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1 INTRODUCTION  

Recent global environmental initiatives such as the UN (2022a) Climate Change 

Conference in Glasgow (COP26) and in EU (2022a) the European Green Deal are making 

countries and businesses commit to and adapt to climate actions and goals.  Nations, 

businesses, financial institutions, and consumers need to take sustainable actions in 

order to achieve the climate goals that are set out. Sustainable finance has rapidly 

developed during recent years, but measuring sustainability is problematic. The amount 

of different investment strategies and different tools to determine what can be 

categorized as sustainable investments make the measuring of sustainability difficult.  

ESG integration is currently the most utilized approach for measuring sustainable 

investments and a common tool used in ESG integration are the ESG ratings which 

evaluate the performance of companies’ environmental, social and governance pillars 

(Morgan Stanley, 2020, Avramov et al., 2021). There is an ongoing discussion about the 

reliability of the ESG ratings. ESG scores in all sectors have a significance with data 

availability and non-availability is interpreted as bad news (Drempetic, Klein & Zwergel, 

2020). There is a lack of consistency between rating agencies and large differences 

between data providers that increase with the quantity of publicly available information 

(Drempetic, Klein & Zwergel, 2020; Avramov et al. 2021). There is a need for best 

practices to be established by data providers and investors need to push for 

comparability between sustainability metrics (Kotsantonis & Serafeim, 2019).  The EU 

Taxonomy could possibly mitigate the ESG rating uncertainty by establishing a common 

language for sustainable investments in the European Union.  

The EU Taxonomy is a framework that was created in order to make it easier to compare 

different sustainable investments by generating a common tool for classifying 

sustainable economic activities (European Commission, 2022a, b). The EU Taxonomy 

requires financial market participants to disclose how and to what extent their economic 

activity includes, promotes, or finances sustainable projects according to the criteria of 

the EU Taxonomy (Envoria, 2022). The EU Taxonomy is a tool that can be used for 

distinguishing environmentally friendly sustainable investments and enabling 

sustainable financial growth. The purpose of the EU Taxonomy is to create security for 

investors, to protect investors from greenwashing, to help companies to become more 

climate-friendly, to mitigate market fragmentation and to help shift investment focus 

towards sustainable activities (European Commission, 2022a, b). There is also work in 

progress to extend the EU Taxonomy towards a social taxonomy. This could potentially 

increase data available on the social features of investments.  In my qualitative study I 
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want to explore the current focus on sustainable investments and how institutional 

investors interpret the importance of the ESG factors.  I also want to explore the 

expectations about the impact of the EU Taxonomy and its possible integration into the 

institutional investor’s investment strategy.  

Nordhaus (2019) states in his article Climate Change: The Ultimate Challenges for 

Economics that humans clearly have succeeded so far in creating new technology, 

however we have failed to address climate change. One way to address climate change is 

by implementing global policy, taxation, and regulation. However, as Nordhaus (2019) 

states policy initiatives need to be global in order to succeed.  

Merton (1995) notes that technical innovations hold promise for future improvements 

in environmental, financial and economic efficiency. He argues that these improvements 

cannot be realized without a supporting financial infrastructure. One step to support a 

financial transition towards a green economy in Europe was made by the European 

Central Bank (ECB) 8th of July, 2021 (ECB, 2021) when it changed its monetary policy 

objective to also include “green” considerations in addition to the previous monetary goal 

of maintaining price stability. The EU Taxonomy Regulation (TR) defines reporting 

standards for sustainable activities. Hence, it creates an infrastructure which can support 

innovations that could change an industry or a whole sector e.g., to create low carbon 

energy solutions or a cleaner environment.  The benefits of a taxonomy framework are 

not only limited to environmental objectives as a need for standardized sustainability 

reporting has been acknowledged (EU 2022a; Avramov et al., 2021). A further 

understanding of the motivation for the topic is presented in the subchapter below.  

1.1 Motivation of the topic  

The EU Taxonomy will be implemented between 2022 and 2024. By 2024 financial 

market participants must report their Taxonomy alignment. How the Taxonomy 

Regulation (TR) will affect the financial market is still unknown. Hence, the purpose of 

this study is to investigate Nordic institutional investors’ expectations on the EU 

Taxonomy.  The study will apply a qualitative research approach with semi-structured 

interviews among large Nordic institutional investors.  

One of the objectives of the EU TR is to guide financial markets towards investing in 

sustainable activities. Uncertainty in the current ESG scores and the lack of standardized 

sustainability reporting have been barriers for ESG integration into the investment 

decision making process (Eccles, Kastrapeli & Potter, 2017; Avramov et al., 2021) The 
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Taxonomy Regulation could lead to higher environmental, social and governance (ESG) 

impact as there are clear instructions for how to define e.g., “green” investment which 

mitigates ESG uncertainty (Avramov et al., 2021)  

Institutional investors have taken increasing interest in how companies align their 

corporate social responsibility strategies with United Nations (UN) sustainable 

development goals (Garcia-Sánchez et. al., 2020). This increasing interest towards ESG 

investments by institutional investors has caused a price pressure on sustainability 

stocks (Gibson, Krueger & Mitali, 2020). It has also been found that religious institutions 

and institutional investors in the Nordic countries are drivers of socially responsible 

investments (Scholtens & Sievänen, 2013). Hence, institutional investors play a key role 

in how the EU Taxonomy will be received as they already have a keen interest in the 

sustainable investment market. As institutional investors are drivers of SRI in the Nordic 

countries it will be interesting to see what their expectations of the EU Taxonomy are. 

1.2 Purpose of the study and research questions  

The purpose of this study is to explore the expectations of the EU Taxonomy among 

institutional investors in the Nordic countries.   

The challenges, short-term expectations, long-term expectations, and credibility of the 

EU Taxonomy as a classification tool are studied. Furthermore, how or if, the EU 

Taxonomy will be implemented into the Nordic institutional investors’ sustainable 

investment approaches are considered. The first research question covers the 

background of Nordic institutional investors’ current sustainability approach. This 

research question was stated in order to understand how the EU Taxonomy might 

disrupt Nordic institutional investors’ sustainable investing approaches. The third 

research question then examines whether the Nordic institutional investors have any 

plans or goals to adapt the EU Taxonomy into their investment strategy.  

Research questions:   

i. How is sustainability currently adapted in Nordic institutional investors’ 

asset management and investment processes? 

ii. What are Nordic institutional investors’ expectations of the EU Taxonomy? 

iii. Will the EU Taxonomy be integrated into Nordic institutional investors’ 

investment strategy?  
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1.3 Contribution  

The study contributes to the research on the EU Taxonomy. EU (2022b) notes that 

previous research done on the EU Taxonomy is limited. The European Commission 

(2020) publications of the Technical Expert Group on Sustainable Finance (TEG) are 

among the most comprehensive studies. As the EU Taxonomy will be fully implemented 

in 2024 there is little empirical research on the Taxonomy alignment available.  Morgan 

Stanley did a survey in 2020 on worldwide asset owners and 95% of the institutional 

asset owners stated that they are integrating or considering sustainable investments.  

Furthermore, 57% of the respondents can see a time in the future in which they will only 

allocate capital to managers who have a formal ESG approach (Morgan Stanley, 2020). 

Hence, sustainability is becoming a core of the future of investing. However, a call for 

general sustainability standards and ESG consistency has been made (Eccles, Kastrapeli 

& Potter, 2017; Avramov et al., 2021). To what extent the TR will simplify sustainability 

investing is therefore a relevant topic. There have been similar masters’ theses done on 

the Swedish market and Finnish market. However, to the author’s knowledge, there have 

not been similar studies done on the Nordic market as a whole. 

1.4 Limitations of the study  

The study is limited to the Nordic market. Iceland has been excluded from the sample. 

The institutional investors included will be based on Scholtens and Sievänens (2013) 

study that established key players for SRI in each Nordic country. The study will be 

limited to a small sample of institutional investors as the study aims to get a deep 

understanding of their expectations on the EU Taxonomy. The study will be dependent 

on the interview respondent’s ability and willingness to answer the research questions 

and to get enough respondents to participate in the interviews.  

The EU Taxonomy is still a work in progress. On July 13th 2022 the deadline for the first 

review of the Taxonomy occurred. Hence, regulatory changes are still possible. The 

European Parliament or Council may e.g., decide that some part of the EU Taxonomy 

cannot be supported. There are also uncertainties regarding how the implementation of 

the four latter objectives of the EU Taxonomy will be implemented (Doyle, 2021).  

1.5 Structure of the study 

The topic of this thesis is introduced in the first chapter called introduction. In the 

introduction chapter of the thesis the purpose of the study and the motivation for the 

subject is presented. In the second chapter of this thesis the background is presented. 
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The background chapter will form a foundation for understanding the key elements 

associated with sustainable investments and the EU Taxonomy. Furthermore, in the 

third chapter, the theoretical framework for the thesis is introduced. The theoretical 

framework consists of the principal-agent theory, the stakeholder theory and the 

legitimacy theory. This framework provides a deeper knowledge of the drivers behind 

sustainable investments. The previous research is presented in the fourth chapter and 

the articles presented in this chapter will be circled back to when the results are analysed. 

In the methodology chapter the logic behind the research methodology is discussed. The 

methodology chapter also covers the data collection process and the rationale of the data 

analysis. Thereafter, in the sixth chapter the results are presented and analysed. Lastly, 

in the seventh chapter, the findings of the study and the answers to the research 

questions are presented. In the concluding chapter the practical and theoretical 

implications, limitations of the study, and suggestions for further research are discussed.   
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2 BACKGROUND: SUSTAINABLE INVESTMENTS AND THE 
EU TAXONOMY  

In this chapter sustainable investments, sustainable investment tools, sustainable 

investment strategies and the EU Taxonomy will be presented. This chapter focuses on 

the background of the study from an investor point of view.  The sustainable investment 

background and the EU Taxonomy presented in this chapter function as a foundation for 

the interview guide that is presented in appendix 2 and appendix 3.  

