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Abstract 
 
Previous studies have primarily compared the performance of sustainable equity funds 
and non-sustainable equity funds. A meta-analysis over 85 different studies in the field 
concludes that there is no statistically significant difference in risk-adjusted returns 
when comparing sustainable funds and non-sustainable funds. This study is thus an 
extension on previous studies where the authors have chosen to test the two most 
common sustainability screening techniques to test if there is a difference within the 
sustainability field of equity funds.  
 
In this study, we compare the performance of the two primary screening techniques 
used with regards to sustainability within the equity fund industry: the exclusionary 
Negative Screening and the Mixed Method Screening (Negative screen followed by an 
additional positive screen). The tests were conducted on both Swedish equity funds as 
well as Global equity funds, where both groups had to be eligible to be marketed in 
Sweden according to Swedish law. What the study found when comparing the two types 
of screening techniques was that over a five-year period, equity funds using a Mixed 
Method screen had a significantly lower risk adjusted return compared to the Negative 
Screen group. The study also showed differences between Global equity funds and 
Swedish equity funds, where Global equity funds were the category that did not produce 
significantly different risk adjusted returns when screened for sustainability criteria’s. 
 
The findings put forward in this study indicate that the Modern Portfolio Theory and its 
joining theory of the Efficient Frontier are applicable to the sustainability-screening 
context. The Good Management theory is also tested with regards to a company’s CSR 
work and risk-adjusted returns. The Good Management theory does however not find 
any support in our results. CAPM is also tested in the context of sustainability 
screening, and the results found regarding the CAPM’s ability to explain different 
returns are not as clear-cut as the rest of the results. 
 
Our overall conclusion from this study is that Negative Screening produces better 
financial results compared to Mixed Method screening with regards to sustainability, 
but more importantly we have come to realize that the transparency within the mutual 
funds market must be enhanced with regards to sustainability in order for future studies 
to deliver a more in-depth analysis of the causes that drives the different returns.       
 

Keywords: Sustainable Responsible Investments, SRI, Environmental Social 
Governance, ESG, mutual fund market, equity fund market, Swedish fund market, 
positive screening, negative screening, modern portfolio theory, screening techniques, 
Good Management Theory, CAPM, ESG Management, SRI Management, sustainability, 
Mixed Method Screening 
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Definitions 

 
Negative Screening: Exclusion of certain industries from the investable universe. Such 
industries could for example be alcohol, tobacco, cluster munition, atomic weapons, 
pornography, fossil fuels, etc.  
 
Soft Negative Screening: Companies affiliated with cluster munition, anti-personnel 
mines and atomic weapons are excluded from the investable universe. 
 
Hard Negative Screening: Additional industries are excluded from the investable 
universe, on top of the industries excluded as described by Soft Negative Screening. 
 
Positive Screening: Screening for, and choosing to invest in, companies that score 
highly on ESG criterias.  
 
Mixed Method Screening: Using a negative screening process to exclude unwanted 
industries from the investable universe, then picking the companies found within that 
new investable universe that has the highest ESG-scores (positive screening).  
 
ESG Scores: A scoring system to assess a company’s performance with regards to 
environmental concerns, social aspects such as employee and community relationships, 
and governance aspects such as leadership, audits and internal control. 
 
Sin Stocks: Industries where the companies are perceived as taking advantage of human 
weaknesses. Examples are industries such as tobacco, alcohol, gambling and 
pornography. 
 
Hållbarhetsprofilen: A sustainability profile for Swedish mutual funds that was 
developed by Swesif (see Abbreviations).  
  

Abbreviations 
 
ESG: Environmental, Social, Governance 
 
Eurosif: European Sustainable Investment Forum 
 
SRI: Socially Responsible Investments 
 
Swesif: Swedish Sustainable Investment Forum 
 
UNPRI: United Nations Principles for Responsible Investments 
 
UNFCCC: United Nations Framework Convention on Climate Change 
 
KIID: Key Investor Information Document 
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1. Problem background 
 
In this section we will describe the background to our research question. We will as 
objectively as possible try to give a comprehensive picture of the current state of 
political debates as well as current trends within the equity fund industry. Furthermore, 
we will discuss how the fund industry tackles the sustainability debate as well as 
presenting our research question, thesis purpose and limitations. 
 
The location is Paris, France and it is the 12th of December 2015. During the last couple 
of days 195 countries have agreed to cut down on greenhouse gas emissions by signing 
the Accord de Paris, more commonly known as the Paris Agreement. This was an 
agreement within the United Nations Framework Convention on Climate Change 
(UNFCCC) to reduce greenhouse gas emissions and increase the ability to adapt to 
changing climate around the world. 
  
The agreement went into effect on November 4th 2016, and its aims are: 
"(a) Holding the increase in the global average temperature to well below 2 °C above 
pre-industrial levels and to pursue efforts to limit the temperature increase to 1.5 °C 
above pre-industrial levels, recognizing that this would significantly reduce the risks 
and impacts of climate change; 
 
(b) Increasing the ability to adapt to the adverse impacts of climate change and foster 
climate resilience and low greenhouse gas emissions development, in a manner that 
does not threaten food production; 
 
(c) Making finance flows consistent with a pathway towards low greenhouse gas 
emissions and climate-resilient development." 
(UNFCCC, Paris Agreement - Article 2, 2016) 
  
Point C in the UNFCCC Article 2 clearly states that the international goal of decreasing 
greenhouse gases, increasing technology shifts towards a fossil fuel free future, and thus 
holding the increase in the global average temperature below 2 degrees celsius, all must 
be in line with the finance flows. Or put it this way; the finance flows of the world must 
be in line with the environmental goals of the world.  
 
The question remains, is this something that the financial industry itself must strive for 
to achieve, or is it up to individual investors to make an in-depth analysis of the 
companies that comprise, for example, fund portfolios. And would investors choose to 
invest in sustainable funds even if the return proved to be lower than that of non-
sustainable funds? 
  
The authors of this study argue that the current guidelines and information to potential 
investors regarding availability of sustainability criteria´s and Environmental, Social 
and Governance criteria (ESG) are at best hard to find and confusing, and at worst non-
existent. Even though politicians and legislators can do their part in improving how the 
future of our world should look like by subsidies and laws, the late Liza Minnelli says it 
like it is in the 1972 musical Cabaret: “Money makes the world go around”. How 
investors decide to invest their money is crucial. Investment decisions today, creates 
and builds our future world. 
Today in year 2017, many of us are aware of the on-going climate change and its 
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impacts, and projected impacts, of the world. People are forced to move due to famine 
brought by drought, and parts of the Middle East are expecting future wars to be based 
on water scarcity (The Guardian, 2014). But the Environmental factor is not the only 
thing to consider for active companies in the society and investors who invest in those 
companies. The world becomes more transparent and information is spreading fast 
worldwide through digital channels. Social factors, how companies work with e.g. 
working conditions, employee relations and diversity becomes more important. A third 
factor to consider for an investor is Governance, which highlights areas like corruption, 
bribery and political lobbyism. These three factors constitute the concept of ESG.  
 
With an SRI (Sustainable Responsible Investing) strategy, investors could make 
investments in different approaches where the investor consider the three factors in ESG 
(Eurosif, 2016, p. 9). SRI strategies could imply e.g. excluding or integrating companies 
due to their sustainability work, or engage for change in companies, steering them in a 
more sustainable direction (Eurosif, 2016, p. 9). Below you can see figures from 
Eurosif, which is the leading organization for responsible investment in Europe, and the 
positive developments over the last years in this growing part of the financial system 
(Eurosif, 2016, p.12) 
 
 

 
Figure 1: Eurosif SRI Study 2016 

 
The trend is clear; SRI strategies are generally growing. More money is invested in each 
SRI strategy, and therefore more capital is also invested in a more sustainable and 
responsible way.   
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1.1 Research problem 

 
It’s an ongoing debate today about Sustainable Responsible Investing (SRI) in the fund 
industry, and there are lots of different initiatives in the industry that contribute to more 
discussion and attention on the topic, which could be exemplified with organizations 
like; UNPRI, USSIF, EUROSIF and SWESIF (see the section; Abbreviations,  for 
definitions). But even in the beginning of 2017 it is hard to accurately pin down what 
the term “sustainable investments” really means. When looking at different ways of 
investing sustainably, the equity fund market presents itself as one of the more viable 
options. Both private investors, companies, institutions and pension systems alike rely 
on fund managers and fund companies to maximize their wealth given different levels 
of risk. One might think that the fund market would be better adapted and have clearer 
guidelines than private investors in terms of definition of sustainability and application 
of it in the investment decisions. After looking through numerous KIID´s (Key Investor 
Information Documents) from various fund companies, the authors of this thesis, who 
both have a background in banking and fund companies, have a hard time 
differentiating which funds are to be considered more or less sustainable, and an even 
harder time deciding on in which way the funds are sustainable.  
 
The discrepancy becomes very clear when it comes to defining whether a fund manager 
uses mixed method screening (both negative and positive screening) or negative 
screening to define his or her investable universe. The term positive screening suggests 
that the fund manager selects companies based on certain criteria´s, e.g. those with high 
ESG criteria´s, or companies working in a positive way with sustainability. On the other 
hand, negative screening is a strategy where fund companies focuses on eliminating 
certain sectors from the investable universe. The negative screening process works as 
such that the fund manager only choose to exclude certain sectors, e.g. companies 
involved in pornography, cluster munitions, tobacco, alcohol and gambling industries 
(SWESIF, 2017a).  
 

1.1.1 What is a responsible investment? 
 
While the SRI segment has taken larger and larger parts of the total fund market, the 
question remains: What is SRI? Sustainable Responsible Investments (SRI) and 
Environmental, Social and Governance criteria (ESG) are concepts typically used to 
classify and quantify the performance of companies with regards to sustainability. 
These criteria and score based systems are then used to quantify whether a portfolio of 
companies is sustainable or not.  
 
However, the problem of a clear-cut definition is presented in the acronym ESG. The E 
represents “Environmental”, the S represents “Social” and the G represents 
“Governance”. Studies have tested what professional investors and private investors 
consider to be important components and end-goals of their sustainable investments, 
and the results of course varies (Berry & Junkus, 2013). While some may link 
sustainability to environmental concerns, the disinvestment of fossil fuels and 
investments in greentech, which is described in the UNFCCC Article 2 from the Paris 
Agreement, others may seek responsible companies to invest in with regards to what 
type of leadership company’s uses, which would correspond to the “Governance” or G 
in the ESG criteria´s. The letter S, or the social part that makes up the ESG criteria´s, 
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and thus one third of the overall ESG score corresponds with how well the company 
enables or enhances the social environment in which it operates (Morningstar, 2016, 
p.5).  
 
To exemplify, a company that has its primary revenue streams stemming from 
prospecting- and drilling for crude oil, improves the social setting with new 
infrastructure on and around the prospecting site, provide schooling for the children of 
the people employed and at the same time have a gender neutral board. Then that oil 
company’s overall ESG score may prove to be higher than a greentech company that by 
one or another reason does not have a gender equal board and does not invest in 
infrastructure or schooling. Conclusion: How you label sustainability matters.  
 

1.1.2 Different screening techniques 
 
When scrutinising the Swedish fund market, we found that not only is there a very big 
difference within the negative screening process, we also found that no fund company 
on the Swedish fund market used a purely positive screening technique. What became 
apparent was that most fund companies used a negative screen again cluster munition, 
anti personnel mines and uranium munition. These screens stems from the UN 
convention from 1980 against the use of some conventional weapons (CCW, 1980, p. 
3), the Ottawa convention from 1997 (Mine Ban Treaty, 1997) regarding personnel 
mines and the Oslo convention from 2008 regarding the use of cluster munition (CCM, 
2008). Commission de Surveillance du Secteur Financier (CFFS), which is the 
supervisory finance body in Luxembourg, together with other supervisory bodies have 
ratified these conventions to be effective with regards to stopping investments in 
companies that are affiliated with the manufacturing of these kind of weapons (CFFS, 
2016). Since the numbers of companies involved in this type of business are very 
limited, the effect on the investable universe is believed to be very low. For example, 
the exclusion list used by Nordea in March 2015 contained 28 companies involved in 
cluster munition, anti-personnel mines and nuclear weapons (Nordea, 2015, see Table 
A2 in Appendix). According to The World Bank, by the end of 2015 there were 43 539 
listed companies globally (The World Bank, 2015). If you were to exclude 28 
companies of the total 43 539 listed companies, you would have excluded 0,000643 %. 
This example of course does not tell the whole story since some markets may not be 
tradeable due to poor liquidity, political unrest or any other factors that may make the 
market undesirable from an investor's perspective. However, we do believe that some 
distinction within the sustainable investments genre needs to be done.  The authors of 
this thesis will thus make distinctions between fund companies that only screen for the 
above mentioned criteria’s and those fund companies who use a more extensive list of 
criteria’s in their negative screening process. The more extensive negative screening 
process will in this study be referred to as a hard negative screen and the screening 
process stipulated by the UN conventions and CFFS among others, will be referred to as 
a soft negative screen.  
 
Furthermore, the lack of purely positively screened fund portfolios made the authors of 
this thesis look deeper into the screening techniques adopted by fund companies on the 
Swedish market. What we found when we contacted the fund companies in our sample 
was that fund managers who does not only use a negative screening technique first uses 
the negative screening technique to separate undesirable industries from the investable 
universe, and follows up the negative screen with a positive screen to find companies 
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who perform better with regards to sustainability. This mix of the two techniques made 
the authors of this thesis change the way we refer to these fund companies as using a 
mixed screening technique.  
 
To illustrate how the different screening techniques affect the investable universe, we 
have created the Sustainability Screening Pyramid: 
 

 

Figure 2: Sustainability Screening Pyramid         
 
Much of the previous research in SRI has studied the relationship between the return of 
traditional funds vs. SRI funds. A meta-analysis from 2015 consisting of 85 studies and 
190 experiments concludes that there is no benefit nor cost for an investor to invest 
globally in SRI funds compared to traditional funds, the two types of investments 
perform on par (Revelli & Viviani, 2015). Portfolio Theories of reduced returns because 
of a decrease in the investable universe has been tested in several studies in which the 
outcome has pointed to similar results: Investing responsibly does not mean a lower 
return than investing in conventional funds (Revelli, & Viviani, 2015).  
 
What we have found is that there are two previous studies who compares the returns of 
equity funds with regards to their sustainability screening methods. Capelle-Blancard 
and Monjon (2012) compares French equity funds either screened for “sin stocks” or 
according to UN Global Compact standards, and compares the results to non-
sustainable French equity funds.  
The second study we found that compares the results of different screening techniques 
with regards to sustainability is written by Jacquelyn E. Humphrey & David T. Tan 
(2014). Their study is conducted by backtesting two simulated portfolios, where 
portfolio one is constructed using companies found when using the negative screening 
technique and portfolio two is constructed by using companies found when using the 
positive screening technique. None of these two studies really tests the impact of 
negative, positive or mixed screening techniques when put to the test in real life.  
 
Some drawbacks of earlier studies are among others that they focus too much attention 
to the environmental aspect of sustainability (Derwell et. al., 2005). Other drawbacks, 
according to the authors of this thesis, are for example found in the article The Effect of 
Socially Responsible Investing on Portfolio Performance (Kempf & Osthoff, 2007). The 
study argues that the different weighting techniques used in different portfolios would 
be of great importance. We believe that such information could be very valuable if you 
want to construct an optimal portfolio, but it does not serve to answer the question of 
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what effect responsible investments have on the overall return since those decisions are 
taken by the fund managers, and not the thesis authors.  
 
1.1.3 Narrowing down the research problem      
 
One step towards narrowing down the vast number of different definitions and ways to 
present a portfolio as “sustainable” is to, as previously mentioned, use positive, negative 
or a mix of the two screening techniques with regards to ESG criteria. This thesis will 
test Swedish and Global equity funds that are licensed by the Swedish financial 
supervisory authority (Finansinspektionen), as well as Swedish and Global equity funds 
from countries outside of Sweden that have been approved to conduct business in 
Sweden by the Swedish financial supervisory authority (Finansinspektionen), (SFS, 
2004:46) and are listed on the Swedish Forum for Sustainable Investments´ 
sustainability profile “Hållbarhetsprofilen” (Swesif, 2017).  
 
The choice of two categories stems from our belief that there may be a difference in 
terms of risk adjusted returns for equity funds given different geographical limitations. 
This could prove to be in line with The Modern Portfolio Theory and the sub-theory 
Efficient Frontier as described by Harry Markowitz in 1952. For equity funds that are 
licensed to be marketed on the Swedish market, the difference in terms of risk adjusted 
returns between the two screening models, to the best of our knowledge, remains 
unexplored. This thesis will quantitatively test the two screening models impact on fund 
portfolios return, using Standard Deviation, Sharpe ratio, Jensen’s Alpha value, Treynor 
ratio, fund size, hard/soft/mixed screening, time, geographical investment constraints 
and Beta values.  
 
Theories that could explain differences in risk adjusted returns between negatively and 
positively screened fund portfolios are, among others, the 1997´s Good Management 
Theory (Waddock & Graves, 1997). What the Good Management Theory suggests is 
that companies which focus on all stakeholders will improve their financial returns and 
market value due to improved reputation and image. The theory suggests that 
companies that are involved in reputation- and image-improving activities will attract 
more customers as well as have better relationships with their business counterparties, 
which would give them a competitive advantage. We believe that the link between the 
Good Management Theory, sustainability, competitive advantage and financial risk 
adjusted performance could be in favour of positively screened equity funds. 
 

