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Sammanfattning 
Utbudet av etiska fonder har ökat kraftigt i Sverige under de senaste åren. 
Uppsatsens mål är att kartlägga hur etiska dessa fonder verkligen är samt att 
undersöka deras finansiella utveckling. Investeringskriterierna för de etiska ak-
tiefonder som är förvaltade av svenska företag och institut är analyserade och 
jämförda. En innehavsanalys av varje fonds aktieinnehav är gjord för att se i 
vilken utsträckning de lever upp till de etiska krav de själva satt upp och till vil-
ken grad de skiljer sig från övriga aktiefonder.  

Analysen av de etiska fondernas finansiella utveckling är gjord över perioden 
2003-03-31 – 2006-03-31 och finansiella mått såsom Sharpe, M2 RAP och Jen-
sen’s alpha har använts. Dessutom har fondavgifterna jämförts, både med var-
andra och med andra fonder av liknande karaktär. Resultaten av analyserna vi-
sar att majoriteten av de etiska fonderna knappast kan betraktas som mer etiska 
än andra fonder, samtidigt som de har en något sämre riskkorrigerad utveckling 
än index. Det vill säga, trots att de till största del är identiska med vanliga aktie-
fonder rent innehållsmässigt, så blir utfallet högre riskexponering och/eller läg-
re avkastning än deras inbördes index.  
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Abstract 
The supply of ethical funds has increased greatly in Sweden during recent years. The 
purpose of the thesis is to examine how ethical these funds really are and further-
more investigate their financial development. The investment criteria’s for ethical 
mutual funds that are managed by Swedish companies and institutes are analysed and 
compared. A content analysis over every fund’s holdings has been done in order to 
see to what extent they live up to their own ethical standards and to what degree they 
differ from other mutual funds.  

The analysis of the ethical funds financial development have been done over the pe-
riod 2003-03-31 – 2006-03-31 and financial measures such as Sharpe, M2 RAP and 
Jensen’s alpha are used. In addition, the fees of the funds are compared, both with 
each other and with other funds of similar character. The results of the analysis show 
that the majority of the ethical funds cannot be treated as more ethical than other 
funds. Regardless of their similarity to other funds they have a slightly worse risk ad-
justed performance development than index. So despite the fact that the funds are 
more or less identical to other funds from an investment perspective the outcome 
will be higher risk exposing and/or lower returns than their inner indexes. 
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1 Introduction 
During recent years the interest for ethical business practices, or CSR corporate social re-
sponsibility, have increased from almost none existing to becoming a major investment al-
ternative. Corporate scandals like Enron and Skandia have made investors more conscious 
than ever about the ethical and social shortcomings in some of today’s business cultures. 
Ethical investments is one of the fastest growing areas of finance and with the new Swed-
ish pension system, where it is possible to personally manage ones savings, it now affects 
the majority of the population. 

The most fundamental difference between a ethical investment and other investments is 
that the first one not only considers risk and return but also include a further dimension of 
responsibility or impact of the business in ethical and environmental areas as well as sus-
tainability and the governance of the business (Hancock, 2004). That is, people are con-
cerned in what manner and with what means there returns comes from. 

A problem that is arising now is how an ethical investment, such as an ethical mutual fund, 
should be defined and in what way it is ethical. In recent debates it has been discussed 
whether ethical funds are as ethical as they appear to be or if the truth departs from the 
ethical managers’ statements and criteria’s. The importance for ethical funds to be truly 
ethical is becoming even more obvious when voices are raised to implement tax benefits on 
this category of investments (Berg, 2006). 

This thesis will lend its theoretical support from earlier studies in the field of ethical in-
vestments. It is also important to note that even if CSR and ethical funds are popular con-
versation subjects, rather few scientific studies have been made within this field, especially 
with regards to Sweden. Most studies are limited to only observe the funds performances 
towards the benchmark or what ethical and environmental issues of importance there is 
and there potential problems. No studies over Swedish ethical mutual funds have investi-
gated the holdings of the funds and compared these to other funds. 

1.1 Purpose 
The purpose of the thesis is to analyse the holdings and investment criteria’s of a number 
of ethical mutual funds listed in Sweden. This is done in order to see how ethical they in 
fact are and to observe if they differ in terms of performance from other mutual funds. 
Both ethical and environmental funds are included. Furthermore, performance measures of 
each ethical fund will be calculated to see if the funds out- or underperforms compared to 
their benchmark and compared to each other.  

1.2 Outline 
Chapter two defines ethical investments and its development and potential drawbacks. 
Screening and best-in-class procedures are explained as well as a brief summation of some 
of the most important theories and studies on in the subject. Ethical standards and guide-
lines used by Swedish as well as other mutual funds are listed and described in Appendix 2. 
Ethical mutual fund companies and their perceptions and standards are listed and de-
scribed in Appendix 3. Each company’s policies are divided into corporate governance and 
ethical and environmental issues of consideration. 
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In chapter three a clarification of the performance measures used for the empirical studies 
are made. The concept of risk & return are discussed along with other basic financial theo-
ries and definitions. The Sharpe ratio, The M2 RAP measure and Jensen’s alpha are de-
scribe in more detailed in sub section 3.2-3.4. Chapter four covers the method and data. 
The methodology and important data are explained as well as the sample limitations. 

The ethical standard and holding analyses are presented in section five. The subsection 5.1 
deals with the criteria and standard differences and 5.2 contain the holding analyses of the 
funds asset, while 5.3 covers the ethical and non-ethical holding comparison. The 6th sec-
tion reveals the performance of the ethical funds in the period 2003-03-31 – 2006-03-31. 
The ranking of the ethical fund performance and their fees are done in 6.2. In chapter 
seven conclusions are drawn and suggestions to further research are made by the author. 
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2 Ethical investments – definition development and 
drawbacks 

In what ways do ethical investments really differ from other investments? In general, an 
ethical investment is normally thought to be based upon avoidance of certain activities and 
the favouring of some other activities. With ethical investment one includes moral issues in 
addition to the standard risk-return considerations. The concept of ethics in investments is 
often closely linked with environmental and social considerations. Often used definition of 
ethical investments is socially responsible investment (SRI) or corporate social responsibility (CSR). 

The phenomenon of ethical considerations and CSR are not new. Traditions of corporate 
philanthropy of some kind can be dated back more than hundred years. Sparkes (2001) 
mentions for example the Quaker’s activities in the 16th century, who sought to improve 
employees’ standard of living as well as enhancing the communities in which they lived. 
Though, it is important to distinguish a difference between ‘pure’ philanthropy and an in-
vestment in an ethical fund. Just because people invest ethically or socially responsibly it 
does not mean they do not want a return on there investment, like other investors. The dif-
ference here lies in the fact that an ethical investor wants his or her investment capital to be 
used in a good way, or at least not in ways that does not coincide with his or her ethical val-
ues. 

Sparkes p.197 (2001) defines ethical investments like this: ‘Ethical investment is straightforward, 
and simply means an investment philosophy that combines ethical or environmental goals with financial 
ones’. Cowton (1998) has also produced a good description on ethical investments. He says 
that it can be defined as an implementation of ethical and social criteria’s in the selection in 
addition to the financial ones, as well as the management of the investment. Like ‘ordinary’ 
investments, ethical investments often take the form of shares.. The characteristics of the 
company, its goods and services, location as well as its business conduct are also aspects of 
importance for an ethical investor. Ward (1991) emphasise the ethical actions of avoidance, 
encouragement of positive procedures, as well as activism based upon selling shares as part 
of an ethical behaviour.  

Just as people’s morale in terms of what is right and wrong varies, ethical issues of concern 
are not always the same. Moral arguments can be very complex. Anderson (1996) mentions 
the dilemma of animal testing in the development of pharmaceutical products. Should we 
test these products on human beings instead? Use them without testing? Give up pharma-
ceutical research altogether? He comments that if we refuse to invest in firms which test 
drugs on animals, we adopt a frivolous and self-indulgent response to a real moral problem. 
Another complex situation is the case of armaments and defence. Sparkes (2001) describes 
the circumstances around this problem in the UK. Companies that are producing weapons 
are not acceptable as ethical but companies that are supplying the military with food and 
clothes are no problem. It becomes even more complicated when considering the elec-
tronic industry, where several in some cases very complicated conclusions and paragraphs 
had to be drawn to aid the debate of military involvement. For example, restrictions were 
made on proportions of defence sales, the usage of electronic products: offensive or defen-
sive purpose etc., exclusively to military or not, if the buyers’ are the defence forces, allies 
or maybe oppressive regimes, future direction of the company; increase or reduce arma-
ments share of total turnover and so on (Sparkes, 2001). As one soon observe the com-
plexity of trying to categorising actions and businesses as ethical or not is an extremely 
tough mission.  
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Even up to this date we have not got a general agreed definition of what exactly is included 
in ethical investments or SRI. However, several organisations and governments have 
started to set up some standards and minimum criteria’s for investments that want to be 
classified as ethical and social. Still, as Hancock (2004) notes, the problem remains and little 
consistency in what aspects of corporate social responsibility to measure, even though the 
suppliers are rather few. He mention for example that some investors, at least in the UK, 
are becoming more and more concerned with issues such as asbestosis and climate change 
that may become a potential liability risks for those companies. Other investors, e.g. trade 
unions and public pension funds, are more concerned with issues such as labour standards, 
health and safety and human rights (Hancock, 2004).  

Even if ethical investors have the moral dimension in consideration for there investments, 
they regard a business with strong performance in and strategy for CSR activities to have a 
premium value and therefore a good investment choice. This is because such a business is 
expected to prioritise long-term profitability rather than maximizing this year’s profits by 
with small considerations for long-term consequences (Hancock, 2004). 
 
A danger with ethical investments, in a mutual fund for example, is that buyer or investor 
do this in order to fulfil his ethical preferences, while the fund manager who meets their 
needs do so only on a profit-maximising basis. This irony means that the individual inves-
tors’ values are met or satisfied by institutions and people who might not share these values 
at all, whose sole motive might be to make money (Cowton, 1994). The charges for many 
ethical funds are also fairly high compared to other funds, due to the extra ethical research 
requirements they demand. If these higher fees can not be justified they might be accused 
of exploiting the common investor. 

2.1 Screening and best-in-class 
Screening, based on special criteria’s are commonly used practices when managing portfo-
lios. This section describes the fundamental features of the screening processes as well as 
some commonly used standards and guidelines for ethical screening. 

Basically, screening is a procedure where some predetermined preferences and criteria’s etc. 
are used as guiding tools in order to select the ‘right’ investment. The screening process can 
be of two types of nature, negative or positive. Positive screening is when a potential in-
vestment is being considered if the object fulfils the criteria’s set, or has the right character-
istics. When considering ethical investments positive screening criteria’s could be for ex-
ample a company’s efforts to improve working conditions. A company needs to comply 
with the positive screening criteria’s to be a potential investment object. Negative screening 
means that one or several criteria’s have been recognized which should not be present in a 
potential investment. For example, if involvement in alcohol production is one of the nega-
tive criteria’s, all companies that do produce alcoholically beverages are excluded as an in-
vestment opportunity.  

Ethical funds ability to give a detailed and good explanation of the criteria’s by which they 
select and reject investments is an important element in order to be seen as ethically con-
cerned. Otherwise people will not know if the funds differ from non-ethical funds or not. 
The fund institutions may do the screening for themselves, but many appoint organisations 
that are specialised in ethical and corporate responsibility analyses to do the screening. 

A best in class strategy is when the managers invest in companies that are a performing 
best in comparison to its industry. The best-in-class areas of interest for ethical funds could 
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for example be environmental and social practices and goals. Because some industries are 
more hazardous and more polluting than others by nature, it could easily happen that these 
industries are not even considered as investment alternatives even if some of its actors are 
doing a tremendous job ethically and environmentally. 

2.2 Earlier studies of ethical investments and mutual funds 
Even though ethical and social responsible investments are a fairly new field of studies, 
rather large efforts have been addressed to it, especially concerning the performance of 
ethical conscious companies.  
 