2.1 Introduction to sustainable investments   

In the last five years the number of sustainable investment funds has almost doubled. 

The number of sustainable investment funds in June 2020 was 3,987 and had over $1.7 

trillion in assets under management. According to UNCTAD (2021) sustainable 

investment funds are adding up to about 3% of the world’s open-ended funds. There are 

different investment strategies for sustainable investments, in addition to that, different 

tools to determine what can be categorized as a sustainable investment. The differences 

between these investment strategies and tools make it hard to define how “sustainability” 

is measured. The EU Taxonomy is a framework that was created in order to make it easier 

to compare different sustainable investments by generating a common tool for 

classifying sustainable economic activities (European Commission, 2022b). In addition 

to the EU Taxonomy the EU sustainable finance action plan have developed the EU 

Sustainable Financial Disclosure Regulation (SFDR). The aim of the SFDR is to decrease 

greenwashing and improve transparency in the market. The SFDR will require funds that 

promote ESG to be classified as article 8 or 9 funds. Article 6, 8 and 9 in the EU SFDR 

categorizes funds accordingly to which degree the fund has incorporated sustainability 

into the fund.  Article 6 funds have not integrated sustainability in any form in their 

investment process, meanwhile article 9 funds have targeted sustainable investments in 

their portfolio. (Robeco, 2022)  

Sustainable investments are a broad term and two common concepts associated with 

sustainable investment are SRI and ESG.  SRI appeared in the late 1960s and 1970s in 

the United States and SRI entered in Europe in the 1980s (Boxenbaum & Gond, 2006). 

When the United Nations established the Principles for Responsible Investments (PRI) 

in 2006 the link between ESG factors and investment performance was conceptualized 

(Caplan, Griswold & Jarvis, 2013).  
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2.1.1 Socially responsible investments (SRI)  

The growth in socially responsible investments during the last two decades indicates 

investors increasing awareness towards social, environmental, ethical, and corporate 

governance issues. Renneboog, Ter Horst and Zhang (2008) note that SRI investors are 

willing to accept inferior financial performance in order to pursue social and ethical 

objectives.  Riedl and Smeets (2017) investigate why investors hold socially responsible 

mutual funds. They found that social preferences and social signaling were important 

factors when determining the likelihood of the investor to hold an SRI equity fund.  SRI 

investors also expected lower returns than conventional funds and worse Sharpe ratios 

and higher fees. In other words, an average investor with a strong social motivation is 

willing to give up some financial return so that they can invest socially responsibly. (Riedl 

& Smeets, 2017)   

2.1.2 Environmental, social and governance (ESG) investing   

Environmental, social and governance (ESG) investing is a broad field with many 

different investment approaches. In ESG investing the focus is on non-financial 

dimensions of a stock performance (Van Duuren, Plantinga & Scholtens, 2016). ESG 

investing can be broken down into three main areas: ESG integration, value-based 

investing, and impact investing. In ESG integration the aim is to improve the risk-return 

characteristics of a portfolio. In value-based investing the investor seeks to reflect his 

norms and beliefs in the portfolio.  Investments made with a purpose to create social or 

environmental impact are referred to as impact investing (Giese, et al., 2019). In a 

Morgan Stanley (2020) survey 110 asset owners worldwide were asked what their 

approach to sustainable investing is. The findings indicate that the most common 

sustainable investing approach is ESG Integration followed by Restriction Screening and 

Thematical Investing (Morgan Stanley, 2020).  

Companies with strong ESG characteristics have lower systematic risk as well as 

idiosyncratic risk (Giese et al. 2017). However, there is no significant return difference 

between companies with high and low ESG ratings (Halbritter & Dorfleirner, 2015). 

Three interesting arguments for ESG investing accordingly to Cerqueti et al. (2021) are:   

1. ESG investing reduces stakeholder risk   

2. Relies on longer investment horizons  

3. Exploits a market segment which is not mainstream.   
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The third argument is based on the logic that funds with high ESG compliance tilt their 

portfolios towards the companies with the highest ESG compliance and therefore exploit 

a market segment unexplored by other funds (Cerqueti et al., 2021).   

2.2 Sustainable investment tools and the ESG scores  

Tools for sustainable investments can be ESG scores, classifications, certificates, impact 

tools, rankings, exclusion, and assessments. For example, the Nordic Swan Ecolabel is a 

certificate that is rewarded to a fund if the fund fulfils specific requirements related to 

sustainable strategies. These tools can then be used to implement an investment strategy. 

The most well-known of these tools are the ESG scores. The ESG score evaluates the 

performance of companies in their environmental, social and governance pillars 

(Dorfleitner, Kreuzer & Sparrer, 2020). Most socially responsible investors are unable to 

access sustainability of companies on their own. Hence, they use ESG scores that are 

made available by rating agencies.  The rating agencies collect data from public 

information and directly from the companies in order to calculate the ESG scores. The 

ESG score is a way for the company to assure its legitimacy to their stakeholders. Socially 

responsible investors often have to pay rating agencies to minimize information 

asymmetry, i.e., to get access to a company’s ESG score (Drempetic, Klein & Zwergel, 

2020). 

There has been a discussion whether the ESG scores measure the environmental, social 

and governance pillars of a company. Drempetic, Klein and Zwergel (2020) note that it 

has been found that ESG scores in all sectors have a positive significance with data 

availability. Non-availability of data is interpreted as bad news. Hence, larger companies 

receive higher ESG scores and the ESG score depends on the firm’s size and resources. 

The reliability of the ESG scores has therefore been questioned.  Another issue with the 

ESG scores is the lack of consistency between rating agencies. There are large differences 

between ESG data providers, and the differences increase with the quantity of publicly 

available information. This indicates that there is a need for best practices to be 

established by data providers and investors need to push for comparability between 

sustainability metrics (Kotsantonis & Serafeim, 2019).  

Crifo, Forget and Teyssier (2015) investigated the price of ESG practice disclosure on the 

firm valuation by studying 33 professional private equity investors.  In the study the 

authors found that non-financial (ESG) performance matters for equity financing. The 

results of the study concluded that disclosure of socially irresponsible polices decrease 
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the firm value with 11% for environmental issues, 10% for social issues and 15% for 

governance issues. The other way around the authors conclude that responsible policies 

increase firm value by 5% for environmental, 5.5% for social and 2% for governance 

issues. The most downside in irresponsible policies can be caused by governance issues, 

meanwhile the largest upside is related to social issues (Crifo, Forget and Teyssier, 2015). 

2.3 Sustainable investment strategies  

Sustainable investment strategies have evolved during recent years. Sustainable 

investment strategies are becoming much more advanced as the sustainable investment 

tools are evolving, data is increasing and improving, and new regulatory changes are 

stepping into place. There has been a shift from simply avoiding “sin stocks” towards 

more nuanced investment strategies that focus on performance (Blank, Sgambati, and 

Truelson, 2016).  The European Sustainable Investment Forum (EUROSIF) has listed 

seven responsible investment strategies. The seven strategies are presented in table 1.  

Table 1 Responsible investment strategies by EUROSIF (2021) 

Investment strategy Description 

Best in class 

The best performing investments within a universe, 

category or class is selected. The assets are then weighted 

based on ESG criteria  

Engagement and 

voting 

Active ownership and engagement are seen as a long-term 

process in which the investor tries to influence companies 

on ESG matters 

ESG integration 

ESG integration is included in the investment decision 

making and the financial analysis. ESG risks and 

opportunities are considered when evaluating an 

investment 

Exclusions 

Specific investments or investment classes are excluded 

due to their nature. This exclusion of certain investments 

can be done on a company, sector, or country level.  
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Impact investing 

Impact investments are done into companies, 

organisations and funds that intend to generate social and 

environmental impact alongside a financial return 

Norms based 

screening 

Investments are screened based on if they comply with 

international standard and norms.  

Sustainability 

themed 

Investments in themes of assets linked to development of 

sustainability. An example of this could be a fund 

specialized in renewable energy 

 
 

It has been argued that sustainable investment strategies narrow down the investment 

universe. This affects the concept of diversification in portfolio management.  

Trinks and Scholtens (2017) find that with negative screening the investment universe 

can become substantially smaller depending on the market and screen. They also 

establish that there seems to be a price to screening, the opportunity cost of not investing 

in controversial firms. Most controversial clusters in Trinks and Scholtens study 

significantly outperformed the market except for the Sextet of Sin (alcohol, tobacco, 

gambling, pornography, armaments, and nuclear power). The screened market portfolio 

also significantly underperformed the unscreened market portfolio when accounting for 

conventional risk factors. (Trinks & Scholtens, 2021)   

When adapting sustainable investment strategies different matrices are used for 

different asset classes. Eccles, Sarafeim and Krzus (2011) investigate the market interest 

in non-financial information by asset class considering equity investors and fixed income 

investors. In their study they analyse the top 20 non-financial metrices used by equity 

investors and fixed income investors. Equity investors and fixed income investors had 

only seven common metrices when comparing the top 20 most popular non-financial 

metrices. The ESG Disclosure Score was the number one matric that both equity and 

fixed income investors found interesting. The equity investors had more of an interest in 

environmental metrics, which represented 10 of the 2o top metrices. Both equity and 

fixed income investors had a keen interest in governance with six and seven of the top 

metrices related to this subject. The largest contrast, between the two investor types, was 

that fixed income investors had five social metrices in their top 20, meanwhile equity 
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investors did not have a single social metric in their top 20. In their study the authors 

pinpoint that one barrier to the widespread acceptance of non-financial information by 

investor and other stakeholder is the lack of a generally accepted information framework 

and reporting standards (Eccles, Sarafeim & Krzus 2011).  The study also points out that 

different types of investors rely on different kinds of non-financial information. 

Depending on what asset class the investor invests in they have different non-financial 

metrices they consider.  