The negative and mixed method screening process is a way for investors to be more 
responsible and sustainable, but also a way to manage risk (Eurosif, 2016, p. 25). As 
mentioned earlier, most positively screened fund portfolios start out in the form of 
negatively screened fund portfolios (SWESIF, 2017b). The fund managers of mixed 
method screened funds start by excluding undesirable industries from the investable 
universe, and moves on to pick the companies with the highest ESG scores from the new 
investable universe after excluding certain sectors. If the optimal portfolio is within the 
new investable universe, the returns should not differ when comparing the two screening 
techniques. If the optimal portfolio is found to be outside the new, positively screened 
universe, then we should observe significantly lower returns for the positively screened 
fund portfolios (Markowitz, 1952, p. 55-62).  
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1.2 Research question 

“Does equity funds that use either a Mixed Method Screening technique or a Hard 
Negative Screening technique produce different risk adjusted returns?”. 
This thesis will test if different screening techniques produce different returns as a result of 
each funds screening process with regards to sustainability criteria’s. The sampling will be 
Swedish and Global equity funds that are marketable on the Swedish equity fund market 
and listed on the Swedish forum for sustainable investments sustainability profile, 
”Hållbarhetsprofilen” by Swesif. The time-periods tested will be annualized returns for 
one, three and five years, where the data was gathered on the 31st of January 2017.  

 
1.3 Thesis purpose  
The purpose of our study is in line with earlier studies in the SRI-field with regards to 
returns. Earlier studies have tested whether traditional funds and SRI funds perform 
differently given the shrinking of the investable universe. What have been presented thus 
far are findings that point towards a non-significant difference on returns (Revelli & 
Viviani, 2015). 

What this thesis suggests is that different fund managers apply and use different screening 
techniques regarding sustainability criteria’s. As described earlier, whether a fund manager 
chooses to exclude the companies from the investable universe (negative screening) or 
choose to invest primarily in companies due to their work with sustainability (positive 
screening), or use a mixture of the two screening techniques (mixed method screening), 
can make a difference for which companies are available in the investable universes. 
Whether there is a difference between the two techniques mixed method screening and 
(hard) negative screening will be tested throughout this thesis. 

As previously mentioned, Mixed Method screened sustainable fund portfolios start their 
journey as negatively screened sustainable fund portfolios. The fund managers exclude 
undesirable industries in the same manner as negatively screened sustainable fund 
portfolios, and moves on to choose the companies within the new investable universe 
which generates the highest ESG scores. Thus the sustainability criteria’s of each company 
is of great importance when choosing which companies to invest in. (SWESIF, 2016) 

As earlier studies have revealed, the cost of shrinking the investable universe with regards 
to sustainability versus non-sustainability have proven to be non-significant, and this thesis 
results can be applied either as an incentive to move towards even stricter and narrower 
sustainability criteria, if the results of this thesis would show no differences between 
positively screened portfolios, mixed method screening portfolios and negatively screened 
portfolios. The negatively screened segment of sustainable equity funds will be divided 
into soft negative screening and hard negative screening to see if there is a difference in 
returns depending on the level of exclusion. The mutual fund companies and investors 
could be interested in the outcome from our study, to see which of the screening 
techniques is most successful with regards to returns and possibility to invest as 
sustainably as possible.  
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1.4 Limitations 

We are testing different screening techniques regarding sustainability criteria’s between 
equity funds that are marketable in Sweden. The sample includes funds that invest in 
Swedish companies as well as funds with a global mandate. Our choice of including two 
types of fund mandates (Swedish and Global) stems from the Modern Portfolio Theory by 
Harry Markowitz. The theory suggests that the efficient frontier, i.e. the best weight 
between risk and return, could be found along the line that stipulates the efficient frontier, 
sometimes referred to as the Markowitz Bullet (Markowitz, 1952, p. 57). What this could 
translate to in the real world is a limitation of access to the efficient frontier if the 
investable universe would shrink. In this thesis, the size of the investable universe will 
primarily depend on two variables: the screening technique and the geographical 
boundaries of the funds.  

The apparent limitation of this approach is that the funds tested in this thesis must be 
marketable in Sweden, and that different geographically defined areas such as Asia, The 
U.S., Europe, ASEAN, Latin America, Africa or Russia will not be individually tested. 
The authors of this thesis therefore realise that the applicability of the findings of this study 
may prove to differ if tested on other geographical areas, such as those just mentioned.  
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2. Theoretical framework  

In this section we will go through the theories on which this study is formulated. Our wish 
is to be able to explain certain characteristics of our tested data using the following 
theories that we believe are of importance to understand the results of our analysis, which 
will be covered in subsequent chapters.  

 
Our lens will be focused towards the Swedish equity funds market regarding actively 
traded equity funds, due to better information on the screening process of funds that are 
registered for sale within the Swedish mutual fund market. This thesis thus wants to test if 
there is a difference between different screening techniques regarding sustainability criteria 
for mutual funds that are marketable in Sweden. Theories that will be the main framework 
for our study are theories that explains returns and also any difference in returns between 
the two different screening techniques that we are aiming to test.   

 
2.1 Modern Portfolio theory 

In 1952 the American economist Harry Markowitz introduced a mathematical framework 
to assess the return given extra risk in a portfolio of assets, this would later be known as 
the Modern Portfolio Theory or mean variance analysis. What the Modern Portfolio 
Theory sets out to clarify is how the expected return of a portfolio is maximised for a given 
level of risk. What is touched upon again and again regarding the modern portfolio theory 
is the effects of diversification. Diversification, according to the theory, if mixed correctly 
can create portfolios that create greater expected returns with the same amount of risk, 
which is given by the individual assets standard deviations. 

According to modern portfolio theory, and more specifically that of Opportunity Cost of 
Capital stipulates that given a certain number of opportunities your possible return can 
shrink if the investable universe grows smaller. Furthermore, the risk adjusted returns 
should be lower given a smaller investable universe when specific risks of individual 
assets make up a larger part of the investable universe compared to the systemic risk given 
by a market portfolio (Markowitz, 1952, p. 77 - 91). 

The Markowitz Bullet presented by Robert Merton (1972, p. 1856), describes how different 
portfolios produce different expected returns, given different levels of standard deviation.  

 

         
Figure 2: The Markowitz Bullet (Merton. R, 1972, p. 1856). Original idea by Merton, R, 1972. Reprinted 
by the authors under the creative commons license.  
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In the graph, given risk-free assets are discarded; the different portfolios produce 
different expected returns. Only one type of portfolio will have the merits of The 
Efficient Frontier, which is the type of portfolio that generates the optimal expected 
return with regards to the standard deviation of the portfolio. The modern portfolio 
theory is of great interest when discussing portfolio management and portfolio 
construction, and should not be set aside when testing the potential of screening 
processes with regards to sustainability criteria. According to the theory, a smaller 
diversification possibility could incur a negative effect on the expected risk adjusted 
return, in terms of our study decreasing the expected return given an exclusion of 
possible investment choices and lowered diversification which leads to fewer assets and 
higher possible correlation. The result being that the most efficient portfolio possibly 
could be unattainable if the investable universe is shrunk (Merton, 1972, p. 1851 - 
1872). 
 
Different screening methods may lead to different returns given that, depending on how 
extensive the screening technique is, the investable universe will become smaller. 
However, if the optimal portfolio is found to be within the boundaries of the new, 
screened universe, then the screening will not affect the succeeding risk adjusted return 
of the portfolio.   
 
As earlier studies on the sustainable investment field have shown, there should be no 
difference between a non-sustainable fund and its sustainable counterpart (Revelli & 
Viviani, 2015). With this thesis, we want to test if the same result is true within the 
sustainable investment field, testing for differences in the risk adjusted return of 
investable funds that deploy different screening techniques, namely mixed and negative 
screening with regards to sustainability criteria. 
 
2.2 Capital Asset Pricing Model (CAPM) 
 
The Capital Asset Pricing Model (CAPM) is one of the most famous models in finance, 
and was developed by the three researchers; William Sharpe, Jan Mossin and John 
Lintner. CAPM is a development from Harry M. Markowitz earlier model, Modern 
portfolio theory. CAPM describes the relationship between a risk of an asset and its 
expected return. Investors are interested in the variance of portfolio returns and CAPM 
is a model used for calculating the required rate of return in order to add an asset to a 
diversified portfolio (Bodie et al., 2010, p. 280-281). 
 
CAPM assumes that investors are seeking the optimal portfolio, with the highest risk 
adjusted return possible. The theory is also set up on the following assumptions about 
the investors according to Bodie et. al. (2010, p. 280-281): 
 

1. All the investors can borrow- and lend money at the same risk free rate.  
2. All investors have the same homogenous expectations on assets and its 

correlation with other assets, their expected returns and standard deviations. 
3. All investors is planning to hold assets the same period.   
4. All investors pay no transactions cost or tax on returns when trading securities.  
5. All investors are using the Markowitz portfolio selection model and therefore 

the investors are rational mean-variance optimizers. 
6. All the investors have the same economic view of the world and are analysing 

securities similarly.  
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The risk in the CAPM model is defined as Beta: 

    (2.2) 
 
What is central about the CAPM model is that there is a market portfolio, a very 
theoretical market portfolio, which would serve as the ultimate portfolio given level of 
risks and expected returns. The problem however is that this market portfolio would be 
impossible for an investor to acquire seeing how it includes assets such as human 
capital (Bodie et. al., 2010, p. 281). The best proxy for this market portfolio would 
arguably be a broad world market index such as the MSCI World Index, the Dow Jones 
World Index or the S&P 500 index (Bodie et. al., 2010, p. 298).  
 
Since the CAPM model is primarily concerned with the systematic market risk, and not 
the unsystematic company risk which would be possible to diversify away, the function 
follows as such: that if a portfolio is growing with more and more assets, the Beta of the 
portfolio will come closer and closer to the true Beta of a market portfolio (Bodie et. al., 
2010, p. 288). As this function is a negative exponential function, the implication is that 
the portfolio Beta will rather quickly be lowered towards the market portfolio Beta of 1 
when you add five, ten, twenty, thirty or more assets in your portfolio. However, the 
reduction of Beta is not linear, so at a certain point the Beta effect of adding assets to 
the portfolio will become very marginalized (Bodie et. al., 2010, p. 288) . In order to 
then obtain the optimal portfolio, the investor must find the assets which carry the 
highest return given added risk to the portfolio, which in a well diversified portfolio 
according to the CAPM is a low-Beta relative return measure. We want to see if there is 
a difference in risk adjusted return between portfolios that include sustainable 
companies, rather than exclude non-sustainable companies. 
 

The CAPM theory suggests that the systematic risk (market risk) is the only risk that 
affects the risk premium. This is also true for fund portfolios. CAPM implies that the 
investor should be exposed to the entire market. But if funds are using a Hard Negative 
Screening technique, they are excluding some sectors of the market. According to CAPM, 
a fund using Hard Negative Screening technique and excluding certain sectors from their 
portfolio will perform worse than a fund with more sectors represented in the portfolio 
(Bodie et. al., 2010, p. 289). When applying CAPM to this study, it may imply that 
Positive Screening with a mandate to invest in all sectors should have better performance 
in terms of financial return, than a Hard Negative Screen with sectors excluded (for 
example, gambling industry, fossil fuel producing industries and tobacco companies). You 
could therefore argue with CAPM theory, that Hard Negative Screening should perform 
worse than a Soft Negative Screen, due the Soft Negative Screen does not exclude sectors 
to the same extent as Hard Negative Screen.  Even a Mixed Method using a combination of 
Soft Negative Screening and Positive Screening, should for the same reason perform better 
than Hard Negative Screen. 
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2.3 The Good Management Theory 

 
The Good Management Theory (Waddock & Graves, 1997) builds on the Stakeholder 
Theory (Donaldson & Preston, 1995). What the good management theory suggests is that 
companies should focus on all its stakeholders and not only on its financial performance, 
which would improve the company's reputation and image (Waddock & Graves, 1997, p. 
307). The trend during the last decades of increasing proportions of a company's assets 
being of the intangible form, the good management theory has had its renaissance 
(Bloomberg.com, 2015). Furthermore, the competitive advantage of a company could be 
strengthened if the company itself is highly reputable and has a good image (Donaldson & 
Preston, 1995, p. 52).  
 
According to the Bloomberg article published in 2015, the Good Management Theory is 
believed to become more and more important as the market value of many companies have 
come to be represented by intangible assets, such as brand name and human capital. Geoff 
Colvin, a writer at Fortune Magazine, released an article in March 2015. In the article, 
Colvin presents numbers showing how larger and larger part of the total market value of 
the companies listed on S&P 500 are made of intangible assets, and why companies who 
focuses on all stakeholders are believed to perform better than those who do not 
(Fortune.com, 2015). Between 1975 and 2015, the percentage of market value described 
by intangible assets has increased from 17% to 84%, according to the advisory firm Ocean 
Tomo (Oceantomo, 2015).  
 
We will use this theory in our research to see if there is a correlation between sustainable, 
high ranking CSR companies, which are assumed to be found in greater numbers as the 
sustainability screening intensifies, and risk adjusted returns.  
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3. Previous empirical research   
 
In this section we will cover the previous empirical research we have found to be of most 
importance concerning our chosen line of study and research question. We will give a brief 
presentation of each study’s findings and how they reached their conclusions. In addition 
to this we will cover the techniques used, and discuss similarities to how we will conduct 
our study as well as differences. 
 
As mentioned in the introductory chapters of this study, previous studies have more often 
tested if there is a difference between non-sustainable equity funds and sustainable equity 
funds. Even though the results vary, the meta study by Christophe Revelli & Jean-Laurent 
Viviani (2014) suggest that the majority of earlier studies found no statistical difference in 
the return nor risk-adjusted return for conventional funds and sustainable equity funds.  

S. Hamilton, H. Jo & M. Statman (1993). Doing Well While Doing Good? The 
Investment Performance of Socially Responsible Mutual Funds. 

Hamilton et. al. produced one of the earliest studies on the field of sustainability and 
investment performance, at least in the way you and me would label sustainability today 
(e.g. ESG or SRI). They test the performance of sustainable funds to the performance of 
non-sustainable equity funds between 1980 and 1991 in the US. What the study suggests is 
that there are no statistically different returns between sustainable mutual funds and 
conventional mutual funds during this period (Hamilton et al, p. 63).  

 
What is interesting to point out is that in 1980 there were six (6) sustainable funds in the 
US, and by the end of 1990 there were 32. The authors also point out that previous studies 
in the field of sustainable funds classify sustainable funds as the ones that exclude 
companies in South Africa (Hamilton et al, p. 64). 
 

Daniel B. Turban and Daniel W. Greening (1997), Corporate Social Performance And 
Organizational Attractiveness To Prospective Employees  

A good way to describe why positive screening would be beneficial for an investor can be 
found in this article. What the authors suggest is that sustainably responsible companies 
attract a better workforce due to good reputation and attractiveness. This idea stems from 
the Social Identity Theory and the Signalling Theory, which in this case would suggest that 
companies with high social performance both attracts and retains talented employees. This 
in turn strengthens the company in two ways; 1. The skilled workforce does a better job, 
and 2. The company is perceived as being a better alternative to its customers and clients. 
Mixed together, the two variables create a competitive advantage in favour of the socially 
sound company, according to the authors.  

M. Schröder (2007). Is there a Difference? The Performance Characteristics of SRI 
Equity Indices  

In contrast to other studies, the author of this study has chosen to focus on SRI indices 
rather than SRI funds. What the author has found during his tests is that SRI indices 
does not differ from non-SRI indices in terms of risk-adjusted returns, but rather 
surprisingly finds that the SRI-indices have a higher risk relative to its benchmarks. The 
author states that the findings are robust for all major SRI-indices and also works given 
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major screening techniques with regards to sustainability. In the context of our study we 
believe that the risk-adjusted returns would be no different between the two screening 
techniques, but that the sector Hard Negative Screen would produce higher Beta and 
Standard Deviation values when comparing averages.  
 
Gunther Capelle-Blancard & Stéphanie Monjon (2014), The performance of 
socially responsible funds: does the screening process matter? 
In this study, the authors examine if there is a difference in performance, compared to 
non-sustainable equity funds, of socially responsible (SRI) funds depending on which 
screening criteria’s are used. The study tests French SRI mutual funds, and finds that 
the question asked should not be “Does it pay to be good?” but rather be “When does it 
pay to be good?”.  
 
The authors find that the nature of the screening process is of utmost importance for the 
funds returns. Their study finds that French SRI funds which only screen for “sin 
stocks”, thus excluding certain industries, shows significantly lower returns compared 
to funds that incorporate UN Global Compact principles, ILO/rights at work, and other 
similar screening criteria’s perform on par with non-sustainable unscreened funds.  

 
 

 
In conclusion, the authors argue that the modern portfolio theory holds, and that 
investors should hold a value-weighted market portfolio. Investors who only use 
screening techniques to eliminate certain sectors, such as sin-stocks, would need to bear 
the costs of lower risk adjusted returns. Those investors who rather use a transversal 
screening technique, i.e. incorporate UN Global Compact principles etc. in their 
screening process will not perform worse than non-sustainable alternatives.  
 
We believe that it is interesting to note the characteristics of how negatively screened 
equity funds on the French market perform worse than the transversal screened equity 
funds. Seeing how France is the world's seventh largest economy measured in GDP 
(IMF, 2017), we would not have guessed that the negative screen would have had a 
statistically significant effect on the risk-adjusted returns compared to non-sustainable 
unscreened funds.   

Jacquelyn E. Humphrey & David T. Tan (2014), Does it really hurt to be 
responsible? 