Schlegelmilch (1997) illustrates that ethical investments are not longer an investment choice 
for just the socially concerned but is becoming more and more appealing for the ordinary 
investors as well. The large amount of screening mechanisms which are present for use is 
also according to Schlegelmilch an indicator of a broad variety of motivations behind in-
vesting ethically. He continues to explain that even if professional investors very often do 
not hold ethically screened investments, they tend to address the importance in companies’ 
ethical and environmental issues. Consequently, a company nowadays need to be socially 
and environmentally committed in order to ensure future funding from investment profes-
sionals.  
 
The performances of ethical funds compared to the rest of the market have had different 
results throughout the literature, from overperformance to underperformance, though the 
latter outcome tends to be most common. A major reason why ethical funds are likely to 
underperform relative to the market is due to the higher transaction costs and management 
fees. Tippet (2001) showed that the Australian ethical investment funds on average under-
performed relative to the market, during the late 1990s. He also finds evidence that inves-
tors discount return for ethical attributes and that their marginal utility increases when the 
ethical nature of their assets increases. Tippet continues to argue that there exist two differ-
ent issues that concern ethical investors. These issues will have different financial impacts. 
The issues are the nature of a company’s product or service and the behaviour of company 
management. The first one means investors are reluctant to invest in products and services 
involved in alcohol, tobacco, gambling and activities that is harmful to the environment. 
The second issue concern corporate government issues such as directors’ remunerations 
and independence of auditors. If screening on the basis of the first issue of concern, inves-
tors are likely to exclude profitable companies and therefore the return will be smaller. If 
the investor on the other hand screens for companies on the basis of poor corporate gov-
ernance issues, which can increase a company’s costs, she might instead enjoy higher re-
turns (Tippet, 2001). Underperformance of ethical funds has also been the findings of rela-
tive early studies like Malkiel and Quandt (1971). On the opposite the findings of Tippet 
(2001) and others such as Van de Velde et.al, (2005) indicate that high sustainability funds 
have performed better than low-rated funds. There results also indicate that investors are 
ready to pay a premium price for companies with good corporate governance. Orlitzky et 
al. (2003) studies the relationship between CSR and financial performance and confirms the 
belief that socially responsible investing pays off. Although many research results such as 
Sauer (1997) and Bauer et al. (2005) do not find any performance difference between ethi-
cal and traditional mutual funds. A very important finding Bauer et al. (2005) made were 
the revealing of the so called learning phase of ethical funds. After a period of significant un-
derperformance, mature ethical funds tend to catch up with traditional funds, while new 
funds continue to underperfrom. 
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3 Performance measures for mutual funds 
The chapter will give an explanation of major financial/portfolio performance measures 
and instruments as well as a basic understanding in the relationship between risk and re-
turn. The measures described are the ones that will be used in the empirical analysis of the 
ethical mutual funds. 

3.1 Risk and return 
The relationship between risk and return is the most fundamental and important concept in 
finance. Correlations between the two are unique for every investment, or asset. An inves-
tor, such as a mutual fund manager, chooses between efficient portfolios. An efficient portfolio 
is one where expected return is maximized for a given level of risk.  

Risk is equal to the portfolios standard deviation σp represents risk (Bailey, 2005). The ex-
pected return on an asset should be positively related to its risk. How the portfolio of secu-
rities chosen should look like depends on the preferences of the investor (Ross et. al 2005). 
In general, individuals will only hold a risky asset if its expected return compensates for its 
risk. A financial investment needs to give the investor a return that at least is not lower 
than the risk-free rate, often denominated as the interest rate. A short-term government 
bond such as a 90-day Treasury bill is sometimes used instead (Wiberg, 2006). 

All investors are concerned in having the optimal combination of risky assets. Though, this 
does not imply that they will choose the same portfolio. In equilibrium and under the 
CAPM assumptions of frictionless markets, investors are price takers, taxes are neutral and 
all assets can be bought and sold at observed market price. All investors will choose a point 
along the so called capital market line. Along this CML, there is a linear relationship be-
tween risk and expected return for efficient portfolios. This implies that the efficient set of 
portfolios is the same for every investor. However, this does not mean that each investor’s 
entire portfolio (the risk-free asset included) contains the same proportions of each asset, 
only that the asset proportions are equal for assets belonging to the efficient portfolio. Why 
investors hold different proportions of assets depends on their attitudes towards risk. Their 
optimal portfolios are located along the CML, but not necessarily at the same point on the 
line. The vertical intercept of the CML is the risk-free rate. The slope of the CML indicates 
the trade-off between expected return and risk (Sharpe, 2000 and Bailey, 2005).  

3.2 The Sharpe Ratio 
The ratio was developed by William Sharpe (1966) and is one of today’s most frequent 
used measures of risk-adjusted performance. In principle the Sharpe ratio measures return 
per unit of risk. It tells us whether the return of a portfolio is caused by good investment 
decisions or a result of excess risk. It is calculated using the following equation: 
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−

pr  = expected portfolio return 

 10



  

r0 = risk-free rate 

σp = portfolio standard deviation 

The measurement is a useful tool because it shows if a portfolio or fund that obtains higher 
returns than its competitors comes with too much additional risk or not. A good invest-
ment is only one which gives higher return with proportionate additions in risk, or the 
other way around. The larger a portfolio’s Sharpe ratio is, the better its risk-adjusted per-
formance. 

The Sharpe ratio can use the CML, which is described above, as a benchmark. A portfolio 
located on the CML has a Sharpe ratio equal to the market index. A Sharpe ratio higher 
than this is an indication that the portfolio or fund is doing better than the market in gen-
eral: A lower value means that it is underperforming, in terms of risk and return that is. 

3.3 M2’s Risk-Adjusted Performance (RAP) 
The risk-adjusted performance (RAP) is based on the Sharpe ratio. It was developed by 
Modigliani and Modigliani (1997) to give a somewhat more understandable measure of a 
portfolio’s performance, than the Sharpe ratio does. The M2’s RAP measures a fund’s per-
formance relative to a market portfolio. Each portfolio’s risk, standard deviation, is theo-
retically adjusted to that of the market which is used as a benchmark. This means that every 
portfolio included will be theoretically modified so there risks will equal the risk of their 
benchmark index. The authors suggest that a broad and large index is to be used as a mar-
ket index, such as the S&P 500. Other indexes can presumably also be used. Since all port-
folios have been adjusted to have the same risk, the portfolio with the highest Modigliani 
measure will have the highest return for any level of risk.  

A portfolio, or fund, can with the RAP measure be compared over a period of time with 
the market index of choice. If the value is higher than the benchmark value, then the port-
folio has done better than the market on average. If the value is lower the portfolio is per-
forming worse the market on average and the investor should reconsider his or her invest-
ments. The measure expresses portfolio’s performance relative to the market in percentage 
terms, which also makes it possible to compare portfolios with each other. The RAP for 
any portfolio p is defined as: 
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Where 

r0 = risk-free rate 

σm = market index standard deviation 

σp = portfolio standard deviation 

pr
−

= expected portfolio return 

It is important to acknowledge that the M2’s RAP measure has the same limitations as the 
CAPM, which it is based on. This means that the measure is mostly useful for investors 
that are in charge of the portfolios, i.e. mutual fund managers and individuals in similar po-
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sitions. The M2’s RAP also does not take correlation risks into account, which means that 
estimations and rankings of mutual funds for example could in some few cases be a bit 
misleading (Modigliani and Modigliani 1997).  

sitions. The M2’s RAP also does not take correlation risks into account, which means that 
estimations and rankings of mutual funds for example could in some few cases be a bit 
misleading (Modigliani and Modigliani 1997).  
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  Fig. 3.1 The Sharpe ratio and risk-adjusted performance  
  The slope of the lines from r0 to A1 and A2 is equal to the Sharpe ratio for an 

asset, given the expectation and standard deviation of return. The risk-
adjusted performance, M2’s RAP, is equal to the expected rate of return 
when the std. has been standardised to a benchmark level of choice, such as 
σB as in the fig. (Bailey, 2005, p.131) 
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3.4 Jensen’s Alpha 3.4 Jensen’s Alpha 
The Jensen’s alpha (Jensen, 1968) is a risk-adjusted performance measure that illustrates the 
average return on a portfolio compared to the security market line. The risk is measured by 
the portfolio’s Beta value, which is its correlation to the market (Elton and Gruber, 1995). 
Jensen’s measure is calculated as: 

The Jensen’s alpha (Jensen, 1968) is a risk-adjusted performance measure that illustrates the 
average return on a portfolio compared to the security market line. The risk is measured by 
the portfolio’s Beta value, which is its correlation to the market (Elton and Gruber, 1995). 
Jensen’s measure is calculated as: 
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If a portfolio manager has forecast future prices accurately, the portfolio has had a better 
return than the Beta predictions and the alpha will be positive. An alpha value equal to zero 
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gives the same yield as one would get if the securities were selected randomly. This means 
that if the manager is not doing a good job the alpha will be negative and the return is 
lower than the Beta predictions. A first intuition could very well be to reject the possibility 
to do worse than a random selection policy, but as Jensen’s and many others after him dis-
covered this is often the truth for many mutual funds. The negative value is often the result 
of high expenses included in forecasts and analyses (Jensen, 1967). This conclusion could 
be even more true for ethical funds, which in addition are faced with different screening 
processes. 

When using the Jensen’s alpha one need to have in mind that it is difficult to determine if a 
good or bad alpha value is due to random chance or to the skills or lack of skills in a fund 
manager’s forecasting ability. Because of this, it could be misleading to compare perform-
ance across funds of different risk levels. Though, the performance can still be bench-
marked relative to the market (Christopherson, Ferson and Turner, 1999) and (Jensen, 
1968). 
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4 Method and data 
In this section the methodology and important data is explained as well as the sample limi-
tations.  

The mutual funds considered in the thesis are all managed by Swedish companies and insti-
tutions and are listed and available for the Swedish public. Although, the mutual funds are 
marketed and controlled by a Swedish based company or institution, the management of 
several funds are being outsourced to external fund managers. The sample includes mutual 
funds that are branded or considered as ethical or environmental.  

All mutual funds in the sample are pure equity funds, which mean they do not contain any 
or very small shares of bonds or other interest earning assets. Funds that requires large 
(>10.000SEK) deposits are excluded from the investigation. Ethical mutual funds with 
non-profit components (ideela fonder), such as for example dedicating a fixed share of the 
funds profits or fees to certain purposes or non-profit organisations like cancer research 
foundations etc. are also excluded. The funds included invest in both the Swedish stock ex-
change as well as in foreign stock exchanges, depending on the category of the fund. That 
is, some funds invests only in Swedish companies and shares, while other may select com-
panies and shares from all Nordic countries, Europe, the whole world (global) or from 
some other category. 

The mutual fund of 7-AP fonden are also included because they manage the pensions for all 
people that have relinquished their possibility to personally and actively choose a pension 
fund or have preferred to save their pension within a governmental regime. Further, many 
holders of 7-AP fonden might, due to their inactive role as fund investors, assume that these 
funds are ethical to its nature. The ethical statements of 7-AP fonden is a further indication 
that these two funds could be taken as ethical. 

The SEBs funds Ethical Sweden Fund- inc. and Ethical Global Fund –inc. are the only funds in 
the sample that are registered abroad, in Luxemburg. Nonetheless, they are still included in 
the study because they are managed by a Swedish bank as well as marketed and available 
for Swedish private investors. There are several other ethical funds that are available for the 
Swedish fund investor. These are however excluded both because they are not managed by 
a Swedish company and because the need to set a boundary of what can be described as a 
Swedish ethical mutual fund.  

The study consists of 24 ethical mutual funds and the calculations of risk-adjusted per-
formance are done over the period 2003-03-31 – 2006-03-31, a 36 month long period. The 
risk free rate used is the average value of a 90-days treasury bond over the period and it is 
equal to 2.22%.  