2.4 The EU Taxonomy  

ESG objectives are becoming a primary focus in asset management and the reallocation 

of capital has major implications for portfolio decisions and asset pricing. However, the 

true ESG profile of a firm is often hard to capture. (Avramov et al., 2021) This uncertainty 

in ESG profiling arises from insufficient sustainability reporting and rating agencies 

differences in ESG measuring.  The EU Taxonomy provides asset managers and investors 

with a consistent tool to evaluate environmentally sustainable investments. Hence, the 

EU Taxonomy decreases the uncertainty gap of the company’s real environmental 

profile. However, the EU Taxonomy is a limited framework as it only focuses on six 

environmental objectives. These six environmental objectives are:  

❖ Climate change mitigation  

❖ Climate change adaptation  

❖ The sustainable use and protection of water and marine resources  

❖ The transition to a circular economy  

❖ Pollution prevention and control  

❖ The protection and restoration of biodiversity and ecosystems  

In order to qualify as an “environmentally sustainable” economic activity the investment 

needs to contribute to one or more of the environmental objectives.  The investment is 

not allowed to do significant harm to the other environmental objectives and 

furthermore need to comply with technical screening criteria for one of the six objectives 
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and reach a minimal social and governance safeguard (Várhelyi & Lieshout, 2020). 

  

Figure 1 Performance thresholds for economic activities Source (European 
Commission, 2020)  

The performance thresholds that are presented in figure 1 will accordingly to the TEG final report help 

companies, project promoters and issuers access green financing and improve their environmental 

performance and help to identify what activities can be considered environmentally friendly (European 

Commission, 2020). 

European Commission (2022a, b) notes that the EU Taxonomy is one part of the 

European Green Deal. To understand what the EU Taxonomy is trying to accomplish you 

first need to understand the underlying objectives of the European Green Deal. The 

European Green Deal was presented in December 2019 by the Commission President 

Ursula von der Leyen. The Green Deal is a growth strategy to make EU’s economy 

sustainable by developing sustainable industry and transport. The main goal of the green 

deal is to establish Europe as the first climate neutral continent by 2050. One 

opportunity that arises with the Green Deal is the European Climate Pact which is an 

EU-wide initiative inviting people, communities, and organizations to participate in 

climate action and build a greener Europe (European Commission, 2022a, b). This Pact 

offers a great opportunity for stronger collaboration between countries and different 

businesses (ERRIN, 2022).  

2.4.1 EU Taxonomy implementation  

The EU Taxonomy was entered into force on the 12th of July 2020 (European 

Commission, 2022b). However, there are different implementation levels of the EU 

Comply with 
minimum 

safeguards

Do no significant 
harm to any of the 

other five 
environmental 

objectives as defined 
in the proposed 

Regulation

Substantially 
contribute to at least 

one of the six 
environmental 

objectives as defined 
in the Regulation



13 
  

Taxonomy. In 2022 companies and financial institutions need to start reporting a small 

undertaking of the Taxonomy requirements. In 2023 companies need to report 

Taxonomy alignment and financial institutions need to report Taxonomy eligibility. 

Finally, in 2024, the EU Taxonomy should be implemented to its full extent when 

companies and financial institutions need to report their Taxonomy alignment. 

(Schoemaker, 2021) We can conclude that it will take until 2024 before we know how the 

EU Taxonomy will play out. At this point it is interesting to investigate the expectations 

and strategies of institutional investors on this new regulation.  

 
institutions report Taxonomy eligibility  

 
 3.  Companies and financial  

     institutions report Taxonomy  

alignment  

Figure 2 Taxonomy implementation (Schoemaker, 2021) 

The EU Taxonomy is planned to be fully implemented in 2024. In figure two the timeline of the EU 

Taxonomy is presented and by 2023 financial institutions should report Taxonomy eligibility and by 2024 

Taxonomy alignment.  

2.4.2 Application of the EU Taxonomy on market participants 

The three different groups that need to follow the EU Taxonomy are presented in figure 

3. Participants offering financial products in the EU, including occupational pension 

providers, are required to make Taxonomy disclosures. This means that government 

owned pension funds do not need to follow the EU Taxonomy Regulation (TR). Hence, 

some of the participants in this study are not obliged to follow the EU Taxonomy 

regulation. This is an important thing to notice as their answers might be influenced by 

this.  

Three groups of Taxonomy users set out by the Taxonomy Regulation: 

    

  

  1.   Companies and financial institutions report Taxonomy eligibility   

  2.   Companies report Taxonomy alignment, financial  

2021 2022 2023 2024 2025 
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1. Financial market actors 

offering financial services 

and products in the EU 

2. Large companies that are 

already required to provide a 

non-financial statement 

under the Non-Financial 

Reporting Directive 

3. The EU and EU Member 

States, when setting public 

measures, standards, or 

labels for sustainable 

financial products or green 

(corporate) bonds 

 

Figure 3 Three groups of Taxonomy users (European Commission, 2020) 

The institutional investors interviewed in this study are part of the first group presented in the figure above. 

Please note that government pension funds are excepted from the EU Taxonomy regulation.  

European Commission (2020) notes that the financial market participants in the EU will 

be forced to report accordingly to the TR and must state the following information for 

each financial product under the TR:  

1. How and to what extent they have used the Taxonomy in determining the 

sustainability of the underlying investments;  

2. To what environmental objective(s) the investments contribute; and  

3. The proportion of underlying investments that are Taxonomy-aligned, expressed 

as a percentage of the investment, fund, or portfolio. This disclosure should 

include details on the respective proportions of enabling and transition activities, 

as defined under the Regulation.  

Source: European Commission (2020) 

This forthcoming regulation in the European Union will naturally affect the way financial 

institutions act in order to meet these requirements.   

2.4.3 Criticism of the EU Taxonomy   

Financial regulating and reporting can be important means for an organization to 

communicate the performance and governance to outside stakeholders. Corporate 
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disclosure is critical for financial markets to function efficiently. However, the question 

has been asked what types of disclosure should be required by regulation and what 

should be left to the management to assess (Healy & Palepu, 2001). The EU Taxonomy 

will require financial market participants and large companies to disclose alignment to 

the environmental objectives listed in the TR. Hence, increasing reporting costs will arise 

due to this new regulation.  

The EU Taxonomy has also been criticized for classifying certain industries as green even 

though they have less environmentally friendly characteristics. An example of this is that 

natural gas was included in the TR, although natural gas is a non-renewable energy 

source. This is contradicting the EU target to decarbonize the continent and become 

climate-neutral by 2050. Natural gas has been labeled as green because leading EU 

countries are reliant on this commodity. However, the Russian attack on the 24th of 

February 2022 on Ukraine has sparked new discussion regarding labeling natural gas 

and nuclear power as green investments (Khan, 2022). 

Another group of criticism concerning the EU Taxonomy Regulations can be put under 

the so called free-rider problem group. Nordhaus (2019) states the policy initiatives need 

to be global to succeed. Otherwise, the policy incentive by Europe might be ineffective 

due to the free-rider problem.  

The free-rider problem consists of several parts.  First, if there is no international law to 

force countries outside the EU to participate in an international climate agreement some 

countries have an incentive to be a free-rider i.e., to stay out of the agreement and pursue 

their self-interest (Hoel, 1994). Second, on the microeconomic level, one of the concerns 

is that European businesses will lose their competitive advantages against non-European 

businesses. Third, the EU firms might move production to more polluter-friendly 

countries. Fourth, the EU Taxonomy can also lead to regional disadvantages depending 

on what activities are included and excluded in the EU Taxonomy e.g., forest, natural 

gas, nuclear power, water, and many other things. These are some of the concerns that 

have been associated with the EU Taxonomy, and enhanced environmental regulation.    

2.4.4 Extension of the EU Taxonomy towards a social taxonomy 

The EU (2022a) Taxonomy has worked as a starting point for the development of a 

taxonomy that would be based on social features. The social taxonomy would be an 

extension of the EU TR towards social objectives. Since the EU sustainable finance 

strategy was developed both environmental and social features have played a key role in 
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the establishment of the strategy.  In February 2022 the EU released their final report on 

the proposed social taxonomy. The social taxonomy would have three objectives:  

❖ Decent work (including for value-chain workers); 

❖ Adequate living standards and wellbeing for end-users; 

❖ Inclusive and sustainable communities and societies.  

Source: Platform of Sustainable Finance (2022)  

The social metrices were found not as important non-financial information as 

governance and environmental metrices by equity and fixed income investors. (Eccles, 

Sarafeim and Krzus, 2011) The social taxonomy could potentially increase the data 

available on the social features of an investment. This could further increase investors’ 

interest in the social metrices of an investment.  

In addition to the social taxonomy there has been discussion about including governance 

objectives into the TR. These government objectives are directly linked to sustainability 

and cover the following topics:  

❖ Anti-bribery and anti-corruption measurements  

❖ Responsible lobbying and political engagement  

❖ Transparent and non-aggressive tax planning  

❖ Diversity of board members  

❖ The option of employee representation on supervisory boards.  

Source: Platform of Sustainable Finance (2022) 

The governance objectives are linked to the social and environmental objectives of the 

Taxonomy. It is expected that the European Commission will soon propose a new 

framework on corporate governance that will be similar to the Environmental and Social 

taxonomy. At this stage in 2022, the social taxonomy is a work in progress. Two of the 

next steps include clarifying the minimum safeguard objectives and conducting studies 

related to the impact of the social taxonomy (Platform of Sustainable Finance, 2022). 

Whether there will be a social taxonomy or the environmental, social and governance 
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factors will all emerge to one combined taxonomy framework is still unclear. This might 

be a development that could be feasible in the future as the implications of the Taxonomy 

regulation becomes clear.  

The details of the social taxonomy are still unclear. Furthermore, as the social taxonomy 

can be viewed as a new social metric to identify socially sustainable activities it is an 

interesting addition to the sustainable investment tool universe. There are studies that 

have investigated the impact of environmental, social and governance issues in 

investment and the social issues have been found not as important as environmental and 

governance issues (Eccles, Serafeim & Krzus, 2011); (Crifo, Forget & Teyssier, 2015). 