What separates this study from other studies in the field of sustainable equity funds is 
how the authors have chosen to test the different screening techniques. Most research on 
the field uses existing historical data of NAV (Net Asset Value)-figures presented by 
the fund companies to assess the performance of different fund categories with regards 
to sustainability. What this study does is to construct two different portfolios, one 
negatively screened and one positively screened, and then backtest their performance in 
a controlled simulated environment. This has the benefit of eliminating the performance 
of individual fund managers. The authors conclude that there is no difference between a 
screened and an unscreened portfolio.  
 
We believe that a drawback to this study is that it only measures theoretical scenarios 
and discards the human interference. This drawback is however at the same time the 
study’s strength, since it shows that there should be no difference in return in theory, 
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and that deviant results would have to be explained by other variables other than 
sustainability screening techniques.   
 
John Nofsinger & Abhishek Varma (2014), Socially responsible funds and market 
crises. 

During market crisis the returns of sustainably screened funds produce better risk 
adjusted returns compared to its un-screened peers, according to this study. The authors 
argue that positively screened funds perform the best, in comparison, when the market 
is downwards trending (bearish) and volatile. The cost of this attribute, according to the 
authors, is that funds, which screen for ESG criteria’s tend to underperform in upwards 
trending (bull) markets. In the context of our study it is interesting to note the 
characteristics of sustainability-screened funds during both upwards trending and 
downwards trending markets. This can also be linked to the Eurosif report which found 
that some fund managers used sustainability screening as a means to reduce risk 
(Eurosif, 2016, p. 25).  
 
The study was conducted on domestic US SRI funds between 2000 - 2011. 
 
 
Christophe Revelli & Jean-Laurent Viviani (2015), Financial performance of 
socially responsible investing (SRI): what have we learned? A meta-analysis. 

This Meta study covers 85 studies and 190 experiments on the subject of responsible 
investments. The authors sets out to find out if there is a difference in the results of 
previous studies by comparing how the different studies have chosen to tackle the 
question of responsibility. For example if emphasis is put on social, governance or 
environmental concerns. By doing this, the authors of this article creates a very broadly 
descriptive analysis of how the studies have changed during the twenty years covered 
(1984 - 2014) and also to which extent the results of previous studies have varied. The 
results are that there is no apparent cost or benefit from investing responsibly, broadly 
speaking.  
 
Emiel van Duuren, Auke Plantinga & Bert Scholtens (2016). ESG Integration and 
the Investment Management Process: Fundamental Investing Reinvented 
The authors of this study investigate the difference and the impacts of ESG investments 
in Europe and the US. The format is an international survey with fund managers as 
respondents, and the study finds that many fund managers do conduct some form of 
sustainability analysis prior to investing. What is also revealed is that most respondents 
are UNPRI signatories, which suggests that many more funds have a clear sustainability 
directive, even though the majority of the fund companies in the survey population does 
not regard or market themselves as sustainable fund companies. The authors suggest 
that fund managers use ESG criterias to red-flag certain companies, and thus use the 
information extracted from the sustainability analysis as a means to manage risk.  
 
Furthermore, the study suggest that fund managers in the US and Europe use ESG 
analysis in two different ways. The European fund managers believes that the 
integration of ESG analysis is closely linked to their fundamental analysis process, 
whereas the US fund managers does not choose to put much weight on ESG analysis. 
 
The authors conclude their findings like this:  
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“ESG investors tend to prefer analysis on individual companies over industry level 
analysis. With respect to the ESG dimensions, the strongest focus is on the governance 
of the firm, which has a close relationship with the quality of management. Although 
ESG investing is not the same as strategic planning, the successful realization of an 
ESG policy requires a lot of strategic planning because it directly relates to decisions 
with a long-term impact, including production technology, the use natural resources, 
and the social dimension, which refers to both the relation with the employees and the 
community. Improper management of the environmental and social dimension may 
have a serious and negative impact on the ability of the firm to conduct its business.” 
(Van Duuren et al, 2016, p. 47). 
 
3.1 Conclusions from previous empirical research 
 
To conclude the previous studies in the field, we can say that the industry’s view of 
what sustainability means has changed quite dramatically during the last 25 years. 
Hamilton et. al.’s study in 1993 were among the first studies which did not define 
sustainability as being pro or against investing in South African companies, and their 
sample initially consisted of only six sustainable equity funds. After 1993 other studies 
started to compare the performance of sustainable funds and non-sustainable funds, with 
similar results overall; investing sustainably does not generate lower risk adjusted 
returns than non-sustainable investments (Revelli & Viviani, 2014). The 2012 study by 
Capelle-Blancard & Monjon does however deviate from this consensus, and argues that 
the performance is dependent on the current market direction. They found that 
sustainable funds perform lower risk adjusted returns in upwards trending markets; 
whilst in the setting of downwards trending markets perform better. This cushioning 
effect as described by Capelle-Blancard & Monjon in 2012 can be linked to the results 
found in the Eurosif report (2016, p. 25), which states that fund managers use 
sustainability criteria’s as a way to manage the risk of the portfolios. Some general 
source criticism will be presented in section 4.9 “Source Criticism”.    
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4. Theoretical Methodology 
 
The research of this thesis will be conducted having a positivistic view. This means that 
the scientific measuring and testing of the hypothesis will lie as a base as to analyse the 
results of this study. The research will be based on previously known theories and 
studies, and those theories and studies will then be used to test the applicability and 
ability of the chosen theories and studies to explain our field of study. The research 
conducted will be quantitative using a deductive approach. In addition to this, the 
authors of this study have an objectivistic view of the financial markets and the social 
entities that creates “the market”.  
 
4.1 Choice of subject 
 
The authors choice of studying the difference in returns produced by two portfolio 
screening techniques within the sustainable investments field is due to a number of 
reasons.  
 
First of all, both authors are very interested in personal financial investments, and in 
addition to this believe that where you and me, and everyone else for that matter, choose 
to invest our money does make a difference. The difference can be seen directly when 
you log into your bank to check if your positions have increased or decreased in value. 
The other difference is harder to observe from your computer or smartphone, namely 
that of responsible investments.  
 
The authors believe that legislation or government interference will only improve the 
state of the world to a certain extent. The full implementation of new legislations and 
government intervention is likely to be circumvented by companies with ease in today's 
global economy. What is becoming more and more obvious is that the current state of 
economics and in what way the collective of investors invest must change in order for 
the world to change.  
 
The second reason as to why the authors have chosen the research field is that we see 
the need for this change: “Sixteen of the seventeen warmest years on record have 
occurred during this young century. This trend not only threatens the world’s 
ecosystems and biodiversity but poses a serious risk for peace, security and sustainable 
development.” (United Nations, UN Environment Annual Report, 2016, p. 2 ). The 
environmental issues together with social issues such as poverty, schooling and 
healthcare in the poorest regions of the world, combined with governance issues such as 
gender inequality and corruption all make compelling reasons as to why investors 
should seek to invest in companies that does as much good as possible on all three ESG 
areas.  
 
The third reason would be that we also realise that it will not happen by itself nor 
happen if investors give up parts of their expected returns from their investments. Thus, 
the authors of this study hopes to quantitatively clarify the difference in returns 
connected to screening methods. 
 
Combining the three reasons as to why we have chosen to study portfolio management 
from a sustainability perspective led us to our research question: “Does differently 
screened fund portfolios from a sustainability perspective produce different returns?”.  
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In addition to this, the authors of this study also see a gap in the existing literature, 
which we hope to fill. This way of reasoning, called gap-spotting, is according to 
Sandberg & Alvesson the most common way of formulating a research question 
(Sandberg & Alvesson, 2011, p. 27). 
 
4.2 Preconception 
 
According to The American Heritage Dictionary of the English Language (2016) the 
word preconception means “An opinion or conception formed in advance of adequate 
knowledge or experience, especially a prejudice or bias.” 
 
Everyone have their own preconceptions of how things work and how things should 
best be interpreted. According to Bryman & Bell (2011, p. 29), our preconceived ideas 
and opinions could reflect personal bias, which may prove to be harmful to the study.  
 
The authors of this thesis come from similar academic backgrounds. Both have studied 
three years of bachelor courses and one semester of D-level courses in economy, 
finance, management, marketing and business administration. In addition to this, both 
authors have worked with banking and at fund companies.   
 
The authors believe that sustainability is important, and would be willing to give up 
some returns in order to invest sustainably to a certain unquantifiable extent. One of the 
authors is more concerned about the environmental aspects of investments, whereas 
both authors believe that the current human co2 emissions and use of the earth’s natural 
resources is unsustainable in the long run.  
 
The authors do not believe that our external nor internal preconceptions will taint this 
study in any way, seeing how our research method leaves very little room for personal 
interference or biased analysis.  
 
4.3 Perspective 
 
Our definition of perspective with regards to this thesis is the people and/or 
organizations for which this thesis may be of interest. In this sense, the authors of this 
thesis have chosen an arguably large perspective, incorporating private investors, fund 
managers, fund companies, financial advisors, legislators and governments. We believe 
that the results of this thesis can be of use for private investors using screening 
techniques in their investments, where the results of the thesis may prove one screening 
technique superior to another. The results can be used in a similar manner by fund 
managers, fund companies and financial advisors, either as a way of choosing the most 
efficient investment strategy, improving the way to market different types of funds and 
for financial advisors it may be helpful in describing the expected returns and risk 
adjusted returns of the two types of screening techniques for his or her clients.  
 
Depending on the outcome of this study, situations may occur where legislators and 
governments have to steer the fund companies and other financial institutions more 
directly through penalties or incentives to reach certain goals, such as those stipulated in 
the Paris Agreement under UNFCCC Article 2. We hope that this thesis can lead to a 
new way of labelling different sustainability screening techniques, which could usher 
the way for investors making better, more well informed decisions with regards to 
sustainability.  
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4.4 Research Philosophy 
 
4.4.1 Epistemology 
 
Epistemology concerns what is to be considered as knowledge, and also what 
knowledge is. According to Bryman & Bell (2011, p. 15), one question regarding 
knowledge and the gathering of knowledge has to do with if the same techniques for 
knowledge gathering as we find within the natural sciences can be applied to social 
sciences. 
 
Epistemology is divided into two parts, positivism and interpretivism. The positivistic 
view argues that the world can be measured in the same way as within natural sciences 
(Larrain, 1979, p. 197). The interpretivist argues that the social studies must use a more 
applicable view than that of the positivistic view (Macionis & Gerber, 2011, p. 37).   
 
The authors of this thesis will have a positivistic view, while at the same time argue that 
finance and economy is not to be treated fully as natural sciences. As the positivistic 
approach of how you measure and test is deeply rooted within natural sciences, we 
argue that research of social science phenomena can use a positivistic approach for 
measuring the data, but that it falls short with regards to establishing a long-term, robust 
definition of the observed phenomena. An example to illustrate our point would be the 
following: 
Research #1: A researcher uses quantitative data to determine the correct labeling of a 
rock. If the research is done correctly, there should be no difference in the results 
obtained in year 1 as to the results obtained if the research was replicated twenty years 
later.  
 
Research #2: A researcher uses quantitative data to map the voting pattern among young 
adults in country X. In year 1 there is only one official voting centre in the entire 
country, and neither the car nor the horse has been invented or discovered yet. Country 
X in this example is as large as Canada. Twenty years later the same research is 
replicated, but now there are 50 000 voting centres around the country and teleportation 
has been perfected. The results of the two studies would probably differ.  
 
Having a interpretivist view would better suit a constructionist qualitative study where 
the goal would be to create a hypothesis, rather than testing a hypothesis constructed 
from previous studies and data, which our study sets out to do (Bryman & Bell, 2011, p. 
27).    
 
As with objectivism versus constructivism, which will be addressed in the next section, 
the authors of this thesis argue that social sciences and studies on the field of finance, 
and economy in particular, is under constant change. As a consequence of the constant 
change, trying to establish an understanding of how different phenomena can be 
explained must be put in the context of both political and regulatory shifts. Those shifts 
are best represented by changes in time when the phenomena is observed and tested. In 
essence, the authors of this thesis believe that what can be found within natural sciences 
has a much higher level of robustness to change than what can be observed within the 
social sciences but that the two sciences, natural and social, can be tested using the same 
techniques. One has to be aware of each type of study´s limitations. In the context of 
our study, this could be roughly translated to state that the findings and the 
characteristics of different sustainability screening techniques today may not be true 
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twenty years later. This could have to do with future regulations, future social 
movements or other scenarios where the current state of finance and economics comes 
to be questioned or altered.   
 
4.4.2 Ontology 
 
Ontology concerns the roles of social actors and social entities. Either one believes that 
social entities have a life of their own, and that they would not be able to be altered by 
the social actors within the entity, or one believe and has the view of social entities as 
being something that is constantly constructed and changed by the social actors within 
the social entity. The latter view is referred to as constructivism and the former as 
objectivism (Bryman & Bell, 2011, p. 21).   
 
“Objectivism is an ontological position that asserts that social phenomena and their 
meanings have an existence that is independent of social actors. It implies that social 
phenomena and the categories that we use in everyday discourse have an existence that 
is independent or separate from actors.” (Bryman & Bell, 2011, p. 21) 
 
As constructionism, according to Bryman & Bell, is the perception of a reality that is 
under constant change from the actors within the social entities that surrounds us, one 
might think that the constructionistic point of reference suits a highly active financial 
market. Assets of different classes change owners constantly and each social actor is 
moving in his or hers, perceivably distinct, direction at any given time. However, we 
argue that the financial market is bigger than the social actors within it. It seems as if 
the market sometimes has “a life of its own”. Taking this parallel further makes us 
question whether individual social actors really do construct the outcome of elections 
that makes the whole market tremble, such as the outcome of the Brexit vote. The 
market thus, according to us, is a construct of the collective and not by individuals. This 
makes us question whether social actors construct the social entity, the market, to the 
extent that social actors might want to believe.    
 
The authors of this thesis, with regards to the chosen field of study, have an objectivistic 
view of the financial markets.  
            
4.5 Research approach 
 
The research approach for this thesis could have a deductive or inductive approach. 
With an inductive approach, the researcher starts to collect data or information. After 
collecting, the data gets analysed by the researcher, and the observations of the data 
result could be explained from existing theories or newly created theories. An inductive 
study begins with a specific approach when collecting data, but ends up in general with 
a wider approach when patterns and observations of data get explained by theories 
(Bryman & Bell, 2011, p.13) .  
 
Norman Blaikie (2000, p. 140) explains the deductive approach as follows; first state a 
hypothesis from existing theories and research, and then test the hypothesis and the 
theories behind it. This test could be through an empirical analysis of data. The 
deductive approach, unlike inductive, begins in a broad perspective but gets specific in 
the end, when observing the data and see if the patterns defending the hypothesis are 
correct. 
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Our research has a deductive approach, where we have developed a hypothesis from 
already existing theory and studies that has been done over the years in our chosen 
research area; fund performance with regards to sustainability criterias. We want to test 
our stated hypothesis with observations from our collection of data. In our research we 
will analyze data from mutual funds performance, in order to reject or confirm our 
hypothesis, and make conclusions of our data if there are any differences in risk 
adjusted performance between negative and mixed method screened portfolios.   
 
 
4.6 Type of study 
 
According to Saunders et. al. (2009, p. 67-70) and Blaikie (2004, p. 11-12) there are 
three primary types of studies: Descriptive, Exploratory and Explanatory. The type of 
study one choses to conduct also serves to answer in what way one answers the research 
question.  
 
When the topic is new and unexplored, researchers most often conducts an exploratory 
study to familiarise herself with the topic and thus open the lid for future research in the 
field (Blaikie, 2003, p. 11).  
 
According to Norman Blaikie (2003, p. 11) the descriptive type of study means that the 
researcher provides a detailed account or an exact measurement and reporting of 
characteristics of “some population, group or phenomenon, including establishing 
regularities” (Blaikie, 2003, p. 11). The explanatory study tries to “establish the 
elements, factors or mechanisms that are responsible for producing the state of or 
regularities in a social phenomenon” (Blaikie, 2003, p. 12).  
 
The authors of this study believe that the term descriptive study best captures our type 
of study. Reasons to our belief are primarily that we 1) Are going to test the 
characteristics of two populations, namely Mixed Method screened and Negatively 
screened sustainable fund portfolios, 2) Try to establish regularities by testing our 
results against hypotheses, and 3) find it highly implausible that we will be able to 
derive the “elements, factors or mechanisms that are responsible for producing the state 
of or regularities” (Blaikie, 2003, p.12) that could be found within the results of our 
studies, given the broad spectrum of possible reasons that produced the tested data. In 
short, we are going to be able to produce results that captures the characteristics and the 
regularities of the data tested, but we believe that our study is not going to be able to 
give a complete answer as to why these regularities occur the way they do. We hope to 
deliver parts of the answers through theoretical discussions linked to previous studies 
and financial theory, delivering the complete answer is however much too detailed for 
this thesis. According to Norman Blaikie, this process is described as being a bivariate 
descriptive analysis (N. Blaikie, 2003, p. 47). 
 
4.7 Research strategy 
 
Authors who studies methodological issues often differ between quantitative and 
qualitative research (Bryman, 2008, p. 39). According to Bryman (2008, p.39-40) the 
distinction between the strategies is important, in order to classify different methods and 
approaches. Layder (1993, p. 110) writes in New strategies in social research that the 
status of the distinction between the two strategies is questioned. Some authors claims 
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that the distinction between quantitative and qualitative is not useful, while some still 
claim it’s important for research with different approaches.  
 