The mutual funds selected are not all based on a single market or benchmark index, but 
some are based on several. The standard deviations of return for each benchmark index 
which are used for calculating the RAP are presented in the table below 

Table 4.1 Standard deviation values 

Benchmark 
index 

World 
(MSCI WorldFree)

Swe 
(SIX60CAP)

Swe/World 
(SIX60CAP & 

MSCI World) 

Nordic     
(Alfred Berg Nordic 

Portfolio Index)

Europe 
(MSCI 

Europe) 

Pacific 
(MSCI Pa-

cific)

Japan 
(MSCI Ja-

pan)

US  
(MSCI US)

σ, std.% 8.5 9.4 8.5 11.2 7.8 11.4 17.7 11.4 
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The standard deviations have been calculated on the basis of the monthly volatility of re-
turns during 2003-2005 (36 month)( Morningstar).  

All the estimates and calculations are based on monthly data, which have been provided by 
Morningstar. The standard deviation estimates together with the Sharpe-ratio and the Jen-
sen’s alpha measures have been calculated by Morningstar, while the M2’s RAP have been 
determined by the author. It is important to notice that, due to data constrains, the data 
used for calculating the M2 RAP are taken from the period 2003-01-01 – 2005-12-31.  

The ethical mutual funds content is investigated and can be found in detail in Appendix 1. 
Some funds, especially the ones from a broad category such as the global category, have so 
many holdings that only the largest are included in the appendix. However all holdings 
from companies that can be questioned from an ethical point of view are included, even if 
they only constitute a minor part of the total funds holdings. The goal with a thorough ex-
amination of each ethical mutual fund is that the results might reveal the true nature of the 
funds investments. That is, are they as ethical as they state to be? Further, the ethical mu-
tual funds will also be compared with similar funds which have not been positioned as 
ethical. By doing so, one will reveal if there really is a large difference between an ethical 
mutual fund and an ‘ordinary’ mutual fund or if there contents to a large extent are similar. 
A typical mutual fund to compare the ethical one with is a mutual fund from the same 
category and potentially also from the same investment company. For example, an ethical 
Swedish fund will be compared with a non-ethical positioned Swedish fund. The contents 
of every ethical fund that are included in the study were collected from the latest fund re-
ports, which at the time of the analysis were the 2005 funds reports. This means that the 
study reflects the holdings of each fund on the (2005-12-31). The fund reports used are 
listed under the heading ‘Funds reports 2005-12-31’ in the reference list. 

The 24 funds included in the study are listed below 
 
7AP-fonden Premievalsfonden   SEB Europafond – Lux ack  
7AP-fonden Premiesparfonden    SEB Etisk Globalfond 
Banco Etisk Europa     SEB Etisk Globalfond – Lux utd 
Banco Etisk Global    SEB Etisk Sverigefond – Lux utd       
Banco Etisk Norden     SPP Aktieindexfond Global Sustainability 
Banco Etisk Sverige    Svenska Kyrkans Miljöfond 
Banco Etisk Sverige Pension   Svenska Kyrkans Värdepappersfond 
Banco Etisk Sverige Special   Öhman Etisk Index Europa 
Banco Svensk Miljö    Öhman Etisk Index Japan 
Folksams Globala Aktiefond   Öhman Etisk Index Pacific 
KPA Etisk Aktiefond    Öhman Etisk Index Sverige 
Robur Etik & Miljöfond    Öhman Etisk Index USA 
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5 Ethical standard and holding analysis  
This part of the paper is divided into three sub-sections. The first will describe to what de-
gree the ethical fund companies’ ethical standards and criteria’s differ from one another. 
The second sub-section will shed some light on the ethical mutual funds holdings and re-
veal if the funds holdings are as ethical as they purpose. A conclusion on the present nature 
of ethical funds will end this sub-section. The final sub-section will show how large the dif-
ferences in holdings are between ethical categorized mutual funds and some similar but not 
ethical categorized mutual funds. 

5.1 Ethical criteria’s and standard diffrences 
The issues and standards that the different ethical fund companies have in order to classify 
assets as ethical are in general quite similar. The corporate governance assessments for 
every mutual fund company are much the same. They all strive, officially at least, to actively 
influence companies to push for higher ethical and environmental responsibility by using 
there voting rights when they can along with direct dialogs. This is especially true in issues 
as gender, openness and remuneration programs. The managing companies of Banco and 
SEB states that they might not participate in shareholding meetings held abroad, which 
very well can be true for other managing companies as well even if they have not men-
tioned it in their descriptions. A similar approach, held by the majority of the fund manag-
ers, are made towards not voting at shareholder meetings where they have small holdings. 
A problem one could suspect to arise here is that these low prioritised holdings are not de-
veloping there CSR manors as good as the Swedish holdings or companies where they have 
large holdings in, due to the lack of pressure from ethical owners. This problem is en-
hanced because the majority of all holdings in the mutual funds in the sample are small, es-
pecially for non-Swedish category funds (for details see fund reports, 20051).  

A consequence to have many but very small holdings in companies is that the managers 
objective to use there voting power to guide companies towards turning into more ethical 
and environmental responsible is becoming increasingly ineffective. Index funds, such as 
for example Öhman’s ethical funds and SPP Aktieindexfond Global Sustainability, can not do 
much to change this situation either, when these funds are restrained to follow the holding 
composition of a specific index. 7AP-fonden and KPA legal restriction to use the voting 
rights in Swedish companies have a similar effect. KPA and Folksam have the strategy of 
to concentrating their efforts and influence to a few companies, while the others are trying 
to influence as many companies as possible. A great problem for a potential ethical mutual 
fund investor is to verify if the CSR dialogues with companies have real effect. Only very 
few fund managers publish how there corporate governance activities work in practice and 
if they do it is often hard to find. 

The ethical and environmental issues of concern for each fund managing company are also 
quite similar, with only small differences. Most of there issues of importance more or less 
just reflect international standards and conventions as well as general Swedish norms and 
laws, such as issues on minority rights and human right requirements. These rules and regu-
lations are of such basic nature that all companies, at least in Sweden, follow them.  

                                                 
1 Each ethical mutual funds f und report is listed in the references section   
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However some differences between mutual fund policies lies in how detailed and specific 
they state there ethical standpoints. Some are very brief while others have long and detailed 
explanation on their standards and criteria’s. 

The degree of external manager used differs from mutual fund to mutual fund. 7AP-
fonden (GES), Banco (Coreratings), Folksam (DJSI), KPA (GES), SEB (GES) Öhman 
(GES) and SPP (DJSI) uses external managers to some extent. Their main reason is to get 
assistance in evaluating foreign companies and to frequently obtain updated list over ethical 
or non-ethical companies. 7AP-fonden is the fund company that uses external assistance to 
the largest extent. They have outsourced most of there asset management to companies 
like GoldmanSachs, Carlson, Schroder and many others, while for example SEB and SPP 
are running most of the asset trading operations by themselves. A problem that can arise 
when using external managers is that one looses some of the control over ones invest-
ments. If these external managers do not share the same norms and ethical perceptions as 
the fund company, there might be a higher risk that investments will be made in less pre-
ferred asset. Banco have, maybe to avoid this problem, employed own ethical analysts 
whose specific responsibility is to just analyse companies ethical, social and environmental 
behaviour. This means that Banco will get both an external and an internal evaluation of 
companies. The mutual funds Banco svensk miljö, Folksam globala Aktiefond, Robur mil-
jöfond, Svenska Kyrkans Miljöfond and SPP Aktieindexfond Global Sustainability uses in 
addition to negative and positive screening procedures also a best-in-class strategy. 

Probably the easiest and most straight forward method to compare the fund companies’ 
ethical perceptions and standards is to compare there screening criteria’s. There criteria’s 
are being summarised and listed in the table below and show the maximum percentage 
turnover level accepted from the specific industries. 

  Table 5.1 Percentage turnover acceptance 

% turnover Tobacco Alcohol Gambling Armaments Pornography 

Banco 5 5 -2 5 - 

Folksam 
1 or 

<10m3 - - - - 
KPA 1 or <10m 1 or <10m 1 or <10m 1 or <10m - 
Robur 5 5 5 5 5 
SEB 5 5 5 5 5 
SPP 0 0 0 5 - 
Sv. Kyrkan 5 5 5 5 0 
Öhman 25 25 - 25 - 
7AP-fonden - - - - - 

 

As the table above shows, there are large variations between the ethical fund company’s 
ethical screening criteria’s. The differences both lie in what business areas they have restric-
tions on and in the maximum levels of turnover that they set on these areas. For example, 
the differences are huge between KPA’s criteria’s of <1% or max. 10 million SEK for to-
bacco, alcohol, gambling and armaments and Öhman’s criteria’s of <25% for tobacco, al-
cohol and armaments. Business areas with ethical restrictions stretch from including to-

                                                 
2 No turnover limitations 

3 1% or max. 10 million SEK 
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bacco, alcohol, gambling, armaments including specific criteria’s for the weapon part and 
pornography (Svenska Kyrkan, Robur and SEB) to not having any restrictions at all (7AP-
fonden).  

Even if some of the fund companies have set up good and seemingly high ethical standards 
and criteria’s these are just only words. The only way to be sure that they actually live up to 
there ethical requirements and standards is to investigate there holdings. More detailed in-
formation about the criteria’s and standard differences can be found in Appendix 2.  

5.2 Holding analysis 
The ethical mutual funds included in the sample have to a large extent similar holding 
structures, especially the mutual funds which are based on the Swedish market. The ten 
largest holdings are, with only few exceptions, more less the same companies for every mu-
tual fund. For example FSB, Nordea, H&M, AstraZeneca are all top ten holdings in the 
Swedish ethical funds shortly followed by SHB, Volvo and Ericsson. AtlasCopco, SCA and 
Electrolux are holdings which are also represented in all Swedish ethical funds, though 
these are not always top ten holdings. Other holdings that are almost as common and large 
are SEB, TeliaSonera, ABB, Skanska, SKF and Assa Abloy.  

Notable as well is the fact that Sandvik is represented in seven out of ten funds, at the same 
time as Robur have classified Sandvik as a non-ethical company due to inadequate envi-
ronmental behaviour. Further interesting to notice is that even if Robur is managing Sven-
ska Kyrkans funds, they allow Svenska Kyrkans VP fund to have holdings in Sandvik. This 
means that Robur directly breaks there own ethical standards and perceptions. Another in-
teresting remark is that Skandia, with there remunerations scandals, is represented in 
Banco’s and KPA’s mutual funds (Appendix 3).  

Ericsson and Volvo are being acknowledged as ethical companies and they are major hold-
ings for all the mutual funds from the Swedish category except for KPA. KPA is the only 
company that are not making any investments in Ericsson and Volvo, due to there in-
volvements in developing weapon systems.  

Royal Dutch Shell is another company classified as non-ethical by KPA and it is also 
ranked as the third most unethical company in the world, according to the Guardians sister 
paper the Observer (Walsh, 2006). Holdings in Shell can be found in many other ethical 
listed mutual funds along with other petroleum and oil companies such as BP, Lundin Pe-
troleum, TOTAL and many others. Mutual funds with holdings in non-ethical classified oil 
& energy companies, based on criteria’s from all fund companies lists over unethical com-
panies, as well as those funds that have holdings from the oil & energy sector are presented 
in the table on the next page. 
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Table 5.2 Oil & Energy Holding Ethical Fund 

Mutual Fund Oil & Energy % Share Company Holdings

Öhman Etisk Europa 17,0 BP, Shell, Total, ENI, Eon etc. 

SEB Etisk Europa – Lux Ack 15,2 Total, Statoil, E.ON, BP etc. 

Banco Etisk Europa 14,7 ENI, BP and Energias De Portugal, Shell, 
RWE, E.ON etc. 

Banco Etisk Norden 12,8 Norsk Hydro, Statoil and Neste Oil etc. ,  

Banco Etisk Global 12,0 ENI, BG Group, Transocean, Statoil and 
Sunoco etc. 

Folksam Globala Aktiefond 12,1 BP, Total, Schlumberger etc. 

SPP Aktieindexfond Global 
Sustainability 

11,6 BP, Shell, Total etc. 

SEB Etisk Globalfond 9,5 RWE, BP, Shell etc. 

Öhman Etiskt Index Pacific 8,3 Woodside Petroleum, CLP, Honkong & 
China Gas etc. 