Hence, a social taxonomy could potentially increase the interest towards social issues.  
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3 THEORETICAL FRAMEWORK  

In the theoretical framework we will take a closer look at the theory behind corporate 

social governance and the principal-agent theory is presented. The principal-agent 

theory is included as institutional investors can be seen as principals (owners) when they 

make an investment in a company (managers) or mutual fund. In addition to this the 

stakeholder theory (Freeman 1984) and legitimacy theory (Lindblom 1993) are 

presented. Thus, the theoretical approach is based on 3 theories that are relevant to my 

study. The principal-agent theory is used to understand the information asymmetry 

between the principals (owners) and the hired managers (agents). Since the principal-

agent model does not grasp some aspects of Corporate Sustainable Investment (CSI) the 

stakeholder model is also introduced. The stakeholders may be anything from customers, 

the EU, governments, investors, legislators, politicians, personnel, taxation institutions 

to owners. The legitimacy framework is presented as it has been used frequently in 

accounting research when analyzing non-financial disclosures.            

3.1 The principal-agent model  

Waterman et al (1998), Ebrahim (2003), Sinclair (2013), Borch (2022) & Greenstone et 

al (2022) note that the principal-agent theory has been used in many different contexts 

from finance to public sector regulation. The theory is used when trying to explain and 

resolve issues in the relationship between business principals and their agents. The 

theory focuses on the governance and regulation problems of the organization seen from 

the owner or investor perspective. In finance the relationship is often the one between 

shareholders as principals or owners and company executives as agents. In my study I 

mainly see the principal as the institutional investor e.g., Nordic pension and insurance 

companies, and the agent as the products and services that the institutional investors are 

buying from the agents, e.g., funds, equity, bonds or other financial contracts.  The issue 

of accountability of the principals and agents and their actions is also relevant (Ebrahim. 

2003). In my study this might refer to the fact that the agents’ performance is being in 

line with the institutional investors’ expectations.  

Waterman (1998) notes that the principal agent-theory relies on two assumptions:  there 

is a conflict between the principal and the agent, and the agent possesses more 

information than the principals, resulting in an information asymmetry. This is most 

likely also the case in most business-related issues. In the context of my study the 

institutional investors or the principals have less information about their investments’ 

sustainable activities than the agents and the institutional investor is dependent of how 
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much information is available or shared with them. However, in many cases both the EU 

Taxonomy related “buyer and seller” or the principal and agent may see the EU 

Taxonomy and its’ goal objective with more or less the same lenses. Thus, the goal for 

both the principals and the agents might be to improve the global environmental 

situation rather than keeping information from each other.  

The principal-agent model focuses on the agent’s use of private information. The 

principal delegates the decision to an agent who has private information about the 

underlying operation. The agent and the principal might have conflicting goals in 

situations where the principal’s need is to design contracts that maximize his utility and 

the agent’s need is to maximize his own utility. According to the principal-agent theory, 

the agent in rare situations feels no discomfort in behaving dishonestly when such 

behavior pays off better than honesty in terms of utility maximization (Bøhren, 1998).   

There is a principal-agent problem within sustainable investing as the corporate 

executives (agents) try to maximize their utility at the cost of investors (principals). 

Information asymmetry arises between investors and corporate executives when the 

sustainability reporting is not transparent enough and little information is shared in the 

relationship between the investors and the corporate executives.  With the help of 

sustainability reporting and ESG ratings, the corporate executives try to attract investors 

and signal to the market that they are trustworthy. The situation is problematic för the 

principal as it remains complex to get objective sustainability information about the 

company. Furthermore, ESG ratings can also differ between rating providers and ESG 

ratings do not take into account industry specific differences. On the other hand, if there 

were no ESG ratings the principals themselves would need to do costly monitoring to get 

this information. The EU Taxonomy regulation defines reporting standards for 

sustainable activities and could be a partial solution to the problem. By getting 

information from the respondents in my study concerning their expectations of the EU 

Taxonomy I hope to gain more information related to this question. Finally, moral 

hazard problems can also appear after the principal has signed the contract as the agents 

disregard ESG considerations and invest in riskier projects to maximize their own utility. 

(Kimmerle, 2019)    

3.2 The stakeholder theory   

Edward Freeman can be seen as one of the creators of the stakeholder theory and his 

book Strategic Management: A Stakeholder Approach (Freeman, 1984) is still widely 
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used when referring to stakeholder theory today. A fundamental argument of the 

stakeholder theory is that organizations should be managed with the interest of all their 

constitutions in mind, not only limited to their shareholders interest (Laplume, Sonpar 

& Litz, 2008). The initial intent of Freeman’s (1984) stakeholder theory was to provide a 

result-oriented approach to strategy which would achieve superior performance by 

taking the organization’s stakeholders into account. The stakeholder theory has been 

controversial since it questions the conventional assumption that the management's 

preeminent concern is to maximize firm value.  In stakeholder theory managers should 

attempt to balance the interest of all stakeholders while having the companies' best 

financial interest in mind. Jensen (2010) argues that the tradeoffs between balancing the 

interest of all stakeholders and the pursuit of firm value maximization is not specified in 

the stakeholder theory. Hence, it makes it impossible for managers to make purposeful 

decisions. (Jensen, 2010)  

Stakeholder theory has been widely used for explaining why organizations engage in CSR 

activities. It has also somewhat been studied how the stakeholder theory influences 

sustainability reporting. Herremans, Nazari and Mahmoudian (2016) found that the type 

of processes that companies develop through their sustainability report is related to their 

dependency perceptions and stakeholder characteristics and relationship. Herold (2018) 

concluded that sustainability reporting varies significantly depending on institutional 

and stakeholder pressure. Furthermore, stakeholder theory has been used when 

developing accounting practice for sustainability and specifically what stakeholders 

should consider in corporate accounting (Hörisch, Schaltegger & Freeman, 2020).    

3.3 The legitimacy theory  

Lindblom (1993) developed a legitimacy framework that has been used frequently in 

accounting research when analyzing corporate environmental disclosure. Suchman 

(1995) stated that legitimacy can be thought of as if the actions of an entity are seen as 

desirable, true and suitable for a social setting, then the entity can be viewed as a 

legitimate actor. Suchman further identified three primary forms of legitimacy: 

pragmatic, moral and cognitive. Pragmatic legitimacy is based on the self-interest 

calculations of an organization’s most immediate audiences. Pragmatic legitimacy 

considers whether or not the activity benefits the evaluator. Moral legitimacy on the 

other hand is based on normative approval and if the activity is “the right thing to do”. 

Cognitive legitimacy is based on the appropriateness and interpretability of the 

organization. (Schuman, 1995)  
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Companies use social and environmental reporting to gain, maintain or repair their 

legitimacy which is in line with the legitimacy theory. The legitimacy theory can provide 

insights into the motivation behind corporate social and environmental disclosure. The 

motivation for corporate social and environmental disclosure can steam from public 

pressure, regulation, or external economic events. Social and environmental reports 

offer the company a unique chance to design a positive image of the company to its 

stakeholders. Corporate social and environmental reporting can also be seen as a 

justification for a company´s continued operations. (Mousa & Hassan, 2014) Meeting 

the criteria of the EU Taxonomy can in light of this theory be seen as motivational, since 

a company is regarded to be successful if it meets the social expectations of the society.  
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4 PREVIOUS RESEARCH  

The research done on the EU Taxonomy is limited as the regulation will not be fully 

implemented until 2024. Therefore, the previous studies that have been included will 

focus on providing a deeper understanding of the themes related to the research 

questions. The previous studies that have been included will touch upon the drivers 

behind investments in SRI, how ESG can be integrated in the investment decision 

process and the need for standardized reporting and a ESG Taxonomy. Furthermore, 

understanding how sustainability has been incorporated into current sustainable 

investment strategies can provide insight into how the EU Taxonomy will be received by 

institutional investors.   

4.1 Scholtens & Sievänen (2013) 

In the study by Scholtens & Sievänen (2013) the authors try to determine what drives the 

differences between the size and structure of Nordic countries socially responsible 

investing (SRI). The countries that are investigated are Denmark, Finland, Norway, and 

Sweden. The research question that the authors are trying to answer is why countries 

might differ in their socially responsible investments. SRI has the longest history in 

Sweden where it started in the 1960s. Finland was lagging behind the other Nordic 

countries and saw its first SRI activity in 1999. One of the most well-known socially 

responsible investors in the Nordic countries is the Norwegian Petroleum Fund (NPF). 

NPF started their SRI activity by introducing the ethical investment guidelines in 2004. 

According to Scholtens & Sievänen (2013) the market for socially responsible 

investments is of the greatest size in Norway and of the smallest size in Finland.  

4.1.1 Data and method  

A case study is conducted focusing on SRI irregularities between the countries and what 

differences related to SRI activity that the countries have. The authors investigate 

differences in economics, finance, culture, and institutions and then tie these differences 

to SRI data. The economic, financial, cultural, and institutional data is collected from 

various sources.  The SRI data is retrieved from EUROSIF and is based on self-reporting 

by asset managers and covers both institutional and retail asset managers. The SRI data 

for one country is then compared to the Nordic countries average and if the performance 

of on a particular item is more than one standard deviation from the average the result 

is considered interesting, however not significant due to the small sample.   
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4.1.2 Results  

The authors find that even though the Nordic countries have noticeable similarity in 

economic, social and CSR performance the four Nordic countries still significantly differ 

from each other in terms of the size and structure of SRI. In Denmark unethical practices 

form the bases for the interest towards SRI investment. In Finland religious actors and 

institutional investors are key actors in SRI activities. In Norway SRI is strongly driven 

by the Norwegian Petroleum Fund which also is seen as a role model for responsible 

investors worldwide. In Sweden, the church is among the main forces behind SRI activity 

followed by institutional investors and pension funds. Hence, SRI similarities between 

the countries are found in the role of institutional investors, religious movements and 

investment strategies.   