Bryman (2008, p. 40) argues for that the differences go deeper than the author's choice 
of measurement of a study, and the usage of quantification or not. According to Bryman 
(2008, p. 40), the relationship between theory and research could be shaped within two 
explicit research strategies, that is consistent throughout the study. The most important 
attributes and biggest differences between quantitative and qualitative methods, is that 
the quantitative research is a strategy with a deductive angle and focuses of testing 
theories, and with an epistemology that’s mostly positivistic (Bryman, 2008, p.40). The 
qualitative research on the other hand have an inductive angle and creation of theories 
with interpretive point of view. (Bryman, 2008, p. 40) 
 
As we mentioned earlier, our research problem is to measure performance in terms of 
risk adjusted returns of two different types of portfolios. We will from an objective 
perspective analyze our quantified collected data, and use our knowledge in 
mathematics to measure our research problem. We therefore want to eliminate the 
hermeneutic perspective, subjectivity and the human approach from our research, as 
much as possible.  
 
4.8 Research design 
 
“A research design provides a framework for the collection and analysis of data. A 
choice of research design reflects decisions about the priority being given to a range of 
dimensions of the research process.” (Bryman & Bell, 2011, p. 40)  
 
According to Bryman & Bell (2011, p. 40 - 67), there are five main research designs; 
experimental-, cross-sectional-, longitudinal-, case-, and comparative design.  
 
The experimental design does not suit our research due to the inability to clearly and 
distinctly separate and manipulate different variables in the sample. The authors of this 
thesis does not believe that the comparative design captures the essence of the study 
either, mainly due to the very precise point in time that the data was collected from. 
Since the longitudinal design is best suited for mapping out changes in a business 
phenomena over time, the authors believe that the term is of no direct explanation of 
this thesis. However, we do believe that this thesis results will be usable in future 
studies with a longitudinal design.  
The applicability of a case design also falls short to fully describe the design used in 
this thesis (Bryman & Bell, 2011, p. 45 - 67). As described by Bryman & Bell (2011, p. 
59), a case design works best when researching a single person, a single event, a single 
organization or a single geographical area. Seeing how we, with the help of Morningstar 
Direct, have gathered our data at a single point in time we believe that the cross-
sectional design describes our research design the best. The fact that we do in fact 
compare both screening techniques and geographical constraints for equity funds may 
lead one to believe that the comparative design would suit our goals, but we still believe 
that the cross-sectional design is the most accurate way to describe our design. 
This thesis will use secondary data from Morningstar Direct as well as Thomson 
Reuters Datastream. The data collected from these sources will be used to conduct a 
multivariate regression analysis to test the hypotheses formulated from the research 
question, which is built on previous studies and, according to the authors, relevant 
theories.   
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4.9 Source Criticism 
  
The reliability of a study’s sources needs to be considered and reviewed by the authors. 
Ejvegård (2009, p.71-73) is listing four important factors to determine the credibility of 
the chosen sources: 
 

• Authenticity: Is the sources legitimate? 
• Independency: What is the value of a source? It is considered more 

advantageous to use primary sources than secondary sources as far as possible, 
especially the most important and fundamental information in a study. 

• Freshness: In general, it is better to use a newer source than an older one, 
because a newer source is more updated with newer findings than an older 
one.    

• Simultaneity: A source that is closer to a time event can be more consistent than 
one that is written after the event. A later written source may have forgotten 
details and understand an earlier event differently. 

  
Sustainable investment and the use of screening techniques regards to sustainability 
criteria’s, is a relative new phenomenon. It is under development and gets more 
attention in the financial industry as mentioned in the introductory chapter. The oldest 
study we are discussing in 3. Previous empirical research is S. Hamilton et. al’s study 
from 1993. This is one of the first studies made in the field of sustainability and 
investment performance. The time span of empirical research that the authors of this 
thesis are considering to be relevant to our study is from 1993 until today. This gives an 
interesting view of the development of the research area. Most of the earlier studies we 
are mentioning in 3. Previous empirical research, is made in the 21st century. The 
reason is because we argue for that the development of screening techniques regards to 
sustainability criteria’s, is more common and widespread in modern times and there is 
also a lack of empirical research before the 90’s. This is also in line with 
Ejvegård’s Freshness criteria, with newer and more updated findings. Most of the 
previous empirical research also covers the Simultaneity criteria, but Revelli & Viviani 
(2014) is an exception from that criteria. They made a Meta study that covers 85 studies 
and 190 experiments from 1984 until 2014. It could be considered a disadvantage from 
the perspective of Simultaneity, when Revelli & Viviani (2014) is summarizing studies 
and event that were made 30 years ago, and not from the same context and period. All 
literature has been carefully selected and peer-reviewed through Umeå University 
Library databases for empirical research. Therefore, the authors of this thesis believe 
that the chosen literature meets the requirement for the Authenticity criteria. 
  
Considering this thesis theoretical framework, it contains two old and well-known 
theories in finance, Modern Portfolio Theory and CAPM. Regarding these two theories, 
we have, as far as possible, tried to use the primary source. Harry Markowitz developed 
the Modern Portfolio Theory in 1952, and for this theory we are using the primary 
source. Thus, the Independency criterion is fulfilled regarding Modern Portfolio Theory. 
However, CAPM is defined in2.2 Capital Asset Pricing Model (CAPM) from a 
secondary source, a course literature book (Bodie et. al., 2010) which is used at the 
financial department at Umeå School of Business and Economics. This is a weakness of 
our study considering Ejvegård’s Indenpendency criteria. Despite the use of a secondary 
source, the authors of this thesis do not believe that the choice of the CAPM source has 
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an impact on our study, since the CAPM theory is well known and used in many 
financial courses and contexts. The freshness criterion could arguably be questioned 
regarding the Modern Portfolio theory and the CAPM theory. Due to the wide use 
within the financial field, and its applicability to our research question we believe that 
these theories are well suited to be used in this study, as discussed in sections 2.1 and 
2.2.   
  
5. Hypothesis 
 
In this section we will state our hypothesis that will lie as a base for answering our 
research question. We will also discuss why we have chosen to articulate our hypothesis 
the way we have as well as what lead us to formulate the hypothesis as presented below.  
 
The hypothesis testing is vital to the scientific approach of testing quantitative theories 
(Studenmund, 2006, p. 4). This statement is reinforced by Michael Barrow (1996, p. 
151) in his book Statistics for economics, accounting and business studies. Therefore 
we are using hypothesis tests in order to reach a statistically secured evaluation of the 
data tested.  
 
This study’s primary goal is to test if there is a statistically significant difference in risk 
adjusted returns depending on different sustainability screening techniques. We are 
going to use a null hypothesis that states that there is no difference in risk adjusted 
returns depending on screening technique, and an alternative hypothesis that states that 
there is a difference in risk adjusted returns depending on which sustainability screening 
technique the fund managers chooses to use.  
 
Derived from this train of thought and research goal we are going to test the following 
hypothesis: 
 
H0: The choice of negative screening versus mixed method screening techniques will not 
create different risk adjusted returns. 
 
HA: The choice of negative screening versus mixed method screening techniques will 
create different risk adjusted returns 
 
According to Studenmund, the null hypothesis should be a statement of the results that 
the researcher does not expect. The alternative hypothesis should be a statement of the 
results that the researcher does expect (Studenmund, 2006, p. 114).  
 
Other descriptions of how to state the null and alternative hypothesis of course exist. 
For example, the null hypothesis should be a statement that is assumed to be true 
(Barrow, 1996, p. 151). However, we are going to use the hypothesis statements as 
described above, with theoretical reinforcement from Studenmund as described above.   
 
Since we believe that there should be a difference in returns on the different funds given 
different levels of screening and exclusion from the investable universe, we have chosen 
the null hypothesis to state a scenario where the use of different screening techniques 
does not create statistically different returns. This belief stems from H. Markowitz 
Modern Portfolio Theory and the subsequent theory of an Efficient Frontier, as well as 
CAPM as described in section 2.1. In addition to the theories described, empirical 
research in the field also suggest that there should be a difference between the risk 
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adjusted returns of fund portfolios depending on the level of sustainability. Capelle-
Blancard & Monjon (2012), as described in section 3 Previous Empirical Research, 
found that the nature of the screening process is of utmost importance for the funds 
returns. Even though their study only covers French equity funds, we believe that it can 
be used as a guideline for the expected results from our study. 
 
     

6. Practical methodology 
 
In this section we will describe our sample population, how the sample and population 
relates to our research question as well as chosen methodology. The data collection and 
data usage will be described in detail, and potential sampling bias and sampling errors 
will be covered. Statistical analysis, control variables used, the hypothesis test and 
statistical errors as well as method criticism will also be covered in the subsequent 
sections. 
 
6.1 Population and sampling 
 
To describe and understand a population is the main goal with a study for every 
researcher. It’s often hard to observe a whole population, and therefore it will be 
practical in a study to choose samples from the population, that can describe the 
population’s behaviour. “The population is the total set of subjects of interest in a study. 
A sample is the subset of the population on which the study collects data” (Agresti & 
Finlay, 1997, p. 4).  
 
One important consideration in a quantitative research is the choice of population and 
sample size. Our thesis will investigate if different screening techniques produce 
different returns as a result of each funds screening process with regards to 
sustainability criteria’s. Therefore, our population could be seen as all the funds in the 
world using screening techniques with regards to sustainability criteria’s. From the 
population a selection of samples could describe the behaviour of the whole population 
(Blaikie, 2000, p. 198). The ideal setting would be if the sample is a perfect 
representation of the population's characteristics (Blaikie, 2000, p. 198). The population 
in this study is global and in a wide area. Knowing which population to study, the 
researcher needs to set a sampling frame, where all the sample units are organized 
(Sapsford & Jupp, 1996, p. 26).   
 
The authors of this thesis finds it difficult to make a Simple Random Sample in this 
study, which is a selection method where every sample in the population has the same 
probability to get selected for the research (Blaikie, 2000, p. 199). Instead of simple 
random sampling, this study have a big proportion of the population that has zero 
probability of getting selected, and therefore the method of selections in this study is 
seen as non-probability sampling (Blaikie, 2000, p. 204). The reason for why the 
authors of this thesis do not use a method with simple random sampling, is because 
there is no standardized initiative globally that compiles funds screening techniques 
with regards to sustainability criteria’s. We have therefore selected the website 
“Hållbarhetsprofilen” as our sampling frame, which is an initiative of the independent 
association Swesif, Swedish Sustainable Investment Forum. On “Hållbarhetsprofilen”, 
Swesif have listed equity funds with sustainability criteria’s which apply mixed method 
and negative screening techniques marketable in Sweden. All the samples in this study 
were selected from “Hållbarhetsprofilen” and it contains all the Swedish and Global 
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equity funds marketable in Sweden which uses screening techniques with regards to 
sustainability criteria’s. The downside with this method, is that the results of this study 
is not representative for the global population. Again, conducting this study using a 
simple random sample method would not be possible given the time constraints. Even 
though we used the portal “Hållbarhetsprofilen”, we still had to adjust and check every 
single fund in our sample by contacting each included fund company. The reason to this 
has to do with changes in each equity funds terms. As previously discussed, we had to 
change the duration for many of the equity funds covered in our sample. Some funds 
had changed their screening technique or screening intensity during the last five years, 
and in order for us to get a clean and true sample, we therefore had to discard values 
obtained during a time period in which some funds used different screening techniques 
or no screening techniques at all with regards to sustainability. Our hope is that this will 
not be an issue for future studies when the transparency regarding sustainability within 
the mutual funds industry, hopefully, have improved some years from now.    
 
The organisation Swesif, was founded in 2003 and have approximately 75 members, 
where most of the members are asset managers. Swesif’s purpose is to increase 
knowledge about sustainable investments both within- and outside of the fund industry 
(Swesif, 2017b). The idea of launching “Hållbarhetsprofilen” was to give the public 
investors comprehensible information about how mutual funds use sustainability 
criteria’s, and different ways and grades of using them in the investment process 
(Swesif, 2017b). The portal “Hållbarhetsprofilen” was launched in 2013 and 
approximately 50 mutual fund companies have registered their funds that use negative 
and positive screening as sustainability criteria’s (Swesif, 2017c). One advantage of 
using “Hållbarhetsprofilen” as our sampling frame is because, to the best of our 
knowledge, all the funds marketable in Sweden that belongs to this study’s population 
are represented at “Hållbarhetsprofilen”. Another benefit is the structure of the 
webpage. “Hållbarhetsprofilen” has developed a standardised information form, where 
fund companies can fill in themselves how they work with sustainability criteria’s and 
sustainability screening. The form is easy to understand and it describes a mutual funds 
work with three different areas; Positive Screening (inclusion), Negative Screening 
(exclusion) and Company Engagement. It would be difficult and ineffective (time cost) 
for us to collect and interpret this information by ourselves. The standardised 
information only focuses on the funds work with sustainability in their investment 
process, and it can be seen as a complement to the regular KIID (Key Investor 
Information Document). “Hållbarhetsprofilen” thus made it possible for the authors of 
this thesis to find and compare our population’s sustainability work during a reasonable 
period of time. Since fund companies fill in the form by themselves and publish the 
information at “Hållbarhetsprofilens” web page, also indicates that the information on 
“Hållbarhetsprofilen” is more reliable than if the data was gathered using second hand 
information.  
 
When we compared the number of funds on “Hållbarhetsprofilen” with the digital 
investments platform Avanza, there is no indication that “Hållbarhetsprofilen” is a non-
reliable source of samples. Avanza have on their fund trading platform, 132 Swedish 
and global equity funds with sustainability criteria’s. In our study we have collected 131 
sampling units from “Hållbarhetsprofilen”. The reason as to why the number of funds 
available on the Avanza platform and the number of funds used in our study differ has 
to do with the funds launch date. In our sample, all funds that were launched less than 
one year ago were rejected as a sample unit because those funds would not have enough 
data to be comparable to the rest of the sample. 
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We believe our sample frame corresponds, to the best of our knowledge, very well to all 
Swedish and Global equity funds marketable in Sweden, which uses Negative 
Screening or Mixed Method Screening techniques with regards to sustainability.  
 
In our sample (as illustrated in Table 1), 29 equity funds used a Mixed Method 
Screening technique out of the total sample frame of 131 equity funds. Equity funds 
using a Hard Negative Screen were 83 funds and 48 used a Soft Negative Screen. The 
sample consists of 76 equity funds with a global investment mandate, and the other 55 
equity funds had a Swedish investment mandate.  
 
Table 1 - Overview of screening techniques 

 Mixed 
Method 

Hard 
Negative 

Soft 
Negative 

Total 

- Global 24 51 25 76 

- 
Sweden 

5 32 23 55 

Total 29 83 48 131 

 

6.2 Data collection 
 
On “Hållbarhetsprofilen” there are 931 funds listed in total, ranging between equity 
funds, corporate bond funds and money market funds. Almost all different countries and 
regions are covered. When we collected the 131 funds from “Hållbarhetsprofilen” we 
manually checked the information on all the equity funds with either Global or Swedish 
investment mandates. As mentioned in section 6.1 Population and sampling, every fund 
company have published information in “Hållbarhetsprofilen’s” standardised way, 
which sustainability profile the fund is using in their investment process. We have 
reviewed the funds sustainability profile, and sorted the funds in the two categories 
Mixed Method (Negative and Positive Screen) and Negative screening. To be 
categorized as Mixed Method, we decided that the fund companies should fill out the 
following box:  

 Sustainability issues are key to the fund manager’s investment selection 

This alternative is for funds that have specific and communicated criteria for the 
inclusion of companies based on their proactive work and good results regarding 
environmental, social and business ethical issues. The sustainability analysis has a 
considerable impact on the fund’s investments. This refers both to fundamental and 
quant-based strategies with sustainability as a starting point.  
(Swesif, 2017a) 

Thus, Mixed Method Screening is a strategy where the company's ESG-work are key 
issues for the funds investment selection. In this way, there will be a clear difference 
between Mixed Method and Negative Screening where fund manager excludes certain 
sectors. Regarding the Negative Screening category, we decided to divide the category 
into two subgroups: Hard Negative Screening and Soft Negative Screening. This 
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categorization gives the study more homogeneous groups and categories, and the result 
of this study can describe more than possible differences between Mixed Method and 
Negative Screening. With this categorization differences between the Hard Negative 
Screen and Soft Negative Screen groups will be discoverable.  
With the samples of funds compiled and categorized, the next step in our method was to 
collect historical data of our samples. Morningstar, the world's biggest provider of 
objective information and data of the mutual fund market is the source of this study’s 
data. Morningstar describe themselves on their webpage: “The company offers an 
extensive line of products and services for individual investors, financial advisors, asset 
managers, retirement plan providers and sponsors, and institutional investors in the 
private capital markets” (Morningstar, 2017a).  
 
We collected our data through the swedish mutual fund company Länsförsäkringar 
Fondförvaltning, which uses Morningstar’s professional system, Morningstar Direct. 
Thus, our research is based on secondary data, which Bryman & Bell (2011, p. 313) 
explains as data collection of already existing data from another part than the 
researcher. The opposite of secondary analysis, is primary analysis, where the 
researcher collects and creates the data through surveys, interviews, measurements and 
experiments (Bryman & Bell, 2011, p. 314).  
 
We believe the data gathered through Morningstar is of high quality and reliable 
because Morningstar is an independent world leading fund information organization. In 
addition to this, Morningstar are transparent with how the data is calculated and at 
which point in time the calculations are made. Morningstar Directs platform enables the 
user to choose from various variables when constructing a dataset (Morningstar, 2017b). 
The dataset used in this study was created in Morningstar Direct, and was retrieved on 
the 31st of January 2017. The dataset contains the following variables: 
 

1. Total- and annualized return 
2. Standard Deviation 
3. Beta 
4. Sharpe Ratio 
5. Treynor Ratio 
6. Jensen´s Alpha 
7. Fund Size (Assets Under Management) 

 
6.3 Data usage 
 
In addition to what has been brought forward in previous sections, the data was 
complemented with further details from each fund company. The complementary data 
needed was primarily of the kind such as, “For how long have you (the fund company) 
used this screening technique for Fund X or Fund Y” with a control question formulated 
as “If the, by the authors, stated screening technique regarding Fund X or Fund Y is 
incorrect, please do inform us and correct us”. These questions were sent to each fund 
company that had funds that were going to be a part of the sample to control for the 
accuracy and reliability of the dataset used in our study. We had zero non-responders.  
 