Öhman Etisk Index USA 8,2 Schlumberger, Valero Energy etc. (majority 
of holdings is from energy sec.) 

7-APfonden Premiespar 7,4 BP, Shell and E.ON etc. 

7-APfonden Premieval 7,1 BP, Shell and E.ON etc. 

Svenska Kyrkans VP fond 5,2 BP, ENI, Shell, Norsk Hydro etc. 

Öhman Etiskt Index Japan 3,7 Nippon Oil, Osaka Gas, Tokyo Gas etc.  

SEB Etisk Sverigefond 1,6 Ex. Lundin Petroleum 

Öhman Etiskt Index Sverige 1,5 Lundin Oil and Vostok Nafta 

 

As the table above shows, 16 of 24 mutual funds (almost every non-swedish fund) in the 
sample have holdings in Oil & Energy companies that are considered unethical by some 
fund managing companies or ethical standards. KPA’s ethical criteria’s on Oil & Energy 
companies is by far the most rigid among the fund managing companies and classifies the 
majority of all major companies from these sectors as unethical. Remarkable to notice is 
that even if Öhman’s policy is to follow the GES, which means they should avoid investing 
in for example TOTAL, they still invest in just that company. The fact that several mutual 
funds have fairly large holdings in the Oil & Energy sectors, sectors not generally consid-
ered very ethical, may give these funds and in the end the whole ethical fund management a 
negative image. It seems that the environmental aspects are not particular prominent and 
important in pure ethical funds, only in environmental funds which do not show any hold-
ings in the Oil & Energy sector. A conclusion from these results could be that you do not 
have to consider environmental issues rigidly to be ethical. 
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Though it is not only in the Oil & Energy sector one find some questionable holdings. The 
great differences in criteria’s such as the maximum turnover levels have a large impact on 
what companies the fund managers can invest in or not. This is especially true when it 
comes to limitations in the armaments business. Maximum turnover levels of 5% or more 
from unethical business areas result in that several large corporations becomes open for in-
vestments, such as Siemens, Mitsubishi, General Electric, Motorola and as mentioned ear-
lier Volvo and Ericsson. Even if these companies only earn some few percent from arma-
ments, these few percents equals millions. Because fund managers base their investment 
decision on different ethical screening organisations, some of companies are included by a 
number of managers while they are excluded by others. For example, the mining compa-
nies of Basf, BHP Billiton and Rio Tinto are considered bad ethical investments by GES 
while DJSI consider them as good investments from an ethical point of view.  

ABB is another large Swedish company that none of the funds are classifying as unethical 
as well as having holdings in, even though the asbestos lawsuits against them in US is not 
yet settled at the same time as a oil project they are involved in are turning into a environ-
mental nightmare. This new oil project is taking place on the Russian island of Sakhalin, 
north of Japan, and it is one of the largest oil and gas projects in the world. The organisa-
tion Swedwatch and among others Naturskyddsföreningen have reviewed the huge project 
and the there verdict is harsh. The exploitation is a great danger to the environment. A 
Rare whale specie is threatened to become extinct, extensive pollution in several sea bays, 
pipelines that have been drawn through more than a thousand watercourses, are some ex-
amples. Furthermore, the local indigenous peoples have started to protest more and more 
loud against the exploitation. ABB defend themself with upholding there small involve-
ment in the project, only between 2 and 3 percent which “only” sum up to around 30 to 45 
billion SEK out of the total 150 billion SEK that have been invested in the latest expan-
sions on the island. The main actors in the project are Shell, Mitsubishi and Mitsui, which 
are quite common holdings in the global mutual funds (Whalin, 2006). 

Other questionable holdings that can be found in some of the funds are for example 
Nestlé, Monsanto (plant genomics), McDonald’s and Nike, which are all ranked as some of 
the most unethical companies around today4. For more information see (IBFAN, 2006), 
(Tran, 2005), (von Hall, 2005) and (Walsh, 16 April 2006). Holdings in Nestlé can be found 
in 7-AP fonden Premiespar/Premieval, SEB Etisk Europa – Lux Ack, SPP GS, Öhman Etisk 
Index Europa and little suprisingly also in KPA Etisk Aktiefond.  

Even if one now might consider all mutual funds that have the holdings mentioned in the 
section above to be slightly unethical, they almost never break the ethical criteria’s and 
standards they have set up. This could mean that one reason why unethical holdings exist is 
because several ethical criteria’s are set too low. The usage of several different unethical 
lists makes it seemingly more or less possible to invest in whatever company in the world 
and still be classified and marketed as ethical. The sometimes quite large holdings in oil and 
energy companies, where several are classified as unethical by some lists and standard, are a 
remarkable result. The fact that some of the funds have more than ten percent of there 
holdings from companies who extract and sell more or less non renewable resources, just 
                                                 
4 Holdings in Monsanto can be found in SEB Etisk Globalfond – Lux Utd. Holdings in McDonald’s are 
found in Folksams Globala Aktiefond and SEB Etisk Globalfond – Lux Utd and Nike can also be found in 
Folksams Globala Aktiefond.  
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do not feel particular ethical. On the other hand one can also question KPA’s classification 
of Ericsson, Vovlo and foreign equivalences such as Motorola, General Electric and Mit-
subishi to, as unethical due to there involvements in armaments. These companies do only 
manufacture electronic systems, engines etc. to for example a fighter or a tank. These ar-
maments are to the very majority sold to democratic states for defensive use. It could fur-
ther be argued on how moral it would be if for example the Swedish government did not 
equip its nation with armaments, but instead let its citizen and boarders be undefended and 
open for foreign influence, pressure or even aggression? The discussion around ethics is 
not an easy matter with clear right and wrongs. What you and I may find ethical another 
individual may find the very same behaviour to be unethical.  

Another interesting observation is that almost none of the ethical funds, whatever category, 
invest in companies which products are to its nature very ethical. KPA have some holdings 
in companies that specialises in environmental technologies and recycling. Among their so 
called top of the line holdings one find companies like Repower Systems and Solarpower 
(wind power), Aspen Clean Energy (produces acrylic petrol which reduces toxic discharges 
with 90%), Pico (water cleaning) and so on. These are good examples of “real” ethical 
companies and KPA is not slow to focus much attention on them in reports etc. Though, it 
should be noted that even if they proudly mention these holdings whenever they have the 
chance, they constitute less than two percent of the total holdings. With this insight it is 
easy to be mislead if one does not thoroughly investigate the mutual fund. The fund SEB 
Etisk Europa, which have some very questionable holdings, have actually a rather large 
holding (2.9%) in Veolia Environment. Some of the company’s main fields of business are 
water and water treatment, areas in where they also spend large amount of R&D. Though, 
this quite ethical holding do not fully compensate for all the not so ethical holdings the 
fund has. 

An overall impression of the mutual funds in the sample is that those based on a Swedish 
category are more ethical, or at least not as unethical, as the funds that are based on a 
European, global or other category constellation. This could be because one, as Swedish, 
has a better insight in Swedish companies rather than foreign based companies. Swedish 
commercial law, business ethics and norms do uphold a good standard compared to the 
rest of the world as a whole, even if exceptions do exist.  

Nowadays it seems that all funds can state that they are ethical and the word “ethical” are 
becoming more and more undermined and without any real meaning. The industry of ethi-
cal mutual funds is becoming a little similar with the letter of indulgence trade, rather than 
being a pressure group for higher corporate social responsibility. People who actually want 
to invest their money in hopes for a more ethical business climate will only feel that they 
are doing a good deed, their actual savings may just as well go to the very companies they 
try to avoid. One solution to the problem of having different criteria’s, standards, using dif-
ferent external ethical services could be to implement a uniform standard which everyone 
needs to fulfil in order to be allowed to classify themselves as ethical, a type of ethical label-
ling.  

Now it is not said that almost every ethical funds is unusually unethical, they are just not 
often no more ethical than other mutual funds. Though, the fact that they promote them-
selves as ethical makes their misleading marketing quite unethical. 

A problem that could arise if ethical policies were toughened is that some industries would 
be quite impossible to invest in just because the nature of these specific industries. For ex-
ample, even if a manufacturing or mining company are doing everything they can to reduce 
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pollutions and discharges, or increasing working safety these companies will always be dirt-
ier and more hazardous than say a financial institute. But would this mean that these com-
panies are less ethical than say Zurich Financial Services or SEB? – Probably not. The so 
called best-in-class strategy which are used by Banco Svensk Miljöfond, Robur Etik- & Mil-
jöfond, Folksam Globala Aktiefond and SPP Aktieindexfond GS and Svenska Kyrkan Mil-
jöfond, could be a strategy to use in order to avoid the problem. Though, of course it is still 
crucial that the funds still fulfil good ethical standards, which may not be the case for SPP 
Aktieindexfond GS and Folksam Globala Aktiefond fund. So the best fund from an ethical 
and environmental point of view would have to be KPA followed by Banco Svensk Mil-
jöfond and Svenska Kyrkan Miljöfond. 

5.3 Ethical and non-ethical holding comparisons  
The holding comparisons that was being analysed was limited to Swedish mutual funds and 
Global mutual funds. The fee levels for the ethical and non-ethical funds are also compared 
with each other, in order to see if there are some cost differences between the two types. 

When doing a holding comparison between ethical mutual funds that are based on Swedish 
shares and non-ethical mutual funds that are also based on Swedish shares, the differences 
are often more or less none. The mutual funds used for this comparison were Robur 
Sverigefond, SEB Sverige aktiefond 1, SPP Aktiefond Sverige, Alfred Berg Sverige, Nordea 
Sverigefond and Öhman Sverigefond (for more detail see fund reports, 2005). Also here 
you find Ericsson, H&M, AstraZeneca, Volvo, TeliaSonera and the large commercial banks 
of Sweden in the top, followed by the same large OMX-listed companies that are found in 
the ethical funds. The funds are almost replicate of each other. This could, drawn to its 
knife-edge, either mean that the majority of the listed Swedish companies are ethical and 
that we do not need specific ethical funds for this category, or that the ethical funds does 
not do their job properly. The truth is probably hidden somewhere in between.  

The story for the global based funds is somewhat different. Just as for the ethical funds, the 
holdings differ to a much higher degree than they do for the Swedish based funds. This is 
probably much due to the very large quantity of assets to choose from. The mutual funds 
used for this comparison were Robur Globalfond, SEB Globalfond, Nordea Portföljinvest 
Global, Carlson Utlandsfond, Handelsbanken Utlandsfond and Alfred Berg Global (for 
more detail see fundreports, 2005). Even if most of the holdings in the ethical funds also 
are found in the funds not classed as ethical, some holdings here are not to be found in the 
ethical funds. These holdings are those that have been categorised as unethical by most 
ethical managers and by almost all of the international standards in use. Example of such 
company holdings are: ExxonMobil, Coca Cola Company, Marathon Oil, BASF, DuPont, 
BHP Billiton and Yum Brands. In the global holding comparison its is as mentioned possi-
ble to observe some sort of negative screening for a few unethical companies, even if many 
doubtful holdings are included in quite a number of the ethical funds.  
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6 The performance of ethical funds in the period 
2003-03-31 – 2006-03-31 

Since the large plunge on stock markets world wide in 2002, the markets have started to 
catch up to lost momentum and even more than that. The year of 2005 gave high returns 
and an almost bullish stock market, with over 30 percent increases on a global basis (MSCI 
World Free). The Swedish and Nordic markets have not been any exceptions. These mar-
kets have shown one of the strongest performances with returns close and above 40% for 
2005 and around 90% for the hold 36 month period. Another market with high returns 
during 2005 was the Japanese market, which presented a return above 50% (MSCI Japan). 
Though, the Japanese as well as the European and in particular the US market demon-
strated quite modest increases the years before 2005. The first quarter of 2006 continued as 
2005 ended. The latest disturbances on the world’s stocks markets are events happening 
outside the sample period. 

