed and what 
method that is used. Thus, with time, knowledge will likely increase, and a movement 
towards forward looking based methods will most likely occur. 
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7 Discussion 
Following a discussion by the authors’ of the implications of the results will be presented as well as suggestions to 
further studies in the area of equity risk premiums. 

7.1 Implications of the results 
Primarily the implication of the results should contribute to academia as being one of few studies 
concerning the risk premium on the Swedish market. Since it is of a qualitative nature, and an in 
depth perspective has been taken, it is a good complement to already existing studies of for 
instance Öhrlings PricewaterhouseCoopers where a general picture of the risk premium is 
provided.  

Furthermore this thesis should be looked upon as a gateway between academic studies and real 
world application of the equity risk premium. Current academic results propose the risk premium 
to be an essential variable to be cautious of getting it wrong, and that the ex-post method should 
now be considered a relic of the past and the ex-ante method should be applied since it offers 
more accurate and near-truth values of the equity risk premium. However, from this study, it is 
not obvious that all firms have acknowledged the new research. There seems as there sometimes 
is a gap between the academic and the financial world where theory is having difficulties reaching 
the users. Just take how the debate regarding disadvantages of ex-post as an example. Yet, such a 
discussion has not reached all of the respondents interviewed. The results of the thesis thereby 
implicate the importance of academia going hand in hand with users where a development in 
each world should occur simultaneously. Hence, from an academic perspective the implications 
of the results should work as a motive to realize the importance of reaching the companies, and 
from a company perspective the results should implicate the importance of take advantage of 
existing theory.  

7.2 Continuous studies 
During the process of this thesis, the authors have found several other interesting areas to be 
researched further into that will probably increase the knowledge and understanding the equity 
risk premium better. 

• Quantitative approach 

The authors would find it interesting with a similar study but throughout a quantitative 
perspective. Analogous research question could be applied but instead of aiming towards an 
in depth study a general view of Swedish financial corporations would be achieved. This 
would provide empirical evidence of generally preferred estimation methods etcetera.  

• Ingoing variables 

Within the analysis in chapter six, the authors predicts future research to concern ingoing 
variables rather than weighing future based estimations against historical. The authors 
therefore suggest a study that regards the in going variables of use for such estimations; 
hence, what variables to include, how to estimate them. Of interest is also how this is 
commonly done within Swedish financial corporations.  

• Ensuing attitudes 

The authors further argue that there is a lack between the research development and how this 
has been adapted among users in Sweden. Given research being fresh and mainly conducted 
on the U.S. market it would be interesting to follow up what the future will prevail. Will 



  

 

 
48 

Swedish financial corporations eventually adjust? Will the focus of risk premium increase as 
research reaches Sweden? Will an extension of working with entire market occur, and 
therefore also an increased interest in risk premium?  

• An academic perspective 

One of the respondents is arguing that there is a lack of interest of risk premium related 
issues within the academic in Sweden. Simultaneously Welch (2000) performed a study of 
how financial professors at world leading universities related to the risk premium. Of interest 
would be a similar study as Welch’s conducted in Sweden, where the importance and views of 
risk premium throughout an academic perspective was discussed. 

• The behavioral aspect 

The psychology in finance has proven to be established in the risk premium field, where each 
firm looks to each other’s methods. This is also displayed in Welch’s study (2000) and a 
further study of just how the behavioral aspect influences decisions when it comes to market 
risk premiums. 
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Appendix 1- Intervjufrågor 

Respondenten 

Position: 

Formell utbildning: 

Erfarenhet i nuvarande samt motsvarande position (antal år): 

 

1. Hur beräknar Ni marknadsriskpremien för aktieplaceringar på Stockholmsbörsen?  

historiska värden   framtida förväntade värden   

 

2. Har Ni använt någon annan metod tidigare? 

 

3. Anser Ni det finnas incitament att överväga andra metoder? 

 

4. ”Forward- looking based estimations” sägs öka i popularitet, anser Ni att det är en 
naturlig utveckling, i så fall varför? 

 

5. Skulle riskpremien ändras om framtida förväntade värden används istället för 
historiska värden? 

 

6. Vilken metod använder Ni för att fastställa avkastningskravet på eget kapital vid 
aktievärdering?  

CAPM APT Annan: 

 

7. Vad använder Ni som riskfri placering? Hur resonerar Ni kring det? 
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Appendix 2 - Interview questions 

The respondent 

Position: 

Formal education: 

Experience of current position (number of years):  

 

1. How is the equity risk premium estimated for investments on the Swedish stock 
exchange? 

Historical values  future expected values   

 

2. Have any other method been used earlier? 

 

3. Are there any incentives to consider other methods?  

 

4. ”Forward- looking based estimations” is said to increase in popularity, is this a natural 
development, and if yes, why? 

 

5. Would the risk premium change if future expected values were to be used instead of 
historical values? 

 

6. What method is used to establish the return on equity in stock valuation? 

CAPM APT Other: 

 

7. What is used as a risk-free investment? Further thoughts about it? 

 