As we dwelled deeper into the data, our initial preconception of positively and 
negatively screened mutual funds came to be questioned. What we realised was that no 
single fund company in the sample used an exclusively positive screening technique, 
but instead used a positive screen on top of the initial negative excluding screen. This 
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lead us to further tamper with the data, as we had to rename the former category of 
positively screened funds as Mixed Method Screening funds.  
 
A further distinction within the negative screened population had to be made as well. 
This modification had to do with the underlying screening criteria’s, where some funds 
only used a negative screen to exclude companies affiliated with cluster munitions, anti-
personnel mines and some conventional weapons, as described in section 1.1.2 Different 
Screening Techniques. Due to the fact that many fund companies used a far more 
comprehensive screen against industries such as tobacco, pornography, gambling, fossil 
fuels etc. we decided to divide the negatively screened population into two different 
categories; Soft Negative Screen and Hard Negative Screen, where the soft negative 
category encompassed the funds which only screened to exclude the industries cluster 
munitions, anti-personnel mines and some conventional weapons. The hard negative 
screening segment were all funds which had a more extensive screening technique than 
those described as having a soft negative screening technique, i.e. those funds that 
excluded more industries than cluster munitions, anti-personnel mines and some 
conventional weapons.    
 
After the data had been modified for the above mentioned reasons, further modification 
had to be done in order for us to test the variables in the data analysis and statistical 
software Stata 12. Such modifications had to do with numerically ordering the data, for 
example changing columns with inputs such as yes/no into zeros or ones (0/1).  
 
Using Stata 12 we conducted multivariate regression analysis. We made tests using the 
Annualized Returns as dependent variable, with independent variables being Fund Size 
(MSEK), Positive Screening, Hard Screening, Risk (using Standard Deviation as risk 
measure on a first run, using Beta as a risk measure on a second run). This model was 
tested for one year, three years, and five years annualized returns with data gathered on 
the 31st of January 2017. A total of six runs for these models were made.  
 
A second set of runs in Stata 12 was made testing for Jensen's Alpha, Treynor Ratio and 
Sharpe Ratios for one, three and five years intervals. Holding one of these ratios as 
dependent variable, we used Positive Screening, Hard Screening and Fund Size as 
independent variables. All these variables were also for the relevant time periods of one, 
three or five years with data retrieved on the 31st of January 2017. This made the total 
number of runs for these three variables totalling to nine runs.  
 
Apart from regression analysis, the authors of this thesis has also conducted less 
statistically rooted tests for average returns within each sector (Total (Overall), Hard 
Negative Screening, Soft Negative Screening and Mixed Method Screening), where we 
simply divided the total return of each sector with the number of observations within 
each sector to get an average annualized return for one year, two years, three years and 
five years. Together with a similar approach, the authors of this thesis also tested the 
average standard deviations of the different fund portfolios for one, three and five years. 
The reason for doing these tests was to find perceived anomalies within each tested 
sector. Although the scientific levels of these tests are very low, they still depict the key 
measures used by many investors before investing in a certain fund. This sentence may 
have to be seen from an out of the academic world perspective: According to Barrow 
(1996, p. 23), people who look at funds to invest in more often only look at the historic 
total return or the annualized returns. Some may also look at the standard deviations as 
a means to understand the inherent risk of the investment.   
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6.4 Sampling bias and sampling errors 
 
Sampling bias could be described as when samples are collected incorrectly and 
therefore do not represent the true distribution of the population (Blaikie, 2000, p. 206).  
One possible sampling bias is that some of the funds in our dataset could have changed 
their sustainability criteria’s during the time period that we are testing; 1, 3 and 5 years. 
For example the fund; Cliens Sverige Fokus, changed their sustainability criteria three 
years ago (2014), from using a soft negative screen to hard negative screen. Cliens 
Sverige Fokus extended their sustainability criterias, i.e. they decided to exclude more 
sectors from their investable universe. We need to take changed sustainability criteria’s 
into account in our study, and adjust the data during our time period we are testing. In 
this example with Cliens Sverige Fokus, if we are not aware about possible changes 
over time, or do not adjust for their changed criteria, then we have samples of a study 
that is not representative for the category. Cliens Sverige Fokus is one example of the 
current changes in the fund industry and the new expanded focus on sustainable and 
responsible investments that we had to take into account and sometimes adjust for in 
our dataset. To avoid sampling bias due to changed sustainability criteria, we have 
contacted all the fund companies that are represented in our study. Either by email or 
phone the fund companies have confirmed how long they have applied their current 
sustainability criteria. In this study we had zero non-responders which anchors our 
belief that the tested samples in this study are collected correctly. The e-mail template 
used can be found in the Appendix under Template A3.  
 
A study could have Sampling errors, which occurs when a researcher fails to collect 
sampling units that are representative for the entire population (Agresti & Finlay, 1997, 
p. 18). As mentioned in section 6.1 Population and Sampling, this study’s sampling 
method does not represent the whole population of equity funds which use some form 
of screening technique with regards to sustainability criteria’s. Even if the authors of 
this thesis believe that a Global equity fund managed in Sweden would share 
characteristics to a Global equity fund managed in, for example, Germany, we cannot 
simply assume that our beliefs are true. This study therefore has inherent sampling 
errors, since the whole population is not represented in our sample.  
 
Every study should mention and discuss potential measurement errors that affect the 
study, in which way that the obtained results differs from the true values of the 
population. Another thing for researchers to consider is the validity of the study, which 
is defined as; if the measurement actually measures what the researcher wants to 
measure (Dahmström, 2005, p. 334). Regarding our samples distribution between equity 
funds using a Negative Screening Technique and Mixed Method Technique. The perfect 
scenario would be if the two groups were of equal size, so that there were 100 equity 
funds using Negative Screening and 100 funds that used the Mixed Method Technique. 
However, the two categories within our sample are not equally distributed. We have an 
under-representation of Mixed Method Screening funds compared to funds using a 
Negative Screen. 102 negatively screened funds versus 29 Mixed Method Screened 
funds. The reason for this is that Mixed Screening Techniques are used less frequently 
compared to Negative Screening Techniques (See Figure 1, chapter 1: Eurosif SRI 
Study 2016). As the sample size decreases the possible skewness of the sample 
distribution increases. For our study, this means that the Mixed Method Screen category 
has higher standard deviation around the mean, compared to the results found in the 
Negative Screening sector (Moore et. al., 2011, p. 269).  
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6.5 Statistical analysis 
 
6.5.1 Regression analysis 
 
We have tested our sample using a multivariate regression model in Stata 12. According 
to Studenmund, a multivariate regression analysis is preferable when testing economic 
situations where many variables can move independently of each other (Studenmund, 
2006, p. 14).  
 
One of the first things we did was to test our sample for heteroskedasticity using the 
Breusch-Pagan / Cook-Weisberg Chi Squared test in Stata 12. The reason for 
conducting a Chi squared test for heteroskedasticity was to decide on how the sample 
and the multivariate regression analysis were going to be tested (Watson, 2010, p. 156). 
When conducting the Chi Squared test in Stata 12, we found the sample to be 
heteroskedastic. To control for this we had to make the standard errors in the 
multivariate regression analysis robust to offset the effect the standard errors otherwise 
would have on our calculated values (Watson, 2010, p. 158). This was done using the 
vce (robust) command in Stata 12. “By specifying vce (robust), one may forgo model-
based variance estimates in favour of the more model-agnostic “robust” variances. 
Robust variances give accurate assessments of the sample-to-sample variability of the 
parameter estimates even when the model is misspecified. The robust variance comes 
under various names and within Stata is known as the Huber/White/sandwich estimate 
of variance.” (Stata, 2017) 
 
In the multivariate regression analysis we used Total Return 1 year, and Annualized 
Returns 3 and 5 years, as dependent variable and Fund Size, Mixed Method Screening, 
Hard Negative Screening, and Standard Deviation as independent variables (1, 3 or 5 
years). The independent variable to adjust for risk was changed between Standard 
Deviation and Beta to adjust for risk using different independent variables in our 
regression analysis. Standard Deviation is the square root of the variance and measures 
the dispersion of the sample distribution (Studenmund, 2006, p. 104; Barrow, 1996, p. 
23). For our study, the standard deviation found in each fund portfolio describes the 
accumulated movements around the mean of each company stock found within the fund 
portfolio, and thus depicts the volatility of the company stocks found within each 
portfolio (Barrow, 1996, p. 22). The Beta measure was used to adjust the portfolio 
performance for market risk. High average betas for a portfolio would suggest that the 
fund manager has companies in his/hers portfolio that are sensitive to changes in the 
market portfolio (Verbeek, 2008, p. 39). 
 
 

                                         𝛽! =
!"# (!!",!!")

!(!!")
                 (6.1)	

  
 
Equation 6.1 shows that the factor of Beta indicates that the asset j is dependent on the 
covariance of (Rjt) with the return of the market portfolio (Rmt), divided by the return 
of the market portfolio (Rmt) (Verbeek, 2008, p. 39).  
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a. The first run in Stata 12 would thus have the following characteristics: 
Dependent variable: Total Return 1 year 
Independent variables: Fund Size, Mixed Method Screening, Hard Negative 
Screening, and Standard Deviation 1 year. 

 
b.   The second run would have the following characteristics: 

Dependent variable: Total Return 1 year 
Independent variables: Fund Size, Mixed Method Screening, Hard Negative 
Screening, and Beta 1 year.  

 
To test all five years for which this study covers the returns, we conducted the two runs 
in Stata 12 as described above and changed the dependent variable from Total Return 1 
year, to 3 years and 5 years. The Independent Variable Standard Deviation and Beta 
was changed in the same manner to cover the time intervals tested, starting at Standard 
Deviation 1 year, ending at Standard Deviation 5 years. The same was done for the risk 
measure Beta.  
 
We used confidence intervals as a measure to reject or not reject our null hypothesis, 
and a confidence interval can be explained as an interval of all values for X for which 
the null hypothesis that X = X0  is not rejected by the t-tests (Verbeek, 2008, p. 25). 
 
The confidence level for all our conducted regression analysis has been set to 95%. This 
is to be viewed as common practice (Moore et. al., 2011, p. 338). In extension, using a 
lower or higher confidence level (for example, 90%, 99% or 99,9%) is also connected to 
the occurrence of Type 1 and Type 2 errors. An extremely low confidence level 
increases the probability of a Type 2 error (Studenmund, 2006, p. 126). Just as Moore et 
al, Studenmund and Verbeek recommends using a 95% confidence level (Studenmund, 
2006, p. 126 ; Verbeek, 2008, p. 24).  
 
T-tests were conducted using Stata 12, where the desired confidence level of 95% gave 
us T-values of above +1.96 or below -1.96 in order to either reject or not reject our null 
hypothesis (Verbeek, 2008, p. 24).  
 

6.5.2 Control variables 
 
The authors of this thesis have chosen to use Fund Size as independent control variable 
in all regression analysis conducted. We have conducted multivariate regression 
analysis, meaning we have used more than one independent variable (Studenmund, 
2006, p. 14). The control variable should be of importance to the subject tested, but not 
be the reason of the test (Djurfeldt et al, 2010, p. 269).  
 
Previous studies, such as that by Chen et al. have found results that suggest that larger 
funds (more assets under management) tend to underperform smaller funds (Chen et al., 
2004, p. 1300). This has to do with larger funds inability to invest larger sums in 
smaller company stocks, thus failing to reach liquidity requirements, according to the 
authors. We want to test for fund size in our regression analysis because we believe it to 
be of importance, without being a variable of particular interest for this study.  
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6.5.3 Hypothesis test 
 
As described in section 5 “Hypothesis”, the data gathered was tested by stating a 
hypothesis. This section will describe which parameters in the multivariate regression 
analysis were chosen to describe the characteristics of our data and why we have chosen 
those parameters.  
 
First of all, a statistical hypothesis test is carried out in order to see if the observed 
relationship is found due to pure chance or if there is a statistical relationship (Djurfeldt 
et al., 2003, p. 183).   
 
As discussed in section 6.5.1 “Regression Analysis”, our chosen confidence interval was 
set to 95%. The t-test was used to control and check for significance of the different 
independent variables in our regression analysis. Using the t-test in hypothesis testing is 
standard practice in econometrics (Studenmund, 2006, p. 121). Since we are testing one 
hypothesis, and not multiple hypotheses simultaneously, the T-test would be preferable 
over the F-test (Studenmund, 2006, p. 121).  
 
Having the confidence interval set to 95%, the T-test would have to correspond to either 
positive 1,96 or above, or negative 1,96 or below to be considered significant. The level 
1,96 is found in the table of normal distribution to correspond to a confidence level of 
95%. 
 
In this study, the primary tests are concerned with the return given different measures of 
risk. We have chosen to use Standard Deviation and Beta as risk measures, given that 
they are the most common measures of risk for fund portfolios (Morningstar, 2017). 
Thus, the hypothesis tests are primarily concerned of the results obtained in the 
multivariate regressions for the dependent variables Return (Risk: Standard Deviation) 
and Return (Risk: Beta) for the intervals of one, three and five years.  
 
All tests were conducted using the statistical analysis software Stata 12.  
 
6.6 Statistical Errors 
 
When conducting a hypothesis test, two primary errors may occur. Those errors are 
referred to as Type I and Type II errors (Djurfeldt et. al., 2003, p. 192). 
 
A Type I error occurs when the null hypothesis is rejected when in fact it is true, and a 
Type II error occurs when the researchers does not reject the null hypothesis when it is 
in fact false (Barrow, 1996, p. 152). Using a total sample decreases the risk of making a 
Type I error since the risk of random deviations in the sample is limited as much as 
possible. Another way to limit the occurrence of a Type I error is choosing a low level 
of significance (Djurfeldt et al., 2003, p. 186). However, decreasing the risk of making a 
Type I error by lowering the level of significance also increases the probability of 
making a Type II error (Djurfeldt et al, 2003, p. 192).  
 
We are aware of the issues facing this study’s results in relation to making a Type I 
error. Even if our results were to indicate a significant difference in the risk adjusted 
returns observed in our sample of equity funds, this may prove to not hold if testing the 
same effect on a random sample taken from the entire population. Thus, we are unable 
to draw generalizable conclusions about the characteristics of the entire population of 
equity funds that use some form of screening technique with regards to sustainability 
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criteria’s. Our hope is that the legislation and transparency within the mutual funds 
population will improve during the coming years, and that a census study or a simple 
random sample study of the entire population will be possible to conduct in the not too 
distant future.  
 
What we can say is that our findings are robust and reliable for the type of funds tested 
and found in our sample, i.e. Swedish equity funds with either a Swedish or Global 
investment mandate, which are licensed to be marketable on the Swedish mutual funds 
market. As previously discussed, one might argue that Global equity funds which uses 
sustainability screening techniques found elsewhere would share characteristics to its 
Swedish counterparts to a large extent, and that the results found in this study therefore 
could be generalizable. However, such argumentation would merely be speculations and 
beliefs before being put to the test. The reason as to why we press this issue over and 
over again is because we want to make it very clear for the reader that this study has its 
flaws, and that legislation and transparency is a pressing concern within the mutual 
funds industry if we wish to accelerate the sustainability work within this field.  
 
Concerning the level of significance used in our hypothesis tests, we firmly believe that 
a significance level of 5% is the golden middle road. Using a significance level of 1% 
would increase the risk of making a Type II error, whilst using a significance level of 
10% would increase the risk of making a type I error. Setting a significance level of 5% 
implies that we are willing to accept a 5% probability of rejecting the null hypothesis 
when it is in fact true (Barrow, 1996, p. 153).  
 
Linking back to section 6.5.1 “Regression Analysis”, we also believe that using a 
significance level of 5% decreases the risk of readers misinterpreting our results by 
using a significance level that is considered to be common practice within this field of 
study (Moore et al, 2011, p. 338). 
 
In addition to the Type I and Type II errors, when using a regression analysis, the 
researcher has to be aware of how the sample is distributed. This can be viewed as 
either having a homoskedastic or heteroskedastic distribution of the sample. 
Heteroscedastic samples have a tendency to show larger and larger variations around 
the mean as a function of, for this sample, time. This has the effect of manipulating the 
standard error from which the, in this study, observed t-value is calculated and thus 
skew the results of the regression analysis (Watson, 2010, p. 158b). As described in 
section 6.5.1 “Regression Analysis”, we did find heteroskedasticity using the Breusch-
Pagan / Cook-Weisberg chi squared test, which was countered using a robust measure 
command (vce (robust)) when conducting the regression analysis in Stata 12.   
 
With all this in mind, we are aware of the risks that are associated with interpreting 
results obtained when conducting hypothesis tests.  
 
6.7 Method criticism 
 
Bryman & Bell (2011, p. 320-322) writes about criticism against the methodology of 
using secondary data, and one disadvantage is the knowledge about the dataset seeing 
how it takes time and effort to understand the collected data. When the researcher 
collects secondary data the quality of the data is questionable. Since the dataset is not 
made by ourselves, we haven't been able to control the process of constructing the 
dataset. The dataset in this thesis is also indirectly collected from a third party 
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(Länsförsäkringar Fondförvaltning), which in turn have collected the data from 
Morningstar Direct. Thus, the data is not collected by ourselves, and therefore the 
authors of this thesis cannot be one hundred percent sure that the dataset is completely 
correct. Länsförsäkringar Fondförvaltning have three funds represented in our samples 
and could therefore be considered as biased. We have controlled Länsförsäkringar 
Fondförvaltning’s three funds more carefully and compared the variables in our 
collected data using Thomson Reuters Datastream. 
 