6.1 The ethical mutual fund performance 
When only comparing the ethical mutual funds total return in the period one becomes 
struck that almost none of the funds in the empirical sample outperform their respective 
benchmark. The only exception is SEB Etisk Europafond –lux ack (59.9%) and Öhman Etisk 
Index Europa (57.2%), which just slightly beats the benchmark of 57%. Of course it is im-
possible for an index fund to beat its benchmark index by large figures. Though, only the 
fact that an index fund is among the best performing funds just makes the other funds re-
turn performance look even worse. Among the worst underperforming funds in the sample 
in terms of total return you find Banco Etisk Europa (MSCI Europe), Banco Etisk Global (MSCI 
World Free), Banco Etisk Norden (MSCI Nordic), Premiesparfonden (SIX60CAP&MSCI World) and Ro-
bur Etik & Miljöfond (OMXSB Cap). Detailed figures are presented in a table on the next 
page.  

In accordance with the risk adjusted performance theories of Modigliani and Modigliani, a 
higher standard deviation must give a lower RAP value. In risk adjusted performance 
terms, the majority of the funds perform even more poorly than before compared with the 
benchmark. Some exceptions do exist. Three out the four funds that uses MSCI World Free 
as a benchmark index have either the same or slightly higher RAP value than Total return 
value. Premiesparfonen, which uses both (SIX60CAP&MSCI World) as benchmark, do also show 
a better RAP value than its return value. All the single funds in the sample, the one placed 
under “Others” in the table below, do all perform better from a risk adjusted performance 
perspective. The Öhman Etisk Index USA does even outperform its benchmark and it is the 
only mutual fund in this sample to do that. Even this fund, as the Öhman Etisk Index Europa 
was one of the two funds that beat its benchmark in the total return comparison, is an in-
dex fund. Though, a general conclusion that is possible to draw from this is that the ethical 
mutual funds manage by Swedish companies and institutions have done worse than the 
specific markets as a whole.  
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   Table 6.1 Financial measurements (partly Morningstar) 

Ethical Mutual Fund Total  Avg.  Std. Sharpe Alpha 
M2 
RAP 

  Return%   %     %   
Europe (MSCI Europe) 57.0  7.8   57 
Banco Etisk Europa 39.6 20.07 8.4 1.48 -5.03 36.9 
SEB Etisk Europafond - Lux ack 59.9 29.26 9.0 2.24 0.81 50.9 
Öhman Etisk Index Europa 57.2 26.56 8.0 2.24 0.67 55.8 
 Avg. 52.2   2.0  47.9 
Sweden (OMXSB Cap) 87.4  9.4   87.4 
Banco Etisk Sverige 78.5 31.01 9.6 1.82 1.06 76.9 
Banco Etisk Sverige Pension 80.9 34.62 9.6 1.97 0.32 79.3 
Banco Etisk Sverige Special 82.3 32.10 9.5 1.85 1.61 81.5 
Banco Svensk Miljö 86.2 35.59 10.0 2.19 1.04 81.2 
Robur Etik & Miljöfond 74.3 30.91 9.9 1.94 3.68 70.7 
SEB Etisk Sverigefond - Lux utd 77.7 33.18 9.9 2.06 1.27 74.0 
Svenska Kyrkans Miljöfond 77.5 34.88 10.0 2.11 7.70 73.1 
 Avg. 79.6   2.0  77.1 
World (MSCI World Free) 47.0  8.5   47.0 
Banco Etisk Global 30.9 14.40 8.5 1.10 -2.14 30.9 
Folksams Globala Aktiefond 43.7 18.80 8.4 1.39 -1.61 44.2 
SEB Etisk Globalfond - Lux utd 38.1 17.36 9.1 1.29 -2.10 35.8 
SPP Aktieindexfond G.S. 45.3 18.35 8.5 1.39 -1,17 45.3 
 Avg. 39.5   1.3  38.5 
Sweden/World  62.7  7.5   62.7 
(SIX60CAP&MSCI World)       
Premievalsfonden 56.8 22.96 7.7 2.09 -0.75 55.4 
Premiesparfonden 53.9 21.27 7.1 2.14 -1.10 56.2 
KPA Etisk Aktiefond 56.4 25.25 7.6 1.70 -0.84 55.8 
Svenska Kyrkans VP-fond 61.1 26.69 8.3 1.76 -0.90 55.5 
 Avg. 57.0   1.9  55.7 
Others (see p.28)   App.B    
Banco Etisk Norden 80.2 (90.7) 33.79 10.1 2.08 8.16 88.7 
Öhman Etisk Index Japan 63.8 (69.7) 26.45 17.6 1.40 -0.23 64.2 
Öhman Etisk Index Pacific 70.0 (78.7) 25.42 11.0 1.82 2.92 72.5 
Öhman Etisk Index USA 32.2 (36.5) 12.89 9.6 0.88 -1.61 37.9 

 

The Sharpe ratio is the only measure which it is possible to compare funds from different 
markets, although it is important to remember that not even this is always optimal. The 
funds with the highest Sharpe ratio, that is which funds you get the highest return on per 
unit of risk, are SEB Etisk Euopafond – lux ack and Öhman Etisk Index Europa. They are both 
based on the European market and have a value of 2.24. A quite remarkable aspect is that 
this market is not among those that have had one of the most modest returns during the 
last three years, which then must mean that there is a relatively small risk tied to the Euro-
pean market compared to the others of this sample. However, all funds show rather similar 
Sharpe ratios, except maybe one or two outliners. The highest ratio is, as presented earlier, 
2.24 and the lowest 0.88, with a mean of 1.77.  
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On average the Europe, Sweden and Sweden/World category shows similar Sharpe ratios, 
while the funds that are based on the entire world seems to have the lowest values, exclud-
ing the funds from the Others category. Furthermore interesting is that Öhman Etisk Index 
USA, the only fund that were performing better than its benchmark from an M2 RAP 
point of view, have the lowest Sharpe ratio. A rather contradicting finding, though it is im-
portant to keep in mind that one cannot compare its M2 RAP value with the other fund of 
the sample. Some of the performance differences between the funds could very well be be-
cause they invest in different markets.  

The differences in Fee’s between ethical and non-ethical funds have been observed but no 
general conclusions can be drawn from the small sample whether ethical funds have higher 
fees than other funds, or the other way around. The ethical funds fees are quite similar to 
their non-ethical counterparts, both in terms of TER and TKA5. Öhman’s ethical funds are 
the only ones that are clearly showing higher fees than their non-ethical funds, despite al-
most no differences in the holdings (for exact figures see Appendix 1).  

6.2 Ranking of the ethical funds performance and fees 
In this section, the funds will be ranked against each other on the basis of a selection of the 
financial performance indicators presented in table 6.1. The ranking of their levels of man-
agement fees are displayed in Appendix 1. 

The scale will range from 1 to 22 for measures that can be compared over the entire em-
pirical performance sample, where 1 is the best grade and 22 the worst. Measurements re-
stricted to a specific group of funds will be ranked against the other funds of that group. 
With the internal ranking of the funds financial indicators and fee’s it is easier to locate top 
performing and worst performing funds, from the preferred indicator viewpoint of choice. 

As Table 6.2 shows, it is rather difficult to find an overall best/worst performing fund, it all 
depends on what kind of indicators you prioritise the most. Though, Banco Svensk Miljö is 
positioned very well among the financial indicators which compensate for its relatively high 
fee’s. Banco Etisk Global on the other hand positioned very low in the ranking, with both 
low rankings among the financial and fee indicators. Overall, the managers of Banco are do-
ing a good job, except for the Banco Etisk Global fund, in terms of Total return and M2 
RAP. They top the scale in total return performance as well as in M2 RAP and there only 
minus are there fee rates. However, the charges for Banco Etisk Sverige Pension would not be 
as high as the TKA indicate if one invests a large one-time sum for long-term saving. 
Though, the most common way of saving for retirement in Sweden is to invest a share of 
the salary every month, which in this case could be costly. The low fee’s in Premierspar- and 
Premievalsfonden does not fully compensate for there relatively lower returns compared to the 
samples top performers. SPP Aktieindexfond G.S. is a relatively good fund (best global fund 
of the sample) for long-term investments. 

                

 

                                                 
5 TKA (Avgift Totalkostnadsandel) total cost share for current year comprising the funds total costs divided with the 
funds average capital. The sum of management cost, transaction cost, interest costs, other costs and paid cupong tax that 
the fund have been charged of during the year.. 
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        Table 6.2 The internal ranking of the mutual funds (Morningstar and fund reports) 

Ethical Mutual Fund Total Sharpe Alpha M2  
Internal Ranking Return   RAP 

Europe (MSCI Europe)     
Banco Etisk Europa 19 17 3 3 
SEB Etisk Europafond - Lux ack 12 1,2 1 2 
Öhman Etisk Index Europa 13 1,2 2 1 
Sweden (OMXSB Cap)     
Banco Etisk Sverige 5 13,14 5,6 4 
Banco Etisk Sverige Pension 3 9,10 7 3 
Banco Etisk Sverige Special 2 12 3 1,2 
Banco Svensk Miljö 1 3 5,6 1,2 
Robur Etik & Miljöfond 8 9,10 2 7 
SEB Etisk Sverigefond - Lux utd 6,7 6-8 4 5 
Svenska Kyrkans Miljöfond 6,7 5 1 6 
World (MSCI World Free)     
Banco Etisk Global 22 22 4 4 
Folksams Globala Aktiefond 18 18-20 2 2 
SEB Etisk Globalfond - Lux utd 20 21 3 3 
SPP Aktieindexfond G.S. 17 18-20 1 1 
Sweden/World      
(SIX60CAP&MSCI World)     
Premievalsfonden 14,15 6-8 1 2-4 
Premiesparfonden 16 4 4 1 
KPA Etisk Aktiefond 14,15 16 2 2-4 
Svenska Kyrkans VP-fond 11 15 3 2-4 
Others (see p.28)     
Banco Etisk Norden 4 6-8 - - 
Öhman Etisk Index Japan 10 18-20 - - 
Öhman Etisk Index Pacific 9 13,14 - - 
Öhman Etisk Index USA 21 11 - - 

 

When comparing the funds on a Sharpe ratio basis the ranking order is slightly rearranged, 
with two European funds in the top, SEB Etisk Europafond –Lux ack and Öhman Etisk Index 
Europa. The Banco funds are ranked quite mediocre, except for Banco Svensk Miljö, in 
Sharpe ratio terms.  

In all though, the Swedish and Nordic located funds perform on average much better than 
other funds, whatever managing company they belongs to. If one had to rank an overall 
best performing fund, in financial performance terms, it would have to be the Banco Svensk 
Miljö followed by Banco Etisk Sverige Special, SEB Etisk Euopafond – lux ack and Öhman Etisk 
Index Europa. Banco Svensk Miljö is also a fund that is performing relatively well ethically too. 
The worst financical performing fund would have to be Banco Etisk Global which has both 
relatively very low returns with rather high risk attached to it as well as high fees. 
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7 Conclusion and suggestions to further research 
This thesis main objective has been to analyse ethical mutual funds criteria’s and standards 
as well as examine their holdings. The holdings of the funds have then been compared to 
each other and to non-ethical stated funds. The performance of the funds has also been 
analysed using risk adjusted measures such as the Sharpe ratio and M2 RAP.  

The majority of the ethical mutual funds have quite similar criteria’s and standards, though 
some exceptions do exist. The most conspicuous part in which to find differences is the 
screening criteria’s. The largest holdings for the funds based on the Swedish market are to a 
large extent almost identical. The differences lie in the smaller holdings, where some funds 
have holdings in companies listed as unethical by others. A rather large part of the funds 
based on markets outside Sweden tend to invest substantial share of their assets in the oil 
and energy sectors, which are quite often associated with unethical behaviour and low envi-
ronmental considerations. The difference between the ethical funds holdings and the non-
ethical funds holdings are often very small, especially when comparing Swedish based ethi-
cal funds with similar non ethical stated Swedish funds.  