4.2 Eccles, Kastrapeli & Potter (2017) 

By conducting a global survey, the authors of this article investigates how ESG is 

integrated into the investment decision making of institutional investors. Investors all 

over the world are turning their attention to ESG investment practices and over 1600 

investors presenting 62$ trillion in assets have signed the United Nations Principals for 

Responsible Investment (UNPRI). The purpose of the study is to learn from a group of 

investors who plan to be the leading edge of ESG investment practices.  The objective of 

the study is to investigate how ESG is integrated into the investment decision making 

process. The survey first starts by looking into current trends and strategies for investing. 

Thereafter, traditional barriers to ESG integration are investigated. Lastly, the survey 

reviews the most effective methods for ESG integration based on the answers from the 

survey respondents.   

4.2.1 Data and method  

A global survey is conducted in late 2016 with 582 institutional investors that either are 

implementing ESG strategies or planning to do so. The respondents of the study are 

evenly split between asset owners and asset managers, and between fixed-income and 

equity investors. The respondents came from America, Europe, Middle East, and Africa 

(EMEA), and Asia Pacific (APAC).    

4.2.2 Results  

Of the respondents 62% answer that the most prominent reason for ESG investing is 

“Helps to foster a long-term investment mindset” followed by 48% of the respondents 

that states “Helps to cultivate better investment practices”. The third most common 
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reason for ESG investing is “Demand from beneficiaries” which 38% of the respondents 

agree on. The most common choice of investment strategy (47%) was “Exclusionary 

screening or value-based exclusions”.  The respondents (60%) in the study agreed on 

that the number one barrier for ESG Integration is “Lack of standards for measuring ESG 

performance”. Lastly, 80% of the investors noticed that common standards for ESG data 

and use of ESG is lacking. Furthermore, about two thirds of asset managers and asset 

owners state that greater transparency in companies’ ESG reporting is useful in order to 

improve ESG integration.  

4.3 Riedl & Smeets (2017) 

Riedl & Smeets (2017) investigate the reasons behind why investors hold socially 

responsible mutual funds. The theoretical and empirical evidence regarding the possible 

explanations for holding SRI funds are inconclusive. A few studies have found that SRI 

equity may perform financially better than conventional investments and other studies 

have found that investing in SRI equity is financially costly. Hence, it is impossible to say 

if investors hold SRI equity funds since they expect them to outperform conventional 

mutual funds. Other motives for holding SRI equities includes investors prosocial 

preferences, reputational motives, optimal risk-return expectations, and portfolio 

diversification.   

4.3.1 Data and method  

The data that is used in the study consists of administrative data that has been linked to 

survey responses and behavior in incentivized experiments. The administrative data 

consists of 3382 individual investor data from the largest mutual fund providers in the 

Netherlands. The data covers the period from June 2006 until June 2012. The survey 

and experiment were conducted in June 2011. For the survey data 3382 individual 

investors from the administrative data are invited to participate and then 35 000 out of 

145 000 investors were randomly selected from the database. To all selected investors a 

link to the online survey was sent by e-mail and 8% of conventional investors and 12% of 

socially responsible investors answered to the survey.   

The method used can be divided into three parts. Firstly, realized portfolio performance 

of socially responsible and conventional investors was compared. Secondly, investors’ 

survey answers to risk and return expectations on SRI funds were reported. Lastly, 

regression analysis was used to explore the role of financial and social motives to create 

an individual background battery that could be controlled for in the regression analysis.   
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4.3.2 Results  

Investors’ intrinsic social preferences and to a smaller extent social signaling are 

important factors when determining the likelihood of an investor holding an SRI equity 

fund. Financial motivations also play a small role. However, most SRI investors expect 

SRI funds to have lower returns, higher fees and worse Sharpe ratios compared to 

conventional funds. As SRI is growing quickly in volume it can be expected that the 

growth may influence asset prices to a greater extent as the proportion of socially 

responsible investors continues to increase. The study is done on Dutch investors, and it 

can be discussed if the study can be generalized to other counties.   

4.4  Avramov et al. (2021)  

Avramov et al. (2021) analyzes the effect of uncertainty about the corporate ESG profile 

on asset pricing and portfolio choices. In equilibrium ESG uncertainty would increase 

the market premium and the demand for the stock would decline.  Furthermore, the 

CAPM alpha and effective beta both rise with ESG uncertainty. ESG uncertainty is 

measured by employing the standard deviation of ESG ratings from six different rating 

providers. As the ESG objective is becoming a primary focus in asset management it has 

increasing importance in asset allocation and portfolio decisions. However, asset 

managers face uncertainty about the true ESG profile of a company as there is divergence 

across ESG rating agencies methodology and the ESG data is opaque and often 

incomplete.   

4.4.1 Data and method  

The sample consists of all NYSE/AMEX/Nasdaq common stocks with share codes 10 or 

11. Daily and monthly stock data is obtained from the Center for Research in Security 

Prices. The ESG rating data is collected from six major data vendors (Asset 4, MSCI, 

KLD, MSCI IVA, Bloomberg Sustainalytics and RobecoSAM). Quarterly and annual 

financial data is obtained from Compustat, analyst data from Institutional Brokers´ 

Estimate Systems and quarterly institutional equity holdings from Thomson-Reuters 

Institutional Holdings (13F) database. The sample period ranges from 2002 until 2019 

and the sample period in 2002 begun with ESG ratings from two different data vendors.  

The method used in the paper starts with the theory behind the market portfolio; a risk-

free asset and a risky asset. The optimal portfolio with the implications of ESG 

uncertainty is then discussed. The single-asset setup is then extended to consider 

multiple risky assets. Lastly, an asset pricing model for the cross section of stock returns 
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is derived after the implications of ESG uncertainty for the demand of individual stocks 

have been considered.   

4.4.2 Results  

The equilibrium implications of ESG rating uncertainty for portfolio choice and asset 

pricing are analyzed in the paper. ESG rating uncertainty reduces investor demand for 

stocks, especially ESG-sensitive investors. ESG uncertainty can affect investor demand, 

the risk-return trade-off and reduce economic welfare for ESG-sensitive agents. The 

results highlight the growing concern regarding lack of consistency in ESG information 

disclosure and ESG ratings. ESG uncertainty can increase the cost of capital in the green 

firms. ESG uncertainty can also limit the ability to make socially responsible investments 

in the green firms. A clear ESG performance Taxonomy and disclosure standards for 

sustainability reporting are suggested as remedies for the problems arising from ESG 

uncertainty.   

4.5 Summary of previous studies  

In table 2 the previous research has been summarized. The studies answer different 

research questions and use different methods. Insights from previous studies were used 

when formatting the questions for the interview in my study. The relevant insights for 

my study from the previous research are concluded in the “Relevance for study column”. 

The relevant themes in the previous studies are the following: why do investors invest in 

SRI, what are the motives for SRI investments and how can the current sustainable 

investment strategies be improved.   

The study by Sievänen and Scholtens (2013) is a starting point for the strategic sample 

in my study.  In their study it is concluded that in Denmark SRI is encouraged by the 

government and regulated for public pension funds. In Finland SRI does not have a long 

tradition but religious institutions and institutional investors are key actors. In Norway 

the Norwegian Petroleum Fund is a role model for responsible investors worldwide and 

in Sweden the church, institutional investors, and national pensions funds, which are 

regulated to consider ethical issues are key drivers for SRI. (Sievänen and Scholtens, 

2013) 

Previous research by Riedl and Smeets (2017); Eccles, Kastrapeli and Potter (2017) and 

Avramov et al (2021) can be linked to the first research question how Nordic institutional 

investors currently adapt sustainability in their operations. The study by Avramove et al. 
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(2021) is also important for the second research question, which is related to institutional 

investors' expectations of the EU Taxonomy. The Avramove (2021) study points out that 

there is a need for unified reporting standards and an ESG Taxonomy as there exists ESG 

uncertainty between different rating agencies. The Avramove (2021) study helps to 

understand the underlying problems with the current sustainability tools used.  
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Table 2 Summary of previous studies 

 

Authors and year 
published 

Research 
question/Purpose 

Results Relevance for the study 

Scholtens & 
Sievänen, 2013 

What are the drivers of 
SRI in the Nordic 
countries? 

The Nordic countries have similarities in economic, 
social and CSR performance. However, the size and 
structure of SRI differs between the countries. 

1. Focus on the Nordic market 

2. The result indicates that institutional investors play a key 
role for SRI in the Nordic countries 

Eccles, Kastrapeli & 
Potter, 2017 

How can ESG be 
integrated into 
investment decision 
making and what are the 
barriers? 

The most common response for ESG investing was 
“in order to create a long-term investment 
mindset”. The most common investment strategy 
was exclusionary screening or value-based 
exclusions.  

1. Two barriers for ESG integration into the investment 
decision process: lack of common standards for ESG data 
and the lack of transparency in ESG reporting 

Riedl & Smeets, 2017 
Why do investors hold 
socially responsible 
mutual funds? 

Investors' intrinsic social preferences and to a 
smaller extent social signaling are important 
factors when determining if investors' hold SRI 
equity funds. SRI funds are expected to have lower 
returns than conventional investments. 

1. Social motives are highly relevant in holding SRI equity 
funds 

2. Financial motives are not prominent for SRI  

3. Growth in SRI investments may affect asset prices  

Avramov et al., 2021 

How does uncertainty in 
the corporate ESG profile 
affect asset pricing and 
portfolio decisions? 

In equilibrium the ESG uncertainty increases the 
market premium and the demand for the stock 
declines. Furthermore, ESG uncertainty generates 
rising CAPM alpha and effective beta.  