The authors of this thesis have also controlled the procedure of Morningstar’s 
calculations in our received dataset. Through Länsförsäkringar Fondförvaltning, the 
authors got access to Morningstar Direct and checked which formulas Morningstar used 
in their calculations of our collected variables. The time cost for us would be too high to 
control every single value in the dataset, but we have taken random samples from the 
dataset and compared it to Thomson Reuters Datastream, just to verify its authenticity. 
Our controls did not find any differences between the data from Morningstar Direct and 
Thomson Reuters Datastream We believe that Morningstar Direct is a credible source of 
data, since the company is an independent and world leading organization in the fund 
industry.  
 
Given that this is a quantitative study, the authors argue that we have an objective 
approach and are free from values that can affect our results. But it’s important to 
remember that this study’s result come from our usage, observation and interpretation of 
the data, which could be affected by the human factor. To the best of our ability, 
throughout the process we have both made the collecting, interpretation and calculation 
of the data together. Our purpose of having a duality in every step of the process is to 
avoid mistakes and reduce the human factor influence of this study's results.  
 
In a quantitative study, the optimal scenario would be to have, for example, 200 samples 
equally distributed, 100 in category A and 100 in category B, since this would give 
results that are close to being the same deviations around the mean of the population 
(Moore et. al., 2011, p. 269). In this study, having an equal number of observations in 
each group is not possible because one of our categories (Mixed Method) is more 
unusual than the other (Negative Screen) and therefore our two different categories of 
screening techniques is not equal in number of funds. 131 equity funds in total, but only 
29 equity funds used a Mixed Method Screening technique. This is a disadvantage of 
our chosen method for this study. You could argue that this study could have been made 
in a wider perspective, with e.g. more global funds marketable in other countries or also 
include Asian equity funds marketable in Sweden. The problem with including, for 
example, Asian Equity funds marketable in Sweden, is that they are very few in number 
and none of them are using a Mixed Method screening technique, so the Asian market 
would not have brought any value to our study. If this study also would include global 
equity funds marketable in countries outside of Sweden, the funds would not be listed at 
“Hållbarhetsprofilen”, because it is a comparison site within the Swedish fund market. 
The difficulty with funds not listed at “Hållbarhetsprofilen” is the standardization. As 
mentioned earlier in section 6.1 Population and Sampling, “Hållbarhetsprofilen” have a 
good comparative layout and it is easy to compare different funds screening technique. 
Without “Hållbarhetsprofilen”, we would find it difficult to categorize funds screening 
techniques regarding sustainability criteria’s, using only funds KIID:s. The reason is 
because the extent of the information about funds screening techniques is not 
standardized in KIID’s.  
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Since we wish to test if there is a difference in risk adjusted returns given different 
sustainability screening techniques, and at the same time test if there is a difference 
between different investable universes (Swedish mandate versus Global mandate), we 
believe that our chosen dataset is sufficient to draw conclusions from. 
  
Regarding the positively screened funds, which in this study are labelled Mixed Method 
funds, even though “Hållbarhetsprofilen” have created a standardization of the funds 
sustainability work, it is difficult to create an equal standard for positive screening.  It is 
easier for fund managers to report which sectors they are excluding in the investment 
process, because it is in their investment guidelines for the fund. Positive screening 
shows a higher grade of uncertainty. In Eurosif:s SRI study from 2016 (2016, p. 50), 
they highlight the difficulty for an outsider to understand and measure to which extent a 
fund have integrated ESG as a factor when investing in companies. It could be 
problematic to compare different positively screened funds due to the uncertainty of the 
extent of positive screening. In addition, the different investing procedures when fund 
managers consider ESG factors in their investment process also varies. For example, do 
the fund manager of a positively screened equity fund choose to use only the highest 
ranking ESG-companies or does he choose to include a mixture of the top five, ten, 
twenty best ESG-companies? Those are the kind of questions associated with positive 
screening techniques that remains hard to find the answer to due to the lack of 
standardization. Therefore, “Hållbarhetsprofilen” could be considered as a too simple 
standardization of a very complex process when to assess and measure funds procedure 
on how they include companies’ sustainability issues.      
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7. Results  
 
In this section we will go through the results found during our research. Overall 
characteristics, average performance and finally regression analysis of the samples will 
hopefully give an accurate and overall picture of how different screening techniques, 
with regards to sustainability criteria’s, affects the performance of fund portfolios (for 
equity funds with a Swedish or Global mandate, marketable in Sweden).  
 
In this section we will also, with our results from the multivariate regression analysis, 
confirm or reject our null hypothesis. All statistical tests are made with the significance 
level of 5 %.  
 
The time periods tested are one, three and five years. Since the data was retrieved on the 
31st of January 2017, “year one” corresponds to, for example, Annualized Returns from 
the 31st of January 2016 to the 31st of January 2017. “Year three” or “Three year” 
results are consequently from the 2014-01-31 to 2017-01-31. “Year five” or “Five year” 
results are from 2012-01-31 to 2017-01-31.  
 
7.1 Descriptive statistics 
 
Our sample consist of 131 equity funds with a Swedish or Global investment mandate, 
all of which have to be marketable in Sweden, with the approval of the Swedish 
financial supervisory authority Finansinspektionen. In our sample, out of the 131 equity 
funds, 29 equity funds used a Mixed Method Screening technique. Equity funds out of 
the sample that used Hard Negative Screening criteria’s were in total 83 out of 131. The 
sample consisted of 76 equity funds with a global investment mandate, and the other 55 
equity funds had a Swedish investment mandate.  
 
Below we present the average observations found in our sample. (+) Indicates highest 
values for the tested variable and (-) indicates lowest values for the tested variable. 
 
We believe that it is important to point out, once again, that these findings should not be 
taken as general conclusions about all equity funds that has some form of sustainability 
criteria’s or which deploy some form of sustainability screening in their investment 
process. However, we do believe that our findings will represent the characteristics of 
our sample very well given our re-tests, alterations of the sample after contacts with 
each represented fund company, and the overall duality scrutiny conducted during the 
testing of our samples and alterations of the sample data.  
 

7.1.1 Average Annualized Returns 
 
On average for the variable total annualized return, the Mixed Method Screening 
technique group performed worse than Soft Negative Screen and Hard Negative Screen 
when tested for two, three and five years. One years return for the Mixed Method group 
was worse than Soft Negative Screen, and just marginally better than the average one 
year return of the Hard Negative Screen group. The Soft Negative Screen group 
performed best on all years covered.  
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The average annualized returns, expressed in percentage return, of the sample are 
presented below:   
 
Table 7.1.1 

Annualized returns % 1 Year 2 Year 3 Year 5 Year 

Avg. 19,96 7,55 13,89 13,7 

Avg. Hard Screen 18,26 6,72 12,82 13,64 

Avg. Soft Screen 23,02 8,59 14,56 13,77 

Avg. Positive Screen 18,66 5,14 12,55 12,89 

 

7.1.2 Average Standard Deviation 
 
Regarding Standard Deviation, which ”for a mutual fund, depicts how widely the 
returns varied over a given period of time” (Morningstar, 2017) the Mixed Method 
group generated lower values than the Soft and Hard Screen groups, which in the 
context of this study means that the returns of the equity funds found in the Mixed 
Method group varied less than the returns found in the Soft Negative and Hard Negative 
Screened groups.  
 
The average standard deviation, expressed in percentage, found in the sample are 
presented below:  
 
Table 7.1.2 

Standard Deviation 1 Year 3 Year 5 Year 
Avg. 10,03 13,91 12,68 
Avg. Hard Screen 9,19 13,37 12,03 
Avg. Soft Screen 11,37 14,65 13,48 
Avg. Positive Screen 8,7 12,86 11,43 

 

7.1.3 Average Beta 
 
The Beta values were on average lower in the group Soft Negative Screen, where the 
Hard Negative Screen funds and Mixed Method funds performed almost identically 
with slightly higher Beta values for the Mixed Method group for results obtained on the 
one year timespan. In the context of this study, the Beta value is used to measure the 
systematic risk of the portfolios, i.e. their tendency to move with or against a relevant 
benchmark index. However, the Beta values obtained, on average, in this study were all 
between 0,95 - 1,10, which are all normal values (Morningstar, 2017).  
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The average Beta values found in the sample are presented below: 
 
Table 7.1.3 

Beta 1 Year 3 Year 5 Year 
Avg. 1,104 0,97 0,99 
Avg. Hard Screen 1,105 0,98 0,99875 
Avg. Soft Screen 1,102 0,96 0,98 
Avg Mixed screen 1,14 0,97 0,99875 

 
 
7.1.4 Average Assets Under Management (AUM) 
 
According to earlier studies, the fund size, expressed as Assets Under Management, 
could have a negative effect of the fund portfolios performance. This negative 
correlation between fund size and return is believed to stem from the inability to easily 
move in and out of investment positions due to less liquidity (Chen et al., 2004, p. 
1300b). In plain English, if Stock A is relatively illiquid (there is not a lot of trading 
going on), it would be harder to move a large lump of money from a position in Stock A 
to another position than moving a large sum of money from the very liquid Stock B 
(where there is a lot of trading going on). The problem is, according to Chen et al (2004, 
p. 1301), that the smaller company stocks are both less liquid but at the same time offer 
higher returns. This in turn makes it harder for larger funds to generate higher returns 
compared to if he would have invested in smaller, less liquid company stocks, if the 
fund managers are concerned with liquidity of their portfolios and at the same time does 
not wish to hold an excess number of stocks in their current portfolio (Appendix 1, 
Carnegie Småbolagsindex vs. OMXS30). What we found is that the Mixed Method 
group, on average, were one third the size of the funds found in the Soft Negative 
Screen group, but still generated lower risk adjusted returns.  
 
The average Assets Under Management (Fund Size), expressed in millions SEK, are 
presented below: 
 
Table 7.1.4 

AUM MSEK 

Avg. 7 493 

Avg. Hard Screen 6 553 

Avg. Soft Screen 9 600 

Avg. Mixed Screen 3 218 
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7.1.5 Average Jensen’s Alpha values 
 
The average Jensen´s Alpha values found in our sample proved to be, once again, in 
favour of the Soft Negative Screen group with the Mixed Method group drawing the 
short straw again. “Alpha is calculated by taking the excess average monthly return of 
the investment over the risk free rate and subtracting beta times the excess average 
monthly return of the benchmark over the risk free rate” (Morningstar, 2017). For 
example, the Soft Negative Screen group, on average, generated an Alpha of 1,30 over 
the three years time span, whilst the Mixed Method group generated a three years 
annualized Alpha of negative 1,58.  
 
The average Jensen´s Alpha values are presented below:  
 
Table 7.1.5 

Alpha 1 Year 3 Year 5 Year 
Avg −1,55 0,39 −0,14 
Avg. Hard Screen −2,40 −0,42 −0,57 
Avg. Soft Screen −0,05 1,3 0,3 
Avg. Mixed Screen −2,58 −1,58 −1,10 

 
 

7.1.6 Average Treynor Ratios 
 
The Treynor Ratio gives the excess return per unit of risk, using Beta as a risk measure 
(Bodie et. al., 2010, p. 822). In our sample, the average Treynor ratios gave similar 
results for the five year period comparing Hard Negative and Soft Negative Screen, 
with a slight edge towards the Soft Negative Screen group. However, the Mixed 
Method group underperformed both the Soft Negative and the Hard Negative Screened 
groups on one year, three years and five years.  
 
The average Treynor Ratios are presented below: 
 
Table 7.1.6 

Treynor 1 Year 3 Year 5 Year 
Avg. 17,64 9,2 11,24 
Avg. Hard Screen 16 7,73 11,32 
Avg. Soft Screen 20,59 10,84 11,73 
Avg. Mixed Screen 14,99 6,15 9,9 

 
 

7.1.7 Average Sharpe Ratios 
 
The Sharpe Ratio is similar to the Treynor Ratio, but instead uses Standard Deviation as 
a risk measure and excess returns. It measures the volatility-return trade-off (Bodie et. 
al., 2010, p. 822). On average, we found similar results and rankings when we tested the 
average Sharpe ratios, as to when we tested the Treynor Ratios and Alpha values: The 
Soft Negative Screen group performed the best, Mixed Method performed the worst, 
and Hard Negative Screen was found in the middle of the two.   
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The average Sharpe Ratios are presented below: 
 
Table 7.1.7 
Sharpe 1 Year 3 Year 5 Year 
Avg. 1,68 0,67 0,85 
Avg. Hard Screen 1,63 0,58 0,82 
Avg. Soft screen 1,76 0,76 0,88 
Avg. Mixed Screen 1,628 0,5 0,79 

 
As depicted in the sections above, Mixed Method screening techniques have, on 
average, performed worse than the two other screening techniques; Hard Screen and 
Soft Screen, on all tests except Standard Deviation where the Mixed Method group on 
average performed better (i.e. had lower standard deviation) than Soft Negative and 
Hard Negative Screen. 
 
 
7.2 Results from the Multivariate Regression Analysis and Hypothesis 
tests 
 
In Table 7.2.1, Table 7.2.2 and Table 7.2.3 we have divided the results into three main 
categories; Total, Global and Sweden. The category Total is the overall results found 
when combining the two categories Global and Sweden, and the categories Global and 
Sweden are equity funds marketable in Sweden with either a global or a Swedish 
investment mandate separately. As discussed in section 6.5.1 Regression Analysis we 
have chosen to limit our research to only cover results found within the five percent 
significance. This is mainly due to minimizing the occurrence of Type I and Type II 
errors, as well as five percent being common practice in hypothesis testing within social 
sciences and business and economics (Studenmund, 2006, p. 126 ; Verbeek, 2008, p. 
24).  
 
The terms used in Table 7.2.1, Table 7.2.2 and Table 7.2.3 are as follows: In the left 
column we have the dependent variables, as well as geographical/group indicators. The 
top column indicates the level of significance (5%) and for which years the analysis 
covers (1 to 5). The rest of the columns indicate the independent variables that had a 
positive or negative statistically proven contribution to the dependent variable. Mixed 
indicates the Mixed Method Screening technique, Size denotes the independent variable 
Fund Size (Assets Under Management), Hard denotes the independent variable Hard 
Negative Screening technique. 
 
7.2.1 Total (Overall) regression analysis and hypothesis test results  
 
Year 1: Starting with the Total (overall) outcome of our regression analysis; For year 
one we found that the Hard Negative Screen has a negative contribution to the return 
when using Beta as a risk measure. This was also anchored by the fact that the Hard 
Negative Screen had a negative effect on the Treynor Ratio, which uses Beta as a risk 
measure.  
 
As we saw in section 7.1, the group of funds that had the lowest average standard 
deviation was the Mixed Method Screen group, and looking at the results from the 
regression analysis we can see that there is a statistically significant positive effect on 
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Mixed Method Screening technique and Sharpe ratio. This was expected due to the fact 
that the Sharpe Ratio uses Standard Deviation as a measure for risk.  
 
Year 3: None of the variables had any significant effects on the tested three year period.  
 
Year 5: The dependent variables Return (Risk: Std. Dev.) and Return (Risk: Beta) 
showed negative correlation to the independent variables Mixed Method Screening and 
Size (Fund Size/AUM).  
 
Table 7.2.1 Total (Overall) Multivariate Regression Analysis 
 
Total (Sweden + Global) 1 Year 3 Year 5 Year 
Return (Risk: Std. dev.)   (-) Mixed , (-) Size 
Return (Risk: Beta) (-) Hard  (-) Mixed, (-) Size 
Sharpe (+) Mixed   
Alpha    
Treynor (-) Hard   
(-) = Negative contribution    
(+) = Positive contribution   * Significance level 5 % 

 
 
Table 7.2.1.2 Total (Overall) Multivariate Regression Analysis, 5 years 
 
Number of observations: 84    
Tot Ret. Annulized 5 Year. Risk: st. deviation Coefficient Std. Err P-Value 
Mixed Screening -2.207323 0.7954548 0.007 
Hard Negative Screening -0.9777405 0.9826341 0.323 
Fundsize SEK -1.09e-10 5.59e-11 0.054 
St. Deviation -0.6875684 0.1701736 0.00 
 
Hypothesis test:  
 
The hypothesis we wanted to test was as follows: 
 
H0: The choice of negative screening versus mixed method screening techniques will not 
create different returns. 
 
HA: The choice of negative screening versus mixed method screening techniques will 
create different returns 
 
Testing the overall category Total, with both Global and Swedish equity funds, we can 
not reject the null hypothesis for the time period three years, and we see no statistically 
assured differences in return of the screening methods. However, we can reject the null 
hypothesis with two of our models in the longer five-year term, where we see a 
statistically significant relationship. When testing the return over a five year period, we 
see in our results that Mixed Method have a negative correlation to the returns, both 
when using Standard Deviation and Beta as risk measurements. This means that in 
these two tests, Mixed Method Screening is performing a lower return than Hard 
Negative Screening. But we also have one model in the short-term (1 year), when 
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testing Sharpe Ratio, where we see a positive correlation between Mixed Method 
Screening and return that is statistically significant at the 5 % significance level.  
 
7.2.2 Global mandate equity funds regression analysis and hypothesis 
test results 
 
Year 1: As for the dependent variable Return (Risk: Beta) the independent variable 
Hard (Hard Screening Technique) had a negative effect on the 5% significance level. 
The independent variable Size had a negative effect on the dependent variable Sharpe.  
 