The performance of ethical mutual funds, in terms of risk and return, are rather modest 
compared to their benchmark. None of the 22 funds included in the performance sample beats 
their respective benchmark in the M2 RAP measure. These findings are similar to earlier 
studies on ethical investments performances such as Tippet (2001), Sauer (1997) and Bauer 
et al. (2005). Considerable differences in performance between the funds are also found. 
The differences could to some extent be explained on the basis of what markets the funds 
invest in. The overall best performing funds, in financial performance terms, would have to 
be the Banco Svensk Miljö followed by Banco Etisk Sverige Special, SEB Etisk Euopafond – lux ack 
and Öhman Etisk Index Europa, it all depends on which measurements of financial perform-
ance one prefer. Banco Svensk Miljö is also one of the few funds that are performing rela-
tively well ethically. The worst financial performing fund would have to be Banco Etisk 
Global which has both relatively very low returns with rather high risk attached to it as well 
as high fees. From the relatively small number of funds in the sample it is hard to tell 
whether ethical funds on average have higher or lower fees than other funds.  

The problem with ethical concerned funds is that the hold concept of “ethical” is becom-
ing more and more watered-down. As long the as large parts of the ethical fund industry 
does not hesitate to invest in companies that most people associate as unethical or at least 
not as being ethical. People who actually want to invest their money in hopes for a more 
ethical business climate will only feel that they are doing a good deed, their actual savings 
may just as well go to the very companies they try to avoid. In the long-run this could be 
devastating for the ethical funds reputation. Also remarkable is that no ethical mutual fund 
invests any significant amounts of its assets in companies that are specialised in producing 
environmental products, such as for example ecological products and solar power. 

In order to regain lost reputation and to give a real meaning to the concept of ethical in-
vestments a uniformed ethical standard could be implemented. Funds that wants to call 
themselves ethical, or any other word with the same meaning, will then need to fulfil the 
specific requirements connected to this standard. Now it is not said that almost every ethi-
cal funds is unusually unethical, they are just not often no more ethical than other mutual 
funds. However, the fact that they promote themselves as ethical makes their misleading 
marketing rather unethical. 
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While negative screening of companies’ ethical assessments is the far most common strat-
egy in the selection process, more focus in the future should be made to use a Best-in-class 
strategy and to invest more environmental technology companies.    

Further studies in the field of ethical funds should to be made in order to see how the in-
dustry will develop from where it stands today. A comparison between Swedish based ethi-
cal funds holdings and other countries ethical funds holdings could be made. This could 
make it possible to observe if a country have tougher ethical standards on which companies 
it is acceptable to invest in. A study that includes ethical funds based not only on Sweden 
fund managing companies and institutions could be another suggestion to further research. 
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Appendix 1 – Ethical mutual fund holdings and fee’s 
The Appendix lists all or the largest holdings of each mutual fund included in the sample. 
All information on the holdings is from 2005-12-31. The financial figures are from early 
Marsh 2006, if not stated otherwise.  

The table below ranks the fee costs TER and TKA for the ethical mutual funds. 

Ethical Mutual Fund TER TKA 
Internal Ranking   (includingbuy/sell fee) 

Europe (MSCI Europe)    
Banco Etisk Europa 18-21(1.7%) 15,16(2.30+0.25=2.55)
SEB Etisk Europafond - Lux ack 17 (1.5%) 12,13 (2.20) 
Öhman Etisk Index Europa 5-9 (0.7%) 4-7 (1.40) 
Sweden (OMXSB Cap)    
Banco Etisk Sverige 18-21(1.7%) 11(1.83+0.25=2.08) 
Banco Etisk Sverige Pen-
sion 10 (0.9%) 22(1.03+5+5=11.03) 
Banco Etisk Sverige Special 11(1.10%) 8(1.22+0.25=1.47) 
Banco Svensk Miljö 18-21(1.7%) 10(1.81+0.25=2.06) 

Robur Etik & Miljöfond 
14-
15(1.41%) 15,16(2.30+0.25=2.55)

SEB Etisk Sverigefond - Lux utd 12 (1.30%) 12,13 (2.20) 
Svenska Kyrkans Miljöfond 16 (1.42%) 18,19(1.60+1.00=2.60)

World (MSCI World Free)    
Banco Etisk Global 22 (1.71%) 17(2.34+0.25=2.59) 
Folksams Globala Aktiefond 5-9 (0.7%) 9 (1.2+0.2+0.2=1.6) 
SEB Etisk Globalfond - Lux utd 13 (1.40%) 21 (2.90) 
SPP Aktieindexfond G.S. 1 (0.30%) 20 (0.70+2.00=2.70) 
Sweden/World     
(SIX60CAP&MSCI World)    
Premievalsfonden 3,4 (0.5%) 2 (0.79) 
Premiesparfonden 3,4 (0.5%) 1(0.57) 
KPA Etisk Aktiefond 2 (0.4%) 3 (0.6+0.2+0.2=1.0) 
Svenska Kyrkans VP-fond 14,15(1.41%) 18,19 (1.6+01.0=2.60)

Others (see p.28)    
Banco Etisk Norden 18-21 (1.7%) 14 (2.11+0.25=2.36) 
Öhman Etisk Index Japan 5-9 (0.7%) 4-7 (1.40) 
Öhman Etisk Index Pacific 5-9 (0.7%) 4-7 (1.40) 
Öhman Etisk Index USA 5-9 (0.7%) 4-7 (1.40) 
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Appendix 2 – Ethical standards and guidelines 
In Appendix 2 an enumeration will be done over the most common standards, norms and 
guidelines etc. that are being used by Swedish manager of ethical funds. The individual mu-
tual fund management’s standards and criteria’s are presented in Appendix 3. 

GES – Global Ethical Standard 

The GES Global Ethical Standard was founded in 1992 under the name CaringCompany. This 
was also the same year UN’s famous environment conference took place in Rio, where en-
vironmental issues of sustainability were expanded to also include social matters. 

GES is based on a systematic screening process of companies’ fulfilments with interna-
tional conventions and guidelines on issues regarding the environment, human rights and 
business ethics. The major sources of these guiding principles are 

- UN Global Compact 

- OECD Guidelines for Multinational Enterprises 

- ILO Core Labour Conventions 

- Environmental Conventions 

- Weapons-related Conventions 

The fundamental concept with GES is that companies have responsibilities that are reach-
ing further than the legal boundaries. Norms and criteria’s that does not conflict with the 
original international norms, as those enumerated above, can also be added to the Global 
Ethical Standard.    

Exclusion of a company should preferably take place if one of the following scenarios 
emerges: 

- Examination by an official body that confirms the connection between the com-
pany and a reported violation. 

- Sanctions against the company issued by regional/national courts or an official 
body. 

- The company has admitted responsibility for incident(s). 

A company do not necessarily have to be excluded right away. If the company tries to cor-
rect the violation it has done or promises to take preventive action to avoid similar inci-
dents in the future, exclusion might be avoided. In all cases, a third party needs to verify 
the actions in order to reconsider to not exclude them (GES, 2006). 

Core Ratings - DNV 

CoreRatings goal is to deliver an objective evaluation of companies risk profiles. They do 
this on both a corporate responsibility level as well as on a corporate governance level. 
CoreRatings were acquired by DNV (Det Norska Veritas) in 2004 and are nowadays work-
ing under that name.  
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Their rating analyses over companies risk profiles on a corporate governance basis are di-
vided into seven areas: 

- Governance policy and business ethics  

- Risk management processes  

- Ownership structure and control  

- Financial reporting, audit and verification  

- Board structure and management  

- Board and executive compensation  

- Investor rights and relations 

Their rating analyses over companies risk profiles, on a corporate responsible performance 
basis, are benchmarked against industry standards and international best practice in the fol-
lowing four areas: 

- Governance and business ethics  

- Environment  

- Society  

- Employment  

CoreRatings methods are very much based on international corporate governance guide-
lines, national codes and on databases of global companies (Coreratings, 2006).  

DJSI – Dow Jones Sustainability Indexes 

The Dow Jones Sustainability Indexes (DJSI) were initiated 1999. The indexes are a coop-
eration of Dow Jones Indexes, STOXX Ltd. and SAM Group. They are both major index 
providers and together they follow the financial performance of the leading sustainability-
driven companies worldwide. Their goal is to provide asset managers and other interest 
groups with reliable and objective benchmarks to manage sustainability portfolios. The 
DJSI also assist companies and asset managers to design, develop and deliver customised 
sustainability indexes; e.g. indexes covering specific regions, segments of the leading sus-
tainability companies and indexes covering additional exclusion criteria’s. 

DJSI regularly monitor corporate sustainability and companies can be excluded from the 
index regardless of how well the company may have performed earlier. The following is-
sues are identified and reconsidered in their monitoring process:  
 

- Codes of Conduct; e.g. tax fraud, money laundering, antitrust, corruption, bribery 

- Corporate Governance; e.g. balance sheet fraud, insider trading 

- Customer Relationship Management; e.g. product recall, customer complaints 

- Risk and Crisis Management; e.g. accidents, fatalities, workplace safety issues, tech-
nical failures 

- Supply Chain Management; e.g. major price fixing, unfair competition cases 
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- Environmental Management; e.g. ecological disasters, hazardous substances, grossly 
mismanaged long-term pollution 

- External Stakeholders; e.g. cases indicative of company systematically exploiting 
weak governance in emerging countries  

- Labor Practice Indicators; e.g. cases involving discrimination, forced resettlements, 
child labour and discrimination of indigenous people; workplace accidents and oc-
cupational health and safety 

- Remuneration, Benefits, Flexible working schemes; e.g. extensive layoffs and strikes 

The DJSI World index, the largest and most commonly used, also excludes companies that 
generate revenue from alcohol, tobacco, gambling, armaments & firearms. The indexes are 
altered once a year (DJSI, 2006). 

ENF - Etiska Nämnden för Fondmarknadsföring  

Fondbolagens Förening (The Swedish Investment Fund Association), has established an ethical 
committee for fund marketing, Etisk nämnd för fondmarknadsföring (ENF). The purpose 
is to investigate if the fund companies acts in accordance to the roles that have been set up 
about guidance, information and marketing. The guidelines are built on an agreement that 
have been made between Fondbolagens Förening and Konsumentverket (National Board for Con-
sumer Policies). 

In 2004 The European Fund and Asset Management Association (FEFSI-EFAMA) adopted a 
High Level Principles as a part in a coming Code of Conduct for the European Investment Management 
Industry. The principles are in this moment being implemented and adopted to every mem-
ber country. FEFSI will later on complement these with more concrete recommendations 
and Code of Conduct will then consist of the now adopted High Level Principles and partly by 
recommendations. ENF are responsible for the implementation of a Code of conduct in Swe-
den, which are partly based on FEFSIs High Level Principles and partly on principles 
drawn up by the association themselves. The code contains a number of rules which mean 
an ambition increase compared to what is demanded by law and directions. The Swedish 
Investment Association has in excess of the code also issued the following guidelines for its 
members: 

- Guidelines for advice, information and marketing of funds 

- for how the fund managements should exercise their owning positions 

- considerations on own and close security affairs 

- on presentation of business ratios with respect to investment funds 

- for the handling of history when consolidating funds 

- for price settings of monthly settling rates for performance measures 

- for applications of the trade and industry recommendations regarding publications 
of acquisitions and transfers of shares etc.  

- for annual presentations of costs to shareholders                                            (ENF, 
2006) 
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International Conventions, Guidelines and Swedish law 

International conventions and Swedish law are such basic demands and concepts, that even 
‘ordinary’ companies, not officially ethical dedicated, are to follow as well. In the part be-
low the most common regulations, guidelines etc. as well as important Swedish laws are 
listed very briefly. 

ILO – International Labour Organization 

In 1998, the ILO Declaration on Fundamental Principles and Right at Work were adopted. 
It is an expression of commitment by governments, employers’ and workers’ organisations 
to advocate basic human values – values fundamental to our social and economic existence. 
The Declaration covers four areas: 

- Freedom of association and the right to collective bargaining 

- The elimination of forced and compulsory labour 

- The abolition of child labour 

- The elimination of discrimination in the workplace 

Important convention for these goals are ILO:s convention (nr138) about minimum age, 
(nr182) worst forms of child labour, (nr29) on forced labour, (nr105) on the abolishment 
of forced labour, (nr111) on discrimination, (nr100) on equal wage, (nr87) on freedom to 
organise, (nr155) on working protection and environment, (nr131) on minimum wages and 
so on (ILO, 2003). 