1. Highlights the problem with ESG uncertainty that arises 
from the lack of consistency of ESG information disclosure 
and ratings provided by different rating agencies 

2. ESG uncertainty could raise the cost of capital in green firms 
and limit the option for the firm to make socially responsible 
investments 

3. The study suggests that ESG taxonomy and unified 
disclosure standards would be useful  
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5 RESEARCH METHODOLOGY  

In this chapter the research methodology and logic will be presented. Firstly, the research 

philosophy and the rationale of the methodology is presented. My own knowledge of the 

subject is presented in a subchapter because it is relevant in the interpretative process of 

my data.  Secondly, the research design, data collection and data analysis are described. 

Lastly, the quality aspects, validity and reliability of the study will be discussed.  

5.1 Research philosophy 

In this subchapter some key philosophical concepts relevant to my study will be 

presented. Eriksson and Kovalainen (2016) state that many qualitative approaches are 

based on the ontological assumption that perceptions and experiences of reality is based 

on a subjective perception that may be different for each person and may change over 

time and in a different context. This ontological aspect means that reality is understood 

as a form of subjectivism instead of the assumption that the social world exists as an 

objective reality as assumed in most quantitative research. The term constructivism is 

also used instead of ontological subjectivism and concerns the social nature of reality 

including both social and cognitive processes. Epistemology is trying to answer the 

question about what knowledge is and the sources and limits of knowledge. The 

epistemological aspect of subjectivism sees knowledge as socially constructed by social 

actors and is associated with the philosophical position called interpretivism.  

The purpose of my study is to explore institutional investors' expectations of the EU 

Taxonomy Regulation (TR) and further to understand how the TR affects institutional 

investors. I need to get in-depth information about what understanding, attitudes and 

specific thoughts the respondents have about the coming regulation. Expectations of the 

coming regulation are constructed from what kind of information the respondents have 

got about the Taxonomy and how it is interpreted by the respondent and by their 

companies.  It is still very unclear what impact the regulation is going to have and 

therefore it is important to explore how the respondents understand and interpret the 

coming regulation. Thus, the main philosophical positions used in this study are 

interpretivism and constructionism that have a background in hermeneutics and 

phenomenology. Hermeneutics refers to the necessity of interpretation as part of the 

research process. Qualitative research often focuses on understanding human action and 

interpretation is an important part of any analysis of qualitative materials. 
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Eriksson and Kovalainen (2016) also state that there are different epistemological views 

on how the researcher´s role is seen in the knowledge production process and to what 

extent the researcher is involved in the knowledge production. In line with 

constructionist views on knowledge there is a close relationship between the researcher 

and respondents in the knowledge building process. Brinkmann and Kvale (2018) state 

that philosophical reflections of knowledge also have implications for research 

interviewing. Within phenomenological and hermeneutical philosophy terms describing 

the mode of understanding in the interview such as experience, consciousness, meaning, 

interpretation and human relations between social actors are the subject of reflection. In 

the hermeneutical tradition, the meaning of the text is central. There is an emphasis om 

the various meanings in a text and the interpreter´s foreknowledge of a subject matter.  

Eriksson and Kovalainen (2016) describe that the circulatory of the qualitative research 

process can be related to the so called “hermeneutic circle”. This means that the 

methodological process of understanding and constructing is deepening in the 

interpretative process during research activities. 

For me as a researcher this means that my understanding and interpreting of the 

empirical material depends on my prior knowledge of the subject. New knowledge arises 

in the research process and prior knowledge is modified and changed. Eriksson and 

Kovalainen (2016) further argue that our own gender, experiences, culture and 

expectations affect the way we interpret things. As a researcher I am part of the 

interpretative process going on and therefore my prior preknowledge of the subject is 

important and will be described in subchapter 5.3.  

5.2 Rationale of the methodology  

In finance research usually a quantitative research approach is recommended. However, 

the lack of quantitative data concerning future events drives the business researcher to 

apply a qualitative approach. Qualitative and quantitative research approaches are 

usually understood as antonyms. Qualitative research is expressed in natural language 

and quantitative research is generally expressed in numbers and statistical models. 

Qualitative work usually employs small samples meanwhile quantitative work is based 

on large sample analysis. Qualitative approaches usually focus on particular individuals, 

events and contexts leading to the discovery of particular scientific facts and processes. 

Quantitative research on the other hand usually focuses on features across a larger 

population that can be generalized. (Gerring, 2017) 
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Since the purpose of the thesis is to explore the expectations related to the EU Taxonomy 

a qualitative approach gives a more flexible research design. The main rationale for a 

qualitative approach is the limited data available for something that is in the process of 

happening. The EU Taxonomy regulation is not yet in place. Therefore, one of the best 

ways forward to get data is to ask the financial implementors what they think is 

important in the EU Taxonomy process. The lack of data concerning things that have not 

happened is more or less driving you into choosing a qualitative research method. 

Qualitative research has its limitations. One of these limitations is that the data is based 

on a few cases and therefore generalization cannot be made. Another limitation of the 

qualitative research method is that the interviewing involves human interpretations and 

therefore the reliability of the study can be questioned. Lastly, qualitative research relies 

on subjectivity and hence it can be argued that qualitative research is not objective 

knowledge. (Brinkmann, 2013, p.141-145)  

The main steps in a qualitative research process are presented below:  

Table 3 The main steps in qualitative research (Bryman and Bell, 2013, p. 390) 

The main steps for qualitative research that are presented below are adapted in this thesis.  

 

5.3 Me as a researcher  

My prior knowledge and interest in the EU Taxonomy emerged from two previous 

courses at Hanken. One of the courses is named sustainable finance. In this course 

1. Defining the general reserach question

2. Selecting relevant sites and subjects

3. Collection fo relevant data

4. Interpretation of data

5. Conceptual of theoretical work

a) Collecting of further data

b) Tighter specification of reserach question

6. Writing up findings/conclusions
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different themes in sustainable finance are discussed. At the same time, I was attending 

a course in banking and financial intermediation. There was one lesson devoted to the 

topic of the EU Taxonomy. These two courses sparked my interest for the EU Taxonomy. 

Before taking these two courses my knowledge of sustainable finance was limited. 

However, sustainability as a subject, had sparked my interest beforehand as I had worked 

on a consulting case where a Nordic sustainable solutions provider needed help in 

deciding their future focus areas.  

When deciding, which topic related to sustainable finance I wanted to write my thesis 

about I reached out to Fondita, a Finnish Mutual Fund company. I asked if they would 

be interested in supporting me through my master’s thesis journey and they were 

intrigued. After this I presented three different topics related to the sustainable finance 

field which I found interesting and got valuable comments and support from the team at 

Fondita related to the different topics. Thereafter, I chose the topic for this thesis: Nordic 

Institutional Investors’ Expectations of the EU Taxonomy. Throughout the process 

Fondita have provided me with their support, knowledge and expertise related to the 

sustainable finance field and the EU Taxonomy. When the interview guide was ready, I 

sat down with the team at Fondita and got feedback on how to improve the interview 

guide.  Already in that process new knowledge aroused and my preknowledge of the 

subject was revised. 

5.4 Research design 

Bell et al (2019) and Patton (2015) note that there are three different approaches on how 

to handle the qualitative data that has been collected. Inductive analysis generates new 

concepts, explanations, results and/or theories from the data in a qualitative study. A 

deductive approach on the other hand determines how the collected data supports 

existing general conceptualizations, results and/or theories. (Patton, 2015, p. 541) The 

abductive approach is a mix of the inductive and deductive approach.  

The abductive approach is also the newest of the three listed approaches and is proposed 

to be a way of overcoming the limitations associated with the inductive and the deductive 

approaches. (Bell, Bryman & Harley, 2019, p 24) Since, the EU Taxonomy is a relatively 

new phenomenon although there is theory related to sustainable finance available.  An 

abductive approach is used in this study allowing empirical data and theory to interact 

with each other when trying to build the “puzzle”. Brinkmann and Kvale (2018) argue 

that when there is an unpredictable conversational world of human beings in qualitative 
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interviews a more dynamic abductive approach must be used. Abduction is a pragmatic 

reasoning associated with Charles Sanders Peirce and is used when we need an 

understanding or explanation of something that is initially diffuse. Eriksson and 

Kovalainen (2016) point out that in practice abduction is difficult to differ from the 

iterative work in all empirical work. The hermeneutic circle is used in much the same 

meaning by some researchers and relate abduction closer to interpretivism. 

In table 3 the departing point, aim and conclusions produced by an abductive research 

approach is presented. The aim of the abductive research approach is to develop new 

understanding from empirical observations. An abductive approach differs from the 

deductive approach as it does not involve selecting theory beforehand to verify and 

formulate the hypothesis for the research. The abductive approach is well suited for this 

thesis as the phenomenon studied can be linked to existing theory. However, an 

abductive approach also gives freedom to the author to identify the relevant concepts 

and themes as the code does not need to be linked to existing theory beforehand.  

Table 4 Characterization of abductive, inductive, and deductive reasoning (De Brito & Van 
der Laan, 2010) 

REASONING 

DEPARTING 

POINT AIM 

DRAWING 

CONCLUSIONS 

ABDUCTION 

Empirical 

observations 

(unmatched 

by/deviating from 

theory) 

Developing new 

understanding 

Suggestions (for future 

directions, 

theory/paradigm/tool) 

INDUCTION 

Empirical 

observations 

(theory is absent) 

Developing theory 

Generalization/ 

Transferability of 

results 

DEDUCTION 
Theoretical 

framework 

Testing/evaluating 

theory 

Corroboration or 

falsification 
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5.5 Data collection 

Eriksson and Kovalainen (2016) argue that identifying research participants for 

qualitative research is purposeful and not representative and random as in quantitative 

studies. Thus, the aim is to have access to rich data that enables in-depth analyses. In 

this thesis the interviews have been collected through a one-point-in time approach. This 

means that the data is collected by interviewing one person one time (Patton, 2015, p. 

255). The strengths with one-point-in time interviews are that you can get a larger 

sample size and data in quite a narrowed timeframe. For this study 36 pension and 

insurance companies were contacted and 12 of these companies agreed to participate in 

an interview. The interviews ranged from 13 minutes to 37 minutes and the average 

interview was 26 minutes long and the median interview 28 minutes long. In total the 

interviews added up to 314 minutes and 207 transcribed pages.   

To identify the institutional investors that were relevant to the study a Bloomberg search 

for pension funds and insurance companies in Finland, Sweden, Norway and Denmark 

was done. From the Bloomberg search the largest and most relevant institutional 

investors for each country were identified. Based on Scholtens and Sievänens (2013) 

findings institutional investors and religious institutions play a key role in the Nordic 

countries SRI activity. In Sweden the national pension funds played an important role in 

SRI activity and they have also been identified and contacted for this thesis.  After the 

institutional investors were identified interview requests were sent out in April to May 

2022. In table 4 there is a summary of the interview data collection process. Please note 

that the respondents are not in the same order as in appendix 1 where the participating 

companies are listed. The respondents are in random order so that the answers will 

remain anonymous and cannot be connected to a company. This information about 

anonymity was also given to the respondents.   

Table 5 Interview participants 

Interviewee Title 

Respondent 1 Sustainability Specialist 

Respondent 2 Head of Corporate Governance 

Respondent 3 ESG Analyst 

Respondent 4 Portfolio Manager and Head of Responsible Investments 

Respondent 5 ESG Analyst 

Respondent 6 Head of Governance and Sustainability 

Respondent 7 Team Lead Institutional Sales 

Respondent 8 Portfolio Manager ESG 

Respondent 9 ESG Director 
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Respondent 10 Managing Director, COO 

Respondent 11 Sustainability Manager 

Respondent 12 Director of Responsible Investments 

 
 

The interviews were conducted between April and June 2022. The interview requests 

were sent out to large Nordic pension funds and insurance companies by e-mail. The e-

mails were sent out to sustainability experts withing the organization and if the e-mail 

was sent to a general info e-mail address it was stated that the interviewee should have 

knowledge within sustainable investments. The interview guide was sent to the 

respondents in advanced and the respondents were also informed that the researcher 

follows Hanken GDPR policy. All interviews were conducted in Microsoft Teams and the 

transcript function was used when recording the interviews. In order to make sure that 

Microsoft Teams had transcribed the material correctly the interviews were listened to 

afterwards and any errors were corrected. The interviews were conducted in Swedish and 

in English and the Swedish quotations are translated into English in this thesis. In 

appendix 2 and 3 you can find the English and Swedish interview questions and guide 

lines.   

The sample consisted of four private pension and/or insurance companies, four 

government pension funds, two asset management companies and one church pension 

fund. In table 5 the descriptive statistics for the size of the interviewed institutional 

investors are found. The data for table 5 has been collected from the investors’ websites 

and the exchange rates1 used to convert the number are from the European Central Bank 

(2022). The sample was quite evenly distributed between very large, large, middle, and 

small institutional investors. Noteworthy is that the size of the asset managers that 

participated in the study are group numbers. This means e.g., that the Storebrand Asset 

Management size includes their assets under management in both Sweden and Norway. 

There were variations in the secondary data and some of the institutional investors 

reported net assets and other used the term assets under management.  

Table 6 Interviewed institutional investors categorized by size 

Institutional investors categorized by size of their assets under 

management or net assets in Billion (B) euro.  

 
1 Exchange rates for DKK, SEK and NOK to Euro was collected on July 19, 2022 
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Value > 100 B€ 50-100 B€ 25-50 B€ < 25 B€ 

Size Very large Large Middle  Small 

Number of institutional 

investors 

3 2 4 3 

 
 

The respondents in the study mostly had a variety of asset classes they invested in. Of the 

12 respondents, 10 invested in equities, fixed income, and alternative investments. Two 

of the respondents stood out, the first one being the Sixth Swedish National Pension 

Fund that only invests in alternative investments particularly private equity and unlisted 

assets. The other respondent that stood out was the Norwegian Folktrygdfondet that 

invested solely in equities and fixed income. In the second background question of the 

interview guide the respondents were asked which asset classes they invest in. The most 

common alternative investment class that the respondents mentioned was real estate 

followed by private equity and infrastructure.  

The sample is “homogenic” in the sense that 10 of 12 respondents have a variety of 

different asset classes in their portfolio. Depending on the assets class different 

sustainable tools or nonfinancial information is considered. Eccles, Serafeim & Krzus 

(2011) study how the market interest differs by asset class by comparing fixed income 

and equity investors. They find that equity investors have more of an interest towards 

environmental metrics than fixed income investors. Fixed income investors on the other 

hand put a larger emphasis on social metrics than the equity investors. Both equity and 

fixed income investors had a keen interest in environmental and governance metrics and 

the number one metric that is used by both equity and fixed income investors is the ESG 

Disclosure Score. (Eccles, Serafeim & Krzus, 2011) 
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Figure 4 Alternative investment classes, besides publicly traded equity and fixed 
income that the respondents mentioned they invested in  

5.5.1 Interview approach 

There are three different approaches when collecting data through interviews. These 

approaches are: informal conversational interview, an interview guide, and the 

standardized open-ended interview. In an informal conversation interview the questions 

are asked spontaneously and are based on the flow and interaction of the interview. In 

an interview guide interview a list of questions are asked that the interviewer then can 

follow up upon. In a standardized open-ended interview, there is less room for follow up 

questions than in an interview guide interview and the questions are often detailed. A 

standardized open-ended interview is often used when it is important to minimize the 

variation in the questions asked (Patton, 2015, p. 437-439). In this thesis the interview 

guide approach will be used when conducting the interviews. The interview guide 

approach gives the interviewer freedom to ask follow up questions if there are important 

issues that need to be specified or new topics that need to be explored. Hence, the 

interview guide gives the interviewer a certain degree of freedom when conducting the 

interviews. The interview guide approach is a type of semi-structured interview. Semi-

structured interviews are designed and carried out based on the previous material and 

data that has been collected. In semi-structured interviews the questions are open and 

gives the interviewee freedom to answer as he/she likes. In a structured interview on the 

other hand the questions are asked in the same order and the answers to the questions 
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are delimited. The structured interviews are often in a survey form and of a more 

quantitative nature. In my interview guide there are open ended questions and questions 

with limited answer possibilities. Hence, the interview guide has both qualitative and 

quantitative features.  

5.6 Data analysis 

The goal with my study is to find patterns in the sustainability focus and Taxonomy 

expectations of Nordic institutional investors. An abductive research design will be used 

as the EU Taxonomy is a new concept with little theoretical research done on the subject. 

However, sustainable finance is a well-grounded subject in finance research. In the thesis 

coding for patterns will be done by the themes that have been established in the research 

questions. When the patterns have been identified they are categorized and then 

connected to concepts or themes (Saldana, 2008). Brinkmann and Kvale (2018) refers 

to coding and categorizing as early approaches to the analysis of texts in the social 

sciences. The coding process involves attaching keywords to a text segment in order to 

later identify a statement. Categorization means a more systematic conceptualization of 

a statement. In various forms coding is a key aspect of content analysis. Coding is also 

central in the grounded theory approach to qualitative research introduced by Glaser and 

Strauss in 1967. Here open coding refers to ‘The process of breaking down, examining, 

comparing, conceptualising and categorizing data’ (Strauss & Corbin, 1990, p.61). 

The data available for the coding are transcribed interviews. The data collection was done 

through semi-structured interviews that were recorded. The Microsoft Teams transcribe 

function was used and the transcripts were thereafter manually corrected to make sure 

that the information collected is correct.  

One of the main difficulties with qualitative data is that it is hard to find an analytical 

path through the large amount of data (Bryman & Bell, 2011, p. 571-572). Hence, an 

analytical approach needs to be selected to efficiently analyse the data and make the 

correct assumptions. Content analysis will be the framework used in this thesis for data 

analysing. In figure 5 the latter steps of the grounded theory framework are visualised 

since the coding process is similar to the coding process in content analysis. The data is 

coded, categories are recognized, the categories are linked to themes/concepts but not 

related back to theory in content analysis as in grounded theory. Concepts and categories 

are key elements in grounded theory as the concepts are the building blocks of the theory 

(Bryman & Bell, 2011, p. 578). 
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Figure 5 A streamlined codes-to-theory model for qualitative inquiry  (Saldana, 
2008) 

Figure five is based on a grounded theory approach to qualitative inquiry. The coding process in content analysis is similar to the grounded 

theory coding approach. The difference is that the last step, when the codes are related to theory, is left out. In this study content analysis 

is the approach used for the coding process.  

5.6.1 Content analysis 

Brinkmann and Kvale (2018) refer to content analysis as a technique for a systematic 

quantitative description of the interviews. The categorization of a text’s meaning makes 

it possible to quantify how often specific themes are mentioned in a text. The frequency 

of themes can then be compared and correlated with other measures. When categorizing 

the meaning of long interview statements are reduced to a few simple categories. 

Categorization reduces and structures large texts into a few tables. The categories can be 

taken from the theory as well as from the respondent’s own texts. The categorization 

provides an overview of the interview transcripts and enables comparisons and 

hypothesis testing. 
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5.7 Reliability and validity in qualitative research 

There are four criteria for establishing the trustworthiness of a qualitative study. These 

four criteria are: Credibility, Transferability, Dependability and Conformability 

Credibility 

Credibility in qualitative research is to what degree the observations that the researcher 

has made are applicable to the theory they have developed. In other words, the 

researcher makes sure that the assumptions about the social reality that has been made 

are correctly understood. Hence, the researcher needs to submit the findings of the 

research to the members of the social world, who were studied, so that they can confirm 

that the social world has been correctly understood. (Bryman & Bell, 2011, p. 395-396) 

In this thesis semi-structured interviews were conducted. Semi-structured interviews 

allow the interviewee to speak freely about the phenomenon discussed. Hence, this 

should improve the credibility of the study. The anonymity of the interviewee was 

discussed beforehand and in the interview guide that was sent out it was clearly stated 

that all answers will be handled confidentially. Hence, in the results the data will be 

anonymized by generalization. It is worth to note that since this study examines the 

expectations of a phenomenon the answers collected are subjective interpretations.  