Year 3: None of the variables had any significant effects on the tested three year period.  
 
Year 5: All dependent variables, except Alpha, were negatively affected by the 
independent variable Size.  
 
Table 7.2.2 Global Multivariate Regression Analysis 
 
Global 1 Year 3 Year 5 Year 
Return (Risk: Std. dev.)   (-) Size 
Return (Risk: Beta) (-) Hard  (-) Size 
Sharpe (-) Size  (-) Size 
Alpha    
Treynor   (-) Size 
(-) = Negative contribution    
(+) = Positive contribution   * Significance level 5 % 

 
Table 7.2.2.1 Global Multivariate Regression Analysis, 5 years 
 
Number of observations: 84    
Tot Ret. Annulized 5 Year. Risk: Beta Coefficient Std. Err P-Value 
Mixed Screening -1.942045 0.8179201 0.020 
Hard Negative Screening -0.3851849 0.9864027 0.697 
Fundsize SEK -2.01e-10 9.33e-11 0.035 
Beta  -3.542034 5.120823 0.491 
 
Table 7.2.2.2 Global Multivariate Regression Analysis, 1 year 
 
Number of observations: 76    
Tot Ret. Annulized 1 Year. Risk: Beta Coefficient Std. Err P-Value 
Mixed Screening 1.265354 2.260071 0.577 
Hard Negative Screening -6.021662 2.946109 0.045 
Fundsize SEK 3.50e-10 2.20e-10 0.117 
Beta 15.24025 7.235538 0.039 
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Hypothesis test: In the Global category there is no model that can reject our null 
hypothesis, regardless of the time period. Equity funds with a global investment 
mandate show no statistically significant difference on the dependent variables Return 
(Risk: Std. Dev.) nor Return (Risk: Beta) for neither Negative Screening nor Mixed 
Method Screening.  
 
 
7.2.3 Swedish mandate equity funds regression analysis and hypothesis 
test results 
 
Year 1: The dependent variables Return (Risk: Std. Dev), Return (Risk: Beta) and 
Sharpe all were positively affected by the independent variables Mixed Method Screen 
and Size. In addition to this, the dependent variable Return (Risk: Std. Dev.) was 
positively affected by the independent variable Hard Negative Screen.  
 
Year 3: All the dependent variables were negatively affected by the independent 
variable Mixed Method Screen. The dependent variable Return (Risk: Beta) was in 
addition negatively affected by the independent variable Size.  
 
Year 5: The independent variable Mixed Method Screen negatively affected all 
dependent variables except Alpha. The dependent variables Return (Risk: Std. Dev.) and 
Return (Risk: Beta) were also negatively affected by the independent variable Hard 
Negative Screen. 
 
Table 7.2.3 Sweden Multivariate Regression Analysis 
 
Sweden 1 Year 3 Year 5 Year 
Return (Risk: Std. dev.) (+) Mixed, (+) Size, 

(-) Hard 
(-) Mixed (-) Mixed, (-) Hard 

Return (Risk: Beta) (+) Mixed, (+) Size (-) Mixed, (-) Size (-) Mixed, (-) Hard 
Sharpe (+) Mixed, (+) Size (-) Mixed (-) Mixed 
Alpha  (-) Mixed  
Treynor  (-) Mixed (-) Mixed 
(-) = Negative contribution       
(+) = Positive contribution     * Significance level 5 % 

 
Table 7.2.3.1 Sweden Multivariate Regression Analysis, 1 year 
 
Number of observations: 55    
Tot Ret. Annulized 1 Year. Risk: St. Dev Coefficient Std. Err P-Value 
Mixed Screening 3.477975 1.255957 0.008 
Hard Negative Screening -2.600108 1.273345 0.046 
Fundsize SEK 1.34e-10 5.04e-10 0.011 
St. Deviation -0.1989978 0.3308535 -0.60 
 
 
 
 
 



	
	
45	

Table 7.2.3.2 Sweden Multivariate Regression Analysis, 3 year 
 
Number of observations: 41    
Tot Ret. Annulized 3 Year. Risk: Beta Coefficient Std. Err P-Value 
Mixed Screening -4.362334 1.106123 0.000 
Hard Negative Screening -2.387697 1.437464 0.105 
Fundsize SEK -1.02e-10 5.02e-10 0.05 
Beta 10.65711 10.83739 0.332 

 
Table 7.2.3.3 Sweden Multivariate Regression Analysis, 5 year 
 
Number of observations: 37    
Tot Ret. Annulized 5 Year. Risk: St. Dev Coefficient Std. Err P-Value 
Mixed Screening -2.161358 0.609345 0.001 
Hard Negative Screening -1.802945 0.8797377 0.049 
Fundsize SEK -3.03e-11 3.75e-11 0.426 
St. Deviation 0.88843834 0.73581146 0.236 
 
 
Hypothesis test: When evaluating the result of the Swedish equity funds, there are 
many statistically significant tests, which reject the null hypothesis, but with different 
results depending on which time period we are analysing. During the short-term, testing 
for 1 year, Mixed Method Screen contributes positively in three out of five models that 
are statistically significant on the 5 % significance level. The dependent variables 
Return (Risk: Std. Dev.), Return (Risk: Beta) and Sharpe Ratio all show statistically 
significant positive correlations to the independent variable Mixed Method.   
 
In the long term we can also reject the null hypothesis, but with the opposite result, 
where Mixed Method Screen contributes negatively to the variables Return (Risk: Std. 
Dev.) and Return (Risk: Beta) in our models.  
 
With a time period of five years, four out of five models show a negative contribution 
between Mixed Method Screen and return. The only model in which we cannot see a 
statistically significant result on the 5% level is for the dependent variable Alpha. All 
models, five out of five, show a negative correlation for Mixed Method and return over 
3 years time period.  
 
What is very important to highlight is that the screening technique Mixed Method was 
used by five funds during year one and three, and only four funds during the time period 
five years, for equity funds with a Swedish mandate. This is a very small sample to test, 
and even though it represents all Mixed Method Screened equity funds with a Swedish 
mandate, one should still keep in mind that the population, and therefore tested sample, 
is very small.  
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8. Discussion, Analysis & Conclusion 
 
In this section we will give our final conclusions regarding this study's results and 
analyse the results implication on the theories used to formulate the research question. 
We will also discuss this study’s societal, theoretical and practical contribution as well 
as discuss how further research in the field could be conducted. 
 
8.1 Final discussion & Analysis 
 
Our tested time-span is five years, starting the 31st of January 2012 up until 31st of 
January 2017. The authors of this thesis does realise that sustainability criteria and 
concerns is nothing new within finance, however we do argue that the past years drastic 
decrease in the price of crude oil in combination of a distinct rise of stock prices in 
green-tech industries such as renewable energy is noteworthy in the context of this 
study. For example, WTI Crude Oil price has gone from 100+ $US per barrel in 2013, 
down to 30 $US in December 2016 to bounce back to 50+ $US during mid 2016 up 
until today's (early 2017’s) levels of just below 50 $US per barrel. At the same time the 
S&P Global Clean Energy Index (SPGTCLEAN) has moved from areas just below 400 
in mid 2012, reaching levels of 800 in 2015 to stabilize in the funnel between 540 - 600 
during 2017.  

What is also worth mentioning is how the characteristics of the sustainable investments 
universe as well as the global indexes have performed during the tested time period. 
During the covered five year period, the Dow Jones Sustainability World Index (DJSI) 
has had an annualized five year return of 5,63%. The Dow Jones World Index (DJX-
W1DOW) has on the other hand had a five years annualized return of 7,2%. In other 
words, an advantage to the broad global index over the global sustainability index.  

When comparing the results of our study to the Modern Portfolio Theory we can find 
certain similarities and connections. The Modern Portfolio Theory argues that the 
expected returns of a portfolio can be lowered if the investable universe were to be 
minimized. We find this to be true if the investable universe already is relatively small. 
When comparing the regression analysis results of our Swedish equity funds sample to 
the results obtained when testing our Global equity funds sample we can see that there 
are significant differences. At least over the longer time periods tested. Over the five 
year period the Swedish equity funds exhibited a statistically significant lower risk 
adjusted return if the tested funds used a Hard Negative or Mixed Method screening 
technique. Comparing these results to those found in the Global sample we could see 
that the same variables did not produce any statistically significant differences on the 
risk adjusted returns. We believe that this has to do with the fact that the Global 
mandate found in the group Global equity funds made the fund managers less affected 
by a shrinking investable universe. The number of investment possibilities for a fund 
manager in a Global equity fund surely decreases when using some form of 
sustainability screen, but the number of possible investments are not decreased to the 
point where the lack of options decreases the risk adjusted return.  
For the Swedish equity fund managers on the other hand, starting out with a relatively 
small number of investment possibilities (Swedish companies) are hurt more in terms of 
risk-adjusted returns when excluding possible investment opportunities by 
implementing a Hard Negative Screen or Mixed Method Screen.  
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Discussing CAPM theory on this study, the results would suggest that a Hard Negative 
Screen with many sectors excluded, should have worse performance in terms of financial 
return, than a screening technique with a mandate to invest in more sectors than Hard 
Negative Screen. In other words you could argue with CAPM theory that Hard Negative 
Screening should perform worse than a Soft Negative Screen. Even a Mixed Method 
Screening technique using a combination of Positive and Soft Negative Screening, could 
for the same reason perform better than Hard Negative Screen. For example if the fossil 
fuel industry sees a higher demand during a certain time period, a Hard Negative 
Screened fund excluding the fossil fuel industry can not take advantage if the stocks in 
that sector are affected positively. A Mixed Method (Soft Negative) screened fund with a 
mandate to invest in the fossil fuel industry, can invest in companies affected by the 
higher demand, even if the Mixed Method Screened funds only invest in companies were 
sustainability issues are key to the fund manager’s decision of investment selection.  

The effect of Hard Negative Screening technique on financial return, in this study, does not 
strengthen CAPM theory in a significant way, but some models in the multivariate 
regression analysis shows signs that CAPM theory can explain some results in our study. 
For example, in the Total (Overall) category for one year, the results showed a negative 
correlation between Hard Negative Screen and return (with Beta as risk measure), and also 
a negative correlation between the dependent variable Treynor Ratio and Hard Negative 
Screen. In the Swedish category over the longer time period of five years, two out of five 
models showed a negative correlation between Hard Negative Screen and return (with Beta 
and Standard deviation as risk measures) as well. This implies that when the investor is not 
exposed to the whole market, it could lead to a negative return of the portfolio. But at the 
same time, in the Swedish category, we also see one positive correlation for Hard Negative 
Screen and return (with Standard deviation as risk measurement) over one year period, 
which cannot be explained by the CAPM theory. 
Concerning the Good Management Theory presented in section 2.3, which proposes that 
companies who focuses on all its stakeholders should benefit from competitive advantages 
and accordingly perform better over time does not seem to find much support in our tests. 
First of all, the results found in the group of Swedish equity funds do not correlate at all 
with the theory. The Swedish equity funds which had the most extensive screen (Hard 
Negative Screen) with regards to ESG actually performed the worst over the three and five 
years period. For the one-year period they performed better than the Soft Negative Screen 
and Mixed Method Screening groups. In addition to this, we could not find any 
significance for the variables Hard Negative Screen nor Mixed Method Screen when 
testing the group of Global equity funds.  
Our findings regarding Hard Negative Screened funds with a Swedish mandate and their 
performance matches very well with the results from the study conducted by Gunther 
Capelle-Blancard & Stéphanie Monjon in 2012, as described in section 3.0 Previous 
Empirical Research. What they found was that French equity funds that used a negative 
screen to exclude sin stocks (i.e. Hard Negative Screen) produced a significantly lower risk 
adjusted return. The same was found in our study regarding Swedish equity funds with a 
Swedish mandate. Unfortunately, Capelle-Blancard and Monjon did not include French 
equity funds with a global investment mandate in their study, so the similarities stops at 
producing similar risk adjusted returns for country specific equity funds using Hard 
Negative Screening techniques. 
In the study from 2014, as described in section 3.0 Previous Empirical Research, John 
Nofsinger and Abhishek Varma found that funds which uses some form of sustainability 
screening in their investment process produce better risk adjusted returns in downwards 
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trending, bearish, markets. According to their study, the cost of this cushioning 
characteristic is that the funds produce lower risk adjusted returns in upwards trending, 
bullish, markets. Drawing a parallel between unscreened versus screened funds and Soft 
Negative Screened funds versus Hard Negative Screened or Mixed Method Screened 
funds, we can see that our findings indicate similar tendencies. The last five years overall 
market trends have been upwards trending, and consequently we can observe a lower risk 
adjusted return from the funds which use a more extensive screening technique. What we 
fail to compare is if the same characteristics and parallels can be found during a 
downwards trending, bearish market since our study only covers the last five years. 

 

8.2 Final conclusion 
The answer to our research question “Does equity funds that use either a Mixed Method 
Screening technique or a Hard Negative Screening technique produce different risk 
adjusted returns?” is: 

Short answer: Yes. 
Long answer: It depends. 

What we have observed is that the results found when testing the Total (Overall) sector 
shows lower risk adjusted returns for five years annualized returns, at the significance level 
of 5%, for the Mixed Method Screening technique. These results hold for both risk 
measures assessed in this study, Beta and Standard Deviation.  

Over the long run (five years), the risk adjusted returns of funds with a smaller investable 
universe, in this case a Swedish investment mandate, suffer from intensified sustainability 
screening, whereas funds with a larger investment mandate, in this case Global mandate, 
does not.  

 
8.3 Theoretical and practical contribution 

 
With this research our belief is that this study gives a new theoretical angle of different 
SRI strategies within the SRI segment in the fund industry. There is a lot of earlier 
research comparing SRI-funds with traditional funds regarding differences in financial 
returns, and also investors attitudes between these two types of funds. But there is a gap 
of information regarding in which way different sustainability screening techniques 
affects the risk adjusted returns, when comparing two markets which are very different in 
size (Swedish and Global). With more focus on sustainability today in society, we also 
see more regulations with the purpose to create a more sustainable world. Regulations 
could also occur in the financial industry. A trend we have seen increasing the last years 
is that more and more funds impose sustainability criteria in their investment process. It 
is not impossible that we could see regulations, or general guidelines, even for fund 
companies, in order to help governments reach their ESG goals. This study could be 
included as a pre-study in a possible future regulation, and serve as a guideline for how 
those regulations should be constructed. Sweden is one of the leading countries in the 
world regarding sustainability, and therefore it is not a wild guess that Sweden would be 
a pioneer with regulations of sustainable investments as well. Our research and sampling 
is Swedish and Global equity funds marketable in Sweden, and can therefore be included 
as a basis in a possible regulation of the Swedish fund market. 
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This study could have a practical contribution for investors in all extent, especially for 
investors and fund companies in Sweden. The study’s result can lead to that investors in 
Sweden choose equity funds (especially equity funds with a Swedish mandate) with 
Negative Screening rather than Mixed Method Screening. Over a longer time period, 
there is some evidence in our research that Mixed Method is the worse strategy, 
especially in Swedish equity funds, compared to negative screening with regards to risk-
adjusted returns.  
 
The result could also be useful for fund companies’ decisions when choosing how to 
structure their own sustainability strategies. Depending on what the investor sees as most 
sustainable and how highly the investor ranks a funds sustainability work relative 
financial returns, this study’s result could have effects on which type of fund an investor 
prefer.  

 
8.4 Suggestions for further research 

 
We suggest that the same type of study were conducted on equity funds with investment 
mandates other than Swedish and Global, and even Global equity funds that are 
marketable in other countries and regions of the world apart from Sweden. This is to see 
if there are similar results found on different markets. A similar type of study could be 
done for fixed income funds (money market and corporate bonds) to evaluate the 
sustainability screening impact on those types of investment funds. The same type of 
study could possibly just as well be used to evaluate the sustainability screening 
technique´s impact on other instruments such as options and derivatives.  

 
Another similar type of study could also be conducted where you construct five indices. 
One of the indices would contain the companies found if one used a purely positive 
screening technique, the other if one used a purely Hard Negative screening technique, 
one for a purely Soft Negative screening technique, one using a Mixed Method screening 
technique based on the Hard Negative screening universe, and lastly one where you 
construct an index using a Mixed Method screening technique based on the Soft Negative 
screening universe. And then compare the performance of the different indices. This 
would make the sample more adaptable and possible to backtest, whilst at the same time 
rule out the interference of different fund managers.  

 
In addition to this, the jurisdiction behind sustainability criteria and how the funds are 
presented to and marketed to possible investors within the international fund industry 
needs to be tightened and improved according to us. This would serve as to create an 
overall frame for how sustainability criteria’s are presented to potential investors.  

 
Our suggestion to the European Union is that they make it mandatory to all investment 
funds that wish to be marketable on the EU common market to at a minimum disclose, in 
percentage terms, the part of the portfolio invested in fossil fuels, tobacco, alcohol, 
pornography, companies affiliated with child labour, cluster munitions, anti-personnel 
mines and other conventional weapons. We also suggest that the carbon footprint 
generated by the investments should be measured and displayed in a similar way as 
within the car industry, where different levels of co2 emissions are rated and displayed 
clearly in each funds KIID´s. We believe that this would lead to investors (consumers of 
investable assets) behaving similarly to consumers within the auto industry. We will 
explain our thoughts with an example: 
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Auto industry (assume the cars are comparable with regards to price, design and other 
distinctive attributes): 

 
Car A has a petrol engine that produces 165 bhp, uses 1 litres of petrol/10km and emits 
250g of co2 per km. Acceleration: 0 - 100 km/h in 8,2 seconds.  