OECD principles of Corporate Governance 

Recommendations of the council for corporate governance were made in 2004. They in-
clude five main areas: 

- The rights of shareholders 

- The equitable treatment of shareholders 

- The role of stakeholders in corporate governance 

- Disclosure and transparency 

- The responsibility of the board                                                                     
(OECD, 2004) 

UN 

UNs Agenda 21 is a wide-ranging plan on how to reduce the human impact on the envi-
ronment. The plan of action covers all levels and areas of the society, from the global per-
spective to nationally and locally and includes both the governments and NGOs. Agenda 21 
is based on the Rio Declaration on Environment and Development and the Statement of principles for 
the Sustainable Management of Forests and have been adopted by more than 178 governments 
(UN Agenda 21).  

Other cornerstone issues from UN, that is of importance for companies are the declaration 
of human rights, the Convention on the Rights of the Child, the Montréal protocol on sub-
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stances that reduces the ozone layer, Kyoto protocol, and one of the worlds largest volun-
tary CR initiatives the Global Compact (The Global Compact, 2006) and (UN, 2006).  

The Swedish law on investing funds 

Fund and asset management are mainly regulated by law (2004:46) on investment funds 
(investerings fonder). The law contains basic directions for all activities with funds. Its 
main issue is that investment funds, such as mutual funds, should exclusively act in the in-
terest of the shareholders. The Fund management role in decision matters of companies 
should be to increase the return. 

Finansinspektionen 

The Swedish financial inspection (FI) have issued guiding principles for the handling of 
ethical matter for institutes under there inspection (FFFS 1998:22). This mean that every 
institution under there inspection should implement these guidelines of ethical issues in 
there business activities (FI, 2006). 

In this chapter the preferences and criteria’s for each supplier of Swedish ethical mutual 
funds in are described. The first section of each company presentation relates to their cor-
porate governance policies and the latter section to the ethical and environmental issues of 
importance.  
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Appendix 3 – Ethical mutual fund companies and their 
perceptions and standards 
In this appendix the preferences and criteria’s for each supplier of Swedish ethical mutual 
funds in are described. The first section of each company presentation relates to their cor-
porate governance policies and the latter section to the ethical and environmental issues of 
importance. 

Mutual fund company presentation 
7AP-fonden  

Sjunde AP-fonden was founded when the new pension system were introduced in Sweden 
and contain three parts, income pension, premium pension and guarantee pension. Sjunde 
AP-fonden are managers of the ethical mutual fund AP7 Premievalsfonden and AP7 Premiespar-
fonden.  
 
Corporate Governance 
 
Sjunde AP-fondens only objective for engagement in corporate governance is to promote the 
return. They are by law not allowed to vote for Swedish shares and have to use other 
means to influence, though this do not account for foreign shares. Key words for what 
they want to achieve is openness and multitude. With openness they mean to lower the uncer-
tainty for different interest groups inside a company in there portfolio. With multitude they 
mean age, sex, working background, ethnic belonging and other relations. 
 
Important corporate governance issues which all Swedish companies should take into con-
sideration are: 
 
Board of directors’ assessments 
 

- Yearly evaluations of the boards’ composition and work. 
- The establishment of nomination committees. The board composition should be 

characterised by relevant competence and multitude. 
 
Remuneration programs 
 

- Remuneration to MD and others should be presented openly and should only be 
paid to persons working in the company. Remunerations should also be accounted 
in gross terms and include all benefits such as salary, pensions premiums, insurance 
premiums etc. 

- Incentive systems should go in line with the shareholders’ interest, have a clear 
connection between performance and benefit, be adjusted to the conditions of the 
market and to have a ceiling. Incentive systems concerning partly agile salaries 
should include the majority of the employees and not only the management. 

 
Minority protection 
 

- Incentive systems that have a diluted effect should be avoided 
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- In a normal case all shareholders should be given the right to take part in a new 
share issue. A new issue also needs to be well motivated. 

 
The investment strategy that Sjunde AP-fonden have chosen for Premievalsfondens sharehold-
ings are well diversified and includes around 1500 company’s from many different coun-
tries. This means that Sjunde AP-fonden will be a small actor in each company. The conse-
quences following are: 
 

- The stakes have to be concentrated to a limited number of companies, in order to 
make a difference 

- The necessity of acting in networks with other shareholders 
 
(7-AP fonden Ägarpolicy, 2003) 
 
Ethical and environmental issues of consideration 
 
In the activity plan it is posted how ethical and environmental considerations should be in-
cluded in investments without forgo the major goal of high return. 
 
Direct investments should only be made in companies that according to the mutual fund 
follow in an acceptable way the international conventions that Sweden has signed, even if 
they are located in countries that are not bound to the norms of the conventions. For 
companies located in Sweden they further need to follow Swedish law and norms.  
 
The conventions of concern are foremost: 

- human right conventions 

- children convention (barnkonventionen) 

- The ILO-conventions 

- International environmental conventions 

- Conventions against bribe and corruption 

Sjunde AP-fonden do not exclude companies solely due to their production of some kind of 
goods which are not illegal, such as tobacco, alcohol and armaments (7-AP fonden Placer-
ings policy, 2005).  
 
Banco 

Banco Fonder AB was founded in 1975 and is one of the largest managers of so called ethical 
and non-profit funds. They manage the following ethical mutual funds: Banco Etisk Global, 
Banco Etisk Norden, Banco Etisk Sverige, Banco Etisk Sverige Pension, Banco Etisk Sverige Special 
and Banco Svensk Miljö. 
 
 
Corporate Governance 
 
A crucial part in Banco mutual fund policy is to actively influence companies. According to 
themselves they have continues dialogues in all companies they invest in, with the purpose 
to shed attention on possible lacking and push for higher socially and environmental re-
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sponsibility. The companies which they have had a dialogue during the recent two years are 
listed for public view, though the content of them are not shown. Another method Banco 
uses to influence the companies they invest in is by voting at the shareholding meetings. 
Though in situations when the shareholding meetings are set abroad, when there owning 
share is small or when no important issues are being treated, they might not participate. 
 
Banco finds it important that summons to shareholders’ meetings should come with com-
plete information on the issues that are to be discussed. Possible remuneration programs 
should follow good share market practice. The programs should be designed at the meet-
ings even if legislation or good business practice does not demand it. 
 
The board of directors should contain both men and women with different competence 
and experience. Banco believes that a member of the board should not have too many other 
assignments which may distract the person from doing an efficient job. Banco will not have 
a seat at the board in companies they are investing in, because here they can get insider in-
formation which could limit there possibility to buy and sell the company’s shares. 
 
Banco presents there most important single standpoints in corporate governance through 
press releases on their homepage.  
 
Ethical and environmental issues of consideration 
 
The ethical analysis is integrated with the portfolio management. The managers over the 
ethical mutual funds take the financial assessments into consideration while specific ethical 
analysts are responsible for the ethical, social and environmental analysis of companies’ 
risks and possibilities. The responsible manager participates in the ethical analysts dialog 
with the companies.  
 
Banco have turned to the large screening company CoreRatings for help in fulfilling there 
ethical placements standards. CoreRatings assist them in deeper reviews of companies. 
 
Bancos ethical investment policies are based on international agreements in the UN and 
OECD and take a stand in companies’ actions with the considerations on: 

- Human rights and working conditions, with specific aim at harmful child labour, 
slave labour and discrimination  

- Environmental issues 

- Corruption fighting 

 
Companies are also excluded if they get more than 5 percent of there turnover from: 
 

- Armaments 
- Tobacco 
- Alcohol 

 
At the same time they try to promote; free unionisation, equal possibilities, health and secu-
rity, reasonable working conditions and corruption fighting measures, reduction of negative 
climate affect, promotion of biological multitude and bio-safety and reduction of ozone 
damaging substances.  
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Corporate routines and policies that is of importance are; the implementation of company 
wide policies concerning working conditions, environmental and corruption aspects, sub-
contractor considerations on environmental handling and working conditions, sys-
tems/routines for follow ups and control, social and environmental audits, openness and 
the managements engagement for the social aspects in their business.  
 
The mutual fund Banco Svensk Miljö is based on environmental criteria’s which are built on 
cooperation with the screening company Innovest. (Banco Etiska Placeringskriterier, 2006) 

Folksam & KPA 

Folksam is an insurance company and was founded in 1908. The company is a cooperative, 
which means that it is owned by its customers. Profits do not go to shareholders but back 
to its customers (Folksam). They manage the ethical mutual fund Folksam Globala Aktiefond. 

KPA was founded in 1922 and is the leading pension company within the public sector. 
KPA is more or less a subsidiary to Folksam who owns 60 percent of the company. The rest 
is owned by Sweden’s county councils and municipalities (KPA).  

Because both companies are very similar in terms of ethical considerations (they are more 
or less the same company) their corporate governance and ethical issues are incorporated 
into the same text. The difference is where Folksam only forbid investments in tobacco, 
while KPA extends it to also exclude armaments, fossil fuels & uranium and gambling. 
Folksam uses DJSI for help in selecting and excluding companies into their ethical mutual 
fund Folksam Globala Aktiefond while KPA takes help from GES.  

Corporate Governance 

KPA can only vote at foreign shareholder meetings, due to the governmental influence in 
the company. This are done electronically trough internet. Folksam, who are not con-
strained by law to not vote in Swedish shareholder meetings, are able to use their voting 
power here as well. Both companies focus their influence to a few companies. For example, 
KPA used their influence at 13 shareholder meetings (mainly in US) in 2005. During the 
same period did Folksam participate in 22 companies, often the very same that KPA tried 
to influence. In Sweden, Folksam have focused their influence to the 20 largest company 
holdings. Of these they had meetings with thirteen. 

Both Folksam and KPA are restrictive to be members of the board of directors in compa-
nies where they are owners in. 

For Swedish quoted companies they add some extra principles in addition to the OECD-
principles. They are:  

Board of directors’ assessments and minority protection 
 

- Clear information concerning proposals that not normally occurring 

- One share one vote rule 

- The composition of the board should be formed in such way that it consists of 
skilled persons by means of an appropriate distribution with respect to knowledge, 
age, sex and nationality. Board members coming outside the business world should 
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also be considered at the same time as board members should previously not have 
had higher management roles in the company of interest. 

- Audit committee nominated at the shareholder meetings in order to enhance the 
contact between the board and the auditors. 

- Introducing a time limited term of office for board members. By doing so, the agil-
ity in the boards would increase and the possibilities to recruit more women could 
improve. 

- In every nomination for new member to the board there should always be a female 
and a male candidate 

Remunerations 

Folksam and KPA believes that a remuneration committee should be responsible for finding 
basic data for decision making concerning bonuses to the MD and other highly placed 
managers. Redundancy payments for a MD should have a ceiling of two yearly salaries. 
Remunerations are ought to be intended only to people actively working at the company 
and not to board of directors. Shareholders should be well informed about remuneration 
programs in notices to attend meetings and in annual reports.  

Ethical and environmental issues of consideration 

Both companies’ prioritises human rights and the environment very high in their screening 
process. They want to place their capital in modern companies, in future enterprises who 
are best performing in the area. Good female representation and as just mentioned goal-
oriented environmental strategies and actions to improve human rights are heavy parame-
ters in the Folksam gruop placement philosophy. 

The positive environment criteria’s that they demand every company to fulfil, if they are to 
be considered a potential company to invest in, are based on a model which regularly 
measures companies internal environmental work and real influence. The criterion is a part 
of an environment certification based on the international standard ISO 14001.  

The positive human right criteria Folksam group are focused on internal affairs of the com-
pany. That is, on how the working conditions look like. They try to influence the imple-
mentation of a policy applying the basic human rights as they are described in the ILO-
conventions and in UN’s declaration on the human rights. Policies, routines and measures 
that also are important to do and follow are for example collective agreements, quality 
check of suppliers and legislations. With employees they also mean people working in the 
entire supply chain, for there products and services. 