Transferability 

Transferability in qualitative research is usually quite limited as the sample consists of 

small groups and individuals sharing certain characteristics. Transferability refers to 

which degree the qualitative research can be transferred to other contexts or setting. 

(Bryman & Bell, 2011, p. 395-399) The criteria for the institutional investors are that they 

should be large Nordic pension funds or insurance companies and the participants 

should have a sustainability focus. The institutional investors have also been selected 

based on country specific characteristics stated in Scholtens and Sievänen’s study (2013). 

A replication of the study would be feasible. However, the institutional investors 

characteristics in certain regions and markets might not be the same as in the Nordic 

region. This might complicate a possible replication of the study.  

Confirmability and dependability 

Confirmability in qualitative research is to ensure that the researcher have acted in good 

faith in other words personal values should not interfere with the results of the study. 

Dependability in qualitative research refers to the reliability and how consistently the 
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researcher have conducted the study. Hence, the research data and notes should be 

accessible and stored in a correct way for the study to be reliable. (Bryman & Bell, 2011, 

p. 399) The dependability of the study was ensured by transcribing the interviews and 

then storing them. In the interviews the confirmability of the study was ensured by 

letting the interview speak freely and, in the end, asking if there was something they 

would like to add or if they had any further questions. To further ensure confirmability 

the data collection is made accordingly to Hanken guidelines and GDPR rules.  

5.8 Summary of the research methodology 

In figure 6 you can find a summary of the research methodology used in this thesis. The 

research approach is qualitative, but the interview guide has both qualitative and 

quantitative features. The research design is an abductive approach and the data is 

collected through semi-structured interviews. Lastly, the data is coded by using content 

analysis as a tool for finding relevant themes and categories in the material.  

 

Figure 6 Summary of research methodology 
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6 RESULTS  

In the following chapter the empirical findings of the research are presented. The 

findings of the research will be divided in two subchapters. Firstly, the current 

sustainability focus of Nordic institutional investors will be addressed. Secondly, the 

expectations of the EU Taxonomy and its implications for Nordic institutional investors 

will be discussed.  

The respondents in the semi-structured interviews were 12 sustainability experts at 

Nordic pension and insurance companies. It is important to point out that the 

government pension funds interviewed are not subjective to the Taxonomy regulation. 

In this thesis there were four government pension funds that participated: The first, third 

and sixth AP Fund and the Folktrygdfondet. The government pension funds can 

themselves choose to what extent or if they are going to integrate the EU Taxonomy into 

their asset management or report accordingly to the Taxonomy regulation. A list of the 

respondents is presented in appendix 1.  

6.1 Sustainable investment approaches by institutional investors 

Research question 1: How is sustainability currently adapted in Nordic institutional 

investors’ asset management and investment processes? 

The first part of the interview guide focuses on the institutional investors' current 

sustainable investment focus and how they see that the environmental, social and 

governance (ESG) factors will or might develop over time. These questions were asked 

in order to develop an understanding of how sustainability currently is integrated into 

institutional investors’ asset management. By understanding the current sustainability 

systems used the expectations of the EU Taxonomy and why it was developed can be 

better understood. Avramov et al. (2022) points out that the lack of consistency in ESG 

information disclosure and ratings provided by different rating agencies could increase 

the cost of capital for green firms. Furthermore, a clear taxonomy of ESG performance 

and unified reporting standards could mitigate this ESG uncertainty (Avramov et al. 

2022). In this study the interviewed sustainability experts believed that the importance 

of Environmental, Social and Governance factors will increase in the future. This is in 

line with the Morgan Stanley (2020) survey where assets owners are increasingly 

embracing sustainable investing and most asset owners foresee a near future where they 

will only limit allocations to managers with a formal ESG approach.  
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6.1.1 The environmental, social and governance focus and its 
development 

The respondents were asked to rank how important the ESG factors are in their asset 

management today on a scale from 1 (not important) to 5 (very important). The last 

question in the interview guide followed up upon how they think that the importance of 

the ESG factors will develop over time and how they would rank the factors five years 

from now or in 2027.  

After carefully analysing and transcribing the 12 respondents’ comments for how 

environmental, social and governance factors were viewed.  I found 3 themes, which were 

addressed and stressed by the Nordic institutional investors. These 3 themes were: 

1) Good governance is considered a cornerstone when evaluating sustainable 

activities 

2) The recent sustainability focus has been on the environment. 

3) Social factors are harder to measure compared to governance and 

environmental factors 

Governance was viewed as a cornerstone - or starting point - by the investors and seen 

as an indicator for good environmental and social operations.  Without good governance 

it is hard to see that the company would have successful environmental or social projects 

(Respondent 11). The recent focus on environment has resulted in more non-financial 

data available on environmental components (Respondent 7). In the Morgan Stanley 

survey from (2020) environmental issues are the top choice for thematic and impact 

investors. The increasing interest in the environmental metrices can be linked to Garcia-

Sanches et al. (2020) study in which the authors find that institutional investors show 

increasing interest in how companies align their corporate social responsibility strategies 

with the sustainable development goals.  

Recent global initiatives such as the UN (2022a) Climate Change Conference in Glasgow 

(COP26) and the European Green Deal (EU, 2022a) are also pushing countries and 

business to adapt to climate action and goals. Hence, the focus on environmental factors 

is both driven by constituent demand and regulation (Garcia-Sanches et al. 2020; EU, 

2022a, Morgan Stanley, 2020).  
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The social factors were viewed as harder to measure and therefore also more difficult to 

integrate into the asset management (Respondent, 3). The difficulty to measure social 

factors will be more thoroughly discussed in the result subchapter about the social 

taxonomy.  

Table 7 Key quotes related to the themes found in the environmental, social and governance 
focus and development 

Identified themes Example quotes from respondents 

Governance as a 

cornerstone  

Respondent 2: There are no companies that have a very good governance 

and then a poor climate strategy. In the same way there are no companies 

with an extremely good climate strategy and a poor governance because 

those are connected. If you have a good corporate governance, then you 

also have a very good climate strategy 

Respondent 11: Yeah, if you don't mind, I start with governance as we see 

it's the most important… It's five extremely important. We see that if the 

governance is not OK, it's hard to imagine that in the business would be any 

successful environmental or social projects. So that's the most important 

and when we do ESG analyses that's the one we start with.  

Recent focus has 

been on the 

environment  

Respondent 7: But then just a comment there is much more data on the E 

so it is easier to measure and easier to target… hence, therefore it might 

also get a little more importance in reporting and additionally you have 

this of course crying need for climate change 

Social factors are 

harder to measure  

Respondent 3: Social factors are also more difficult to measure and thus 

also integrate into the asset management 

 

 

From figure 7 and figure 8 we get a perception of the development were all three aspects: 

environmental, social and governance are perceived to gain increased importance by 

2027. In particular the social and governance factors can be seen as becoming more 

important in the future. One of the drivers behind the increasing importance of social 

and governance factors may be the social taxonomy which is a framework for socially 

sustainable activities that is currently being developed in the European Union (Platform 

on Sustainable Finance, 2022). The social taxonomy could potentially in the future 

provide a tool for measuring socially sustainable activities. The social factor, however, is 

not currently being viewed as important as the environmental and governance factors.  
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The environmental and governance factors being seen as important is in line with Eccles, 

Serafeim and Krzus (2011) conclusions that environmental and governance metrics were 

important non-financial information for equity and fixed income investors. Fixed 

income investors also valued social metrices, meanwhile the social metrices showed not 

to be in the top interest of equity investors (Eccles, Seafeim and Krzus, 2011). The 

governance factors were often viewed as a cornerstone in sustainability analysis done by 

the institutional investors. In private equity financing Crifo, Forget and Teyssier (2015) 

found that irresponsible environmental practise decreased firm price with 11% social 

practise with 10% and governance issues with 15%. The other way around responsible 

policies increased firm prices by 5% for environmental, 5.5% for social and 2% for 

governance. This indicates that governance issues are especially harmful for the firm 

price. (Crifo, Forget and Teyssier, 2015).  
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Figure 7 The importance of environmental, social and governance factors in the 
institutional investors’ asset management today. 

Governance and environment factors are very important for 58,3% of the respondents. Social factors are not 

as important as the governance and environmental factors as only 33,3% of the respondents answered that 

they find social issues very important in their asset management today.  

 

 

 

Figure 8 The importance of environmental, social and governance factors in the 
institutional investors’ asset management five years from now or 2027. 

All three factors are considered to have increased importance five years from now or 2027. The largest 

improvement can be noticed in the social factors 58,3% find them to be very important 5 years from now 

compared to 33,3% today.  
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6.1.2 How sustainability is integrated into the asset management 
process 

The respondents were asked how sustainability is integrated into their asset 

management. Most of the respondents (8/12) answered that sustainability was 

considered an integrated part of the business. This integration could take form by for 

example having sustainability integrated into the investment process or climate goals 

that the investors had committed to. The sustainable investment tools were often 

mentioned as examples of how sustainability could be integrated into the asset 

management process. The most common sustainable investment tools were exclusion, 

engagement and ESG integration.  

In the Morgan Stanley survey (2020) where 110 asset owners were interviewed the 

finding are that the most common approach to sustainable investing is ESG Integration 

followed by Restriction Screening and Thematic Investing. In a similar study done by 

Eccles, Kastrapeli and Potter (2017) it is found that the most common ESG investing 

strategies are exclusionary screening or value-based exclusions, best-in-class selection, 

and thematic investing. The findings in this study are somewhat aligned with the Morgan 

Stanley (2020) survey and with findings