 
Car B has a petrol engine that produces 125 bhp, uses 0,55 litres of petrol/10km and 
emits 120g of co2 per km. Acceleration: 0 - 100 km/h in 9,2 seconds.  

 
The comparison is quite simple and standardized within the auto industry. The customer 
may say that they don´t need to cut one second of the time it takes to accelerate from 0 - 
100 km/h if the cost is higher petrol usage and more than double the co2 emissions.  

 
Fund industry (assume the funds invest on the same market(s), charge the same 
management fee and that other distinctive attributes are comparable): 

 
Fund A is an equity fund with a global investment mandate that has a standard deviation 
of 5, a Beta of 1,2, has returned on average 20,5% per year during the last five years, and 
“emits” 2,7 kg of co2 per month. 

 
Fund B is an equity fund with a global investment mandate, has a standard deviation of 4, 
a Beta of 1, has returned on average 19% per year during the last five years, and “emits” 
1,2 kg of co2 per month.  

 
Assuming the investor is familiar with the concepts of Standard Deviation and Beta, he 
will realize that what he is choosing when investing in Fund B is a marginally slower car, 
which emits roughly half the amount than the alternative, and (in this example) also 
comes with an extra airbag in the form of lower Beta and Standard Deviation.  

 
Furthermore, we would like to recommend future studies to include information in their 
sample regarding the equity funds investments. Such information could be of the kind 
such as: average company size, price-to-book ratio and market risk, as suggested by the 
Fama-French Three Factor Model (E. Fama & K. French, 1993). The Carhart Four Factor 
Model with the added factor momentum (M. Carhart, 1997) could also be of some use for 
future researcher to investigate further. We would have wanted to test for these factors in 
this study, but realised quite early on that it would be difficult to get the information from 
each fund company in time to complete the study. We chose to focus on getting all the 
timeframes correctly represented in the sample instead, so that we made sure that the 
screening techniques we really wanted to test also were represented over the correct 
timespans. However, since the screening techniques are becoming more and more 
commonly used, we believe that the time spent on “cleaning” future samples will be 
much lower so that researchers can focus on testing further, more in-depth, models.  

 
8.5 Ethical and societal aspects 

 
Bryman & Bell (2011, p. 128) writes about four ethical principles, in business research, 
that needs to be considered; harm to participants, lack of informed consent, invasion of 
privacy and deception. Harm to participants occurs if individuals involved in the 
research are exposed to any mental or physical damage (Bryman & Bell, 2011, p. 128). 
The definition of Lack of informed consent is when participants have not been informed 
completely about the study and what alternatives the participants have (Bryman & Bell, 
2011, 133). Deception in research is according to Bryman & Bell (2011, p. 136-137) 
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when the researcher presents the study in a way that isn’t true to the participants, with 
purpose to lead the participants in a certain direction. This study is only made from 
analysing secondary data, so none of these three principles could be questioned, because 
we do not have any participants or individuals in our study that are questioned or 
contribute to our result. We are analysing the secondary data with an objectivistic view 
and have no subjective agenda in this research. The fourth principle, Invasion of privacy, 
is the right to anonymity and confidentiality for all participants and stakeholders in the 
study (Bryman & Bell, 2011, p. 136). The stakeholder, Länsförsäkringar 
Fondförvaltning, which contributed with this study’s data have been informed of the 
possibility of anonymity.  

 
As mentioned in the beginning of this study, to think and act responsibly and sustainably 
has become more and more common during the last couple of years, and the same can be 
said about the financial industry. From a social perspective, this study could have some 
implications. We mentioned earlier in this study that, what some might view as being a 
sustainable investment does not need to be in line with the view of sustainability held by 
others. SRI can be achieved in various ways, by excluding and/or including companies 
due to their sustainability approach. But this study’s results indicates that including 
companies using Positive Screening (Mixed Method Screen) and in even some cases 
Hard Negative Screen, has a cost in terms of lower risk adjusted returns over time, 
compared to funds that exclude fewer sectors. For private investors and fund managers 
alike, risk adjusted returns are important. Within the SRI segment of funds, two types of 
dimensions could be mentioned: the financial dimension and social responsibility 
dimension (Hassel et. al., 2011, p. 95). Financial dimension describes SRI funds financial 
return and how to achieve financial return (Hassel et. al., 2011, p. 95). The social 
responsibility dimensions have another purpose. That purpose is SRI funds work with 
sustainable investments and how they can push the society in a more sustainable 
direction, through the funds sustainability criteria’s (Hassel et al. , 2011, p. 95).  

 
We could see in the Eurosif 2016 report that more and more money was invested in a 
sustainable way (Figure 1 (Eurosif, 2016)), and all the various SRI strategies have seen a 
significant increase over the three-year period between 2013 and 2015. Where the largest 
part of sustainable investments are invested using Negative Screening. In year 2015 
approximately 15 billion EUR was invested using negative screening on the European 
market according to Eurosif (Eurosif, 2016). ESG-integration and the “Best In Class”-
strategy, a strategy where a company's sustainability work is crucial for the fund 
manager's investment decision, held roughly one fifth (20.6%) of the amount found in the 
Negative Screening category. According to the results of this study, Negative Screening 
is also the strategy with the best risk adjusted returns if you wish to invest sustainably.  
 
As a leading voice of SRI, the American investment adviser and author Amy Domini 
states: “The investor stands at the juncture between the engine of the world‘s economy 
and the fuel” (Domini, A., 2001, p. 13). Domini is talking about the power and the impact 
of the investors’ money, which could be considered as the necessary fuel to the engine, 
i.e. the world economy. Many voices in the financial industry highlight the importance of 
the investor's role in the society today. Investor’s investment decisions are shaping the 
future. If financial returns are an important factor for the investor, it could have the effect 
that investments are excluding sectors that are not viewed as sustainable, therefore 
forcing those sectors to either change their business model or watching themselves being 
replaced by sustainable alternatives.  
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9. Truth criteria 
 
In this section we will cover the reliability and the validity of this study. We will discuss 
which measures were taken as to assure a reliable and valid end result, and also give 
critique to the measures used in order to inform the reader of possible drawbacks of 
techniques and models used in this study. 
 
9.1 Reliability 
 
The concept of reliability is of great importance, especially concerning quantitative 
research (Bryman & Bell, 2011, p. 43). What the term reliability means concerning 
quantitative research is whether or not the result of a study is stable over time, and if the 
result of the study is repeatable (May, 1997, p. 68). In this study we have used 
publically available secondary data that would be the same if the research would be 
replicated and the data collected again. Even though the dataset used in this study was 
extracted from the pay-to-use platform Morningstar Direct, the same data would be able 
to extract online from online trading platforms or by calculating the returns using 
figures found on each fund company's website in each separate funds KIID.  In addition 
to this, whenever the data was manipulated, changed or altered in order to fit statistical 
programmes such as Stata 12, the authors of this study have tried our hardest to 
document exactly how the changes were carried out and motivated the alterations. All 
changes have been done under the supervision of both authors in order to minimize the 
human errors. We believe that this duality approach to handling the data will enhance 
the reliability, and the replicability, of our study. The authors of this study have also 
used and interpreted the data as objectively as possible so that no preconceptions or 
biases may alter the end result of this study (Bryman, 2011, p. 170). In addition to this, 
the models used to calculating the results are of the very common multiple regression 
analysis sort, the statistical programmes used are available to download, and the 
statistical analysis could be done using other statistical programmes other than Stata 12. 
This, together with thorough description in the methodology chapter, is something we 
believe will enhance the possibility to replicate our study.  
 
9.2 Validity 
 
Validity concerns if the findings in a study are really about what they appear to be about 
(Saunders et al., 2009, p. 157).  
 
External validity or generalizability of the study concerns whether or not the findings of 
a study can be used generally or only on the specific research area of your specific study 
(Saunders et al., 2009, p. 158). We believe that our findings are generalizable to a 
certain extent. This believe primarily stems from the fact that we have tested two sub-
populations in our study; namely Swedish equity funds with a sustainability profile, and 
Global equity funds with a sustainability profile (both needing to be marketable in 
Sweden).  
Seeing how the investable universes found in the two sub-populations vary from 
Swedish company stocks for the Swedish equity funds to company stocks found 
anywhere in the world for the equity funds with a global mandate, we believe that the 
external validity of the results obtained from the global equity funds is higher. Stating 
that the findings from a Swedish sample should be generalizable to the rest of the world 
seems a bit far-fetched.  



	
	
53	

However, regarding the external validity concerning the global sub-population used in 
this study, one have to bare in mind that differences between fund managers exist in 
different parts of the world. For example, the 2016 study “ESG Integration and the 
Investment Management Process: Fundamental Investing Reinvented” (van Duuren et. 
al, 2016) found that the use of ESG information in the investment process varied 
between European fund managers and US fund managers.  
 
To summarize our thoughts regarding this study's external validity: Previous studies 
have primarily tested if there is a difference in risk adjusted returns comparing non-
sustainable equity funds and sustainable equity funds, not what the difference between 
different screening techniques within the sustainable funds segment is. Seeing how 
there are, to the best of our knowledge, no other studies that have this angle of incidence 
of comparing the screening techniques, testing the generalizability by comparison to 
other studies proved to be hard. However, we found that some characteristics in our 
sample followed the characteristics of previous studies, such as the fund size effect on 
return as described by Chen et al. (2004, p. 1300). 
 
Internal validity primarily relates to the question of causality. If we suggest that it is x 
that causes y, can we be sure that there really is not something else that causes the 
causal relationship? (Bryman & Bell, 2011, p. 42). Given that we have tested our 
sample using a multivariate regression analysis with risk adjusted returns as dependent 
variable and Hard Negative Screening and Mixed Method Screening technique as 
independent variables of interest, we believe that the internal validity would be high. 
We are however aware that different fund managers have different techniques and 
strategies, some strategies which may require time to reach their fullest potential. To 
adjust for time we have tested our sample for different durations, namely one, three and 
five year’s time. We believe that five years time is sufficient to eliminate durational 
mismatching, i.e. “pure luck”. This belief stems from information presented by the fund 
companies in their relevant KIID´s, where five years time horizon for equity 
investments is stated as being favourable over shorter durations such as one or three 
years. To adjust the returns for risk we have also included Beta to minimize the 
influence of market risk, and standard deviation to minimize internal portfolio risks in 
our models.   
 
Regarding the data used in our samples, we have controlled all the funds in the sample 
manually by contacting each single fund company represented in the sample. The 
reason as to why we have done this is because we realise that the screening techniques, 
and more importantly, to which extent those screening techniques are used in the actual 
fund management could have changed during the last five years. As we contacted more 
and more fund companies in the sample we also discovered that this was an accurate 
assumption, which meant we had to discard some information in the data as to not 
making the results misleading. We controlled for screening technique used, so that we 
were sure that the data from Morningstar was correct regarding negative/mixed 
screening technique. If the fund company used a negative screening technique, we also 
controlled for the extent of the exclusion, i.e. if they actually used a Hard Negative 
Screen or a Soft Negative Screen. The result of our in-depth control of the sample 
meant that we have fewer observations for year five and three simply because some 
fund companies might had switched from using a Soft Negative Screen to using a Hard 
Negative Screen two years ago. To test that fund as a Hard Negative screened equity 
fund for the total five years would have been misleading, and the corrections were thus 
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necessary according to us. We contacted the fund companies either by e-mail or by 
phone and had zero non-responders.  
 
9.3 Generalizability  
 
Seeing how this study only covers Swedish equity funds with either a Swedish or 
Global investment mandate, we are very cautious about generalizing this study’s results. 
Equity funds with a sustainability screening found elsewhere around the world, and 
even Swedish equity funds with a different investment mandate than those we have 
tested may prove to produce different results. We are only going to argue as to why our 
findings could be generalized, but refrain from stating any definitive verdicts. 
 
The group Global equity funds found in our sample share similar characteristics with 
regards to the sustainability screening technique used by other equity funds worldwide. 
The category Soft Negative Screen stems from internationally recognized UN 
conventions, as described in section 1.1.2 Different Screening Techniques. This 
category would therefore have the same screening characteristics if tested on equity 
funds other than those tested in this study.  
The category Hard Negative Screening could for example correspond to equity funds 
excluding so called “sin stocks”, as described in the section Definitions, and would 
consequently cover all equity funds which use a more comprehensive exclusionary 
screen than those defined by Soft Negative Screen.  
 
The category Mixed Method Screening is essentially a mixture of either Soft Negative 
Screen or Hard Negative Screen and Positive Screen. As described in section 1.1.2 
Different Screening Techniques, the process of a Mixed Method Screened equity fund 
goes like this: The fund manager choose to exclude some sectors in which the fund 
company does not wish to invest. The sectors that are not excluded are then evaluated 
and scrutinised using ESG-scores as a sustainability measure. Among the companies 
found in this new, double screened, investable universe only the top five, ten or twenty 
(depending on the fund manager's preferences and guidelines set up by the fund 
company) companies are chosen to be included in the portfolio. This process is 
oftentimes referred to as “Best In Class”. Once again, this process is nothing country 
specific to Sweden, and the ESG-scoring system is also standardized globally via for 
example Morningstar, as described in section 1.1.2 Different Screening Techniques.  
 
Once again, we have not tested a random sample of the entire population, and therefore 
we can only speculate about the generalizability of our findings. Further studies in the 
field have to be performed in order to answer the question with accuracy and reliability.  
 
Regarding the Swedish equity funds with a Swedish investment mandate, which use 
some form of sustainability screening technique. To the best of our knowledge, we test 
all Swedish equity funds that use some form of sustainability screening technique, and 
thus our results are generalizable for the Swedish equity funds population.  
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Appendix 
 

 
Figure A1: Carnegie Småbolagsindex vs. OMX30 (Hansen, S. 2017) 
 

Table A2 – Nordea Exclusion List 

Nordea Exclusion List (March, 2015)  

Cluster munition, nuclear weapons and anti-personnel 
mines 

 

  
  
Aeroteh S.A. Involvement in cluster munitions 

Airbus Group NV (former European Aeronautic Defence 
and Space Co NV) 

Involvement in nuclear weapons 

Areva SA Involvement in nuclear weapons 

Aryt Industries Ltd Involvement in cluster munitions & anti-
personnel mines 

Babcock International Group plc Involvement in nuclear weapons 

BAE Systems plc Involvement in nuclear weapons 

Boeing Co Involvement in nuclear weapons 

European Aeronautic Defence and Space Company 
EADS N.V. 

Involvement in nuclear weapons 

Contructions industrielles de la Méditerranée SA Involvement in nuclear weapons 
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China Shipbuilding Ltd Involvement in nuclear weapons 

Doosan Corporation Involvement in cluster munitions 

Finmeccanica SpA Involvement in nuclear weapons 

General Dynamics Corporation Involvement in cluster munitions & nuclear 
weapons 

Hanwha Corporation Involvement in cluster munitions & anti-
personnel mines  

Huntington Ingalls Industries Inc. Involvement in nuclear weapons 

L-3 Communications Corporation Involvement in cluster munitions 

Lockheed Martin Corporation Involvement in cluster munitions & nuclear 
weapons 

Motovilikhinskiye Zavody PAO Involvement in cluster munitions 

Northrop Grumman Corporation Involvement in nuclear weapons 

Orbital ATK Involvement in cluster munitions 

Poongsan Holdings Corporation Involvement in cluster munitions 

Premier Explosive Ltd Involvement in nuclear weapons 

Rolls-Royce Holdings plc Involvement in nuclear weapons 

S&T Dynamics Co Involvement in anti-personnel mines 

Safran SA Involvement in nuclear weapons 

Textron Inc. Involvement in cluster munitions 

Thales SA Involvement in nuclear weapons 

Jacobs Engineering Group Inc Involvement in nuclear weapons 

Walchandnagar Industries Ltd Involvement in nuclear weapons 

  
Total number of companies in chosen sectors: 28  
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E-mail template used when contacting fund companies to verify the extent of 
screening technique used, as well as time period when used (in Swedish): 

Template A3: 

“Hej, 
 
Jag och min uppsatspartner skriver vår D-uppsats inom segmentet hållbara fonder.  
 
Det vi tänker testa är om det är någon skillnad i riskjusterad avkastning för negativt 
kontra positivt screenade fondportföljer, med avseende på hållbarhetskriterier.  
 
Ibland är det svårt att hitta exakt den information man letar efter, och vi undrar därför 
om ni kan hjälpa oss.  
 
Hur länge har XXXXX varit XXXX screenad med avseende på hållbarhetskriterier?  
Om ni inte har något exakt datum går det jättebra att ange ett ungefärligt tidsintervall (1, 
3, 5 år etc.). 
 
Om informationen avseende screening-teknik ovan inte stämmer (ex att fonderna 
primärt använder positiv screening eller en mix av negativ och positiv screening), 
vänligen meddela oss.  
 
Stort tack på förhand! 
 
Med vänliga hälsningar, 
 
Petter Forslund (phone number) 
Tobias Ögren (phone number) 
 
Handelshögskolan vid Umeå Universitet ” 
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Examples of output from the Multivariate Regression models tested in Stata 12 
 

 
 
Figure A4(1): Total (Overall) multivariate regression analysis, 1 year, risk: Std. Dev.  
 

 
 
Figure A4(2): Global multivariate regression analysis, 1 year, risk: Std. Dev. 
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Figure A4(3): Swedish multivariate regression analysis, 3 years, risk: Std. Dev. 
 
Due to space limitations, the entire set of output from our regression analysis is sent 
upon request via e-mail. Our e-mail addresses are stated in the section 
Acknowledgements.  
 
We apologise for any inconvenience this may cause.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



	
	
65	

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(This page intentionally left blank) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



	
	
66	

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