The negative criteria of tobacco, which both Folksam and KPA uses in their screening, are 
detailed and affect all companies that earn more than SEK 10 million or 1%> of there 
turnover from this business. 

The negative criteria of alcohol, which only KPA uses in their screening, are detailed and 
have the same turnover limits as the tobacco criteria. 

The gambling criteria, which only KPA uses in their screening, are detailed and have the 
same turnover limits as the tobacco and alcohol criteria 

The armaments criteria, which only KPA uses in their screening, are very detailed and with 
no maximum turnover levels presented. 
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The fossil fuel and uranium criteria, which only KPA uses in their screening, are detailed 
but should not be interpret so that it counteract companies who’s products or business 
clearly contribute in lowering the negative impact on the environment. No maximum turn-
over levels presented. 

With these supporting criteria’s Folksam and KPA tries to help companies to take a bigger 
social response for the effects their business are making. Every company are evaluated after 
how well they try to decrease their affect on the environment and the actions to reduce so-
cial incongruity and how they handle problems if they arise. Companies are divided into 
different risk groups on the basis of what their business consist of and where in the world 
they are located. The Folksam group focus their attention on companies that are most likely 
to fall short when it comes to environmental issues or human rights. They act by sending 
letters, talk over the phone, meet them or visit their shareholders meetings. If they have not 
got any reaction from the company in question, consideration will be taken about selling 
their holdings. In order to see if their placement criteria’s are followed the group have set 
up a controlling staff consisting of three analysts that are focusing on corporate governance 
as well as environmental and ethical analysis. Company evaluations are done twice a year.  

The Folksam group have also constructed different indexes on equality between the sexes, 
health, climate and ethical issues. The indexes measurers are done over companies listed on 
Stockholm Stock Exchange (OMX) (Folksam Socialt ansvarsfull kapitalförvaltning, 2006) 
and (KPA Samhällsansvar, 2006).  

Robur & Svenska kyrkan 
 
Robur were founded in 1967 and is owned by FöreningsSparbanken. They manage the follow-
ing ethical mutual funds: Robur Etik & Miljöfond and on the behalf of Svenska Kyrkan (the 
Swedish state church) also Svenska kyrkans värdepappersfond. 
 
Corporate governance 
 
Robur’s policy, as well as Svenska Kyrkan, is to participate in shareholders meetings and use 
the voting power. Though it can be of less importance for the fund owners if Robur do not 
participates and votes when the their holdings in the company is insignificant or when the 
holdings just constitutes a very small share of the funds total portfolio. 
 
Board of director’s assessments and minority protection 
 
White-collar workers from Robur should not be members of the boards of directors in 
companies. Though if it should be to an advantage in some case, then it could be decided 
to depart from this principle. 
 
All shares should come with same rights and voting power. The starting point when public 
offerings are made is that all shareholders should be offered equal terms. It is important 
that the board in good time before a meeting provides the shareholders with clear and rele-
vant information and a motivation on the matters that are going to be handled at the meet-
ing. Board members should be shareholders in the company. It is also vital that the board 
has the right competence and experience needed and that they strive for an equal distribu-
tion in terms of sex breakdown by sex. Members should not have other assignments to the 
degree that it decreases his or hers efficiency. 
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Auditors should be positioned independently in relation to shareholders and the board and 
to secure that there is regular evaluations of the audit report. 
 
Remunerations 
 
A well balanced remuneration policy should have been formed with guidelines for different 
compensations for the employees. The policy should, when it concerns the management, 
be accepted at a shareholders meeting. The policy should also include redundancy pay-
ments and pensions. The board are responsible that the agreements are reasonable and they 
should not delegate this issue to the company management. A remuneration program 
should be design in such a way that it promotes long-term ownership in the company’s 
shares (Robur Ägarpolicy, 2005) 
 
Ethical and environmental issues of consideration 

Robur have developed an internal model for sustainability analysis in the fields of environ-
ment, social responsibility and business ethics. In the environment analysis, best-in-class 
companies are identified and/or the ones who are estimated to be able to handle the envi-
ronment related risks and possibilities. The environmental and social risks that are attached 
to a company should be analysed in the light of its business area, geographical presence and 
worldwide factors. In order to become a potential investment object a company must be 
able to show good environmental performance in both strategic decisions and risk handling 
in areas such as manufacturing and product range.  
 
The company should also work for good working conditions, good working environment, 
union rights and not to accept discrimination or child labour. The environmental and ethi-
cal works the company are doing should be presented in annual reports and on the com-
pany’s homepage. This means that a company should not violate UN’s declaration on hu-
man rights or ILO:s conventions.  
 
The negative screening criteria’s differs slightly between Robur and Svenska Kyrkan. The 
ethical requirements limits investments for Robur ethical funds (Robur Etik & Miljöfond) in a 
way that companies are only allowed to earn maximum 5 percent of their total turnover 
from armaments, alcohol, tobacco, gambling and pornography. Robur also completely 
avoids investing in companies that manufactures and/or sells weapons. Svenska Kyrkan also 
completely avoids to invest in companies involved in pornography. The rest is same as for 
Roburs ethical mutual funds (Roburs strategi för hållbara investeringar, 2005). 
 

SEB 

SEB (Skandinaviska Enskilda Banken) has managed capital for private person since 1856. 
SEB Fonder (fund managing division) was established in 1972. They manage the following 
ethical mutual funds SEB Etisk Europafond Lux Ack, SEB Etisk Globalfond, SEB Etisk 
Globalfond Lux Utd, SEB Etisk Sverige Lux Utd. 

Corporate governance 

The purpose with corporate governance is to give higher returns to it owners. To achieve 
the goal with corporate governance they uses there influence firstly by: 
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- Participate and exercise there voting power at shareholders’ meetings. The ambition 
is to participate in as many meetings in Swedish companies as possible. 

- Be active in board of director nomination, either through own participation or par-
ticipate at the elections of members in the nomination procedure. 

- Having frequent contact with representatives for companies where they have major 
owning interest. 

- Collaborate with other owners in issues. 

Board of director’s assessments and minority protection 
 
Notices to shareholders’ meetings and the information about there agendas should be 
given to the shareholder’s early on. All shares should come with the voting power, so there 
is connection between capital and influence. Though, sometimes it can be motivated to 
have differentiated voting rights in order to create a clearer owning structure. 

The board should be made up by people who are competent and experienced with consid-
erations on nationality, sex and age. A board members integrity is important as well as his 
availability. The member should therefore not have a managerial role, be a consultant or 
important customer or supplier till his company. SEBs mutual funds also find it inappro-
priate that former MD is being elected director of the board. They further think members 
of the board should be shareholder in the company. 

The nomination of auditor is not to just be a formality. Changes of main auditors and Au-
dit Company should preferably be done after every term of office. 

Remunerations 

Remunerations to the board should be decided at the shareholders’ meeting. Remunera-
tions should preferably be fixed. It is important that programs for remunerations promote 
performance and they should be easy to understand and measure. 

Ethical and environmental issues of consideration 

SEB’s ethical mutual funds follow ethical restrictions that have been constructed by Etiska 
nämnden för fondmarknadsföring. The ethical standards prevent SEB to in invest in companies 
that earn more than 5 percent of there total turnover from armaments, alcohol, tobacco, 
gambling and pornography. As a complement to exclusion of businesses, GES Investment 
Services a review over the companies the funds have invested in. GES standard is as de-
scribed earlier to exclude companies that are violating international conventions, guidelines 
for human rights, work, environment, corruption and weapons (Placerings kriterier för 
SEBs etiska fonder, 2006). 

SPP Handelsbanken 

SPP is a subsidiary to Handelsbanken, one of Sweden’s largest commercial banks. SPP were 
at the beginning of 2006 reorganised to a dividend paying insurance company. They man-
age the following ethical mutual fund; SPP Aktieindexfond Global Sustainibility. 

Corporate governance 

SPP should in normal cases always participate in shareholder meetings where they are large 
owners and other meetings which can be of interest to participate in. Their voting power 
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are ought to be used to maximise long-term ownership in their funds. They should Practice 
its role as a shareholder but without personally participate as a represent of the board, be-
cause of the possible restraining consequences this might create. SPP should also work for: 

- Companies of interest should follow law and contracts 

- Shareholders receive information in time before shareholder meetings, so owner 
can are able to take a stand for new proposals. A notice to a meeting should take 
place as soon it is possible within what is permissible by law and company agenda   

- Proposals at the meetings should be well motivated in the notice 

- The appointment of competent and effective boards, mainly recruited externally 

- Good and effective nomination processes prevail or that nomination committees 
exists  

SPP should also normally take position in nomination to the board where they have larger 
holdings. They should act independently in relationship to companies where they have 
holdings. To continuously follow companies developments in their portfolios, by direct 
contacts, are also an essential part of the corporate governance strategy. (Handelsbanken 
Ägarstyrningspolicy, 2006) 

Ethical and environmental issues of consideration 

SPPs ethical fund investments needs to follow the DJSI (Dow Jones Sustainability Index 
World). The index funds value growth should therefore correspond fairly well to that of the 
index. Considerations are made on social and environmental criteria’s when selecting com-
panies from the index. Investments are avoided, in line with the index policies, in tobacco, 
alcohol and gambling. Investment in armaments and weapons are reduced to only include 
companies who’s earning from these businesses are less than 5 percent of total turnovers 
(Fund Report, SPP Aktieindexfond Global Sustainability, 2005). 

Öhman 

Öhman Fonder is a part of the Öhman group, a family owned investment bank with tradi-
tions that are going back to 1906. They manage the following ethical mutual funds Öhman 
Etiskt Index Europa, Öhman Etiskt Index Japan, Öhman Etiskt Index Pasific, Öhman Etiskt Index 
USA and Öhman Etiskt Index Sverige. 

Corporate Governance 

Öhman’s goal is to give its shareholders the best long-term return as possible. They intend 
to work for increased openness and multitude in boards of directors. This means that Öh-
man tries to influence the companies when it seems motivated. There main strategies are: 

- Participate and use their voting right at shareholder meetings 

- Work for and in nomination committees 

- Collaborate with other owners 

- Have a direct dialog with representatives for the companies 

- Sell share in ‘bad’ companies 
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Board of director’s assessments and minority protection 
 
Öhman finds it important with multitude in board members knowledge and competence, in 
order to carry out board assignments effectively. An important part regarding multitude is 
women representation, which by them is too low. The nomination process for appointing 
new members to the board should be public and effective. 
 
In normal cases, all shareholders in a company should have the right to take part in a new 
share issue. If this it not the case, the action of having a direct new issue needs to be well 
motivated. All shares should also come with the same voting right. Though, differentiated 
voting rights can sometimes be good in order to distinguish clear owners who take respon-
sibility for the company’s development. This counts mainly for young enterprises. What-
ever the voting structure, all owners should have the same right to information I important 
matters. Notices to shareholder meetings should contain all the relevant information about 
the decisions that are going to be made. It is also essential that this information is given to 
all owners in time. 
 
Remunerations 
 
In general, Öhman have a positive attitude towards performance based remuneration sys-
tems. How these systems should work in detail is a matter for the board, though a ceiling 
so payments do not take on unreasonable number are crucial. Option related remuneration 
programs are to be treated by the board and be presented in the open (Öhman Ägarpolicy, 
2006). 
 
Ethical and environmental issues of consideration 

The ethical investing policy used focuses on companies’ business conduct, mainly in the ar-
eas of human rights, working conditions and environmental issues. Öhmans ethical and 
environmental requirements encompass international agreements and norms like the 
OECD’s guidelines for multinational companies, the ILO-conventions and UN’s declara-
tion on human rights. Öhman exclude companies that earn more than 25 percent of there 
turnover from armaments, tobacco and alcohol. External advisors are also used for their 
ethical index funds.  
 
In order to be sure that the companies Öhman invest in follow their requirements they con-
tinually carry out analyses. It is mainly Swedish companies that are included in the analyses. 
Many of the Nordic companies they investigate are global and their businesses operate un-
der shifting legal structures. The analyse concentrates on viewing how well these companies 
are able to handle social and environmental risks in their operations (Fund Reports, Öh-
man fonder, 2005). 
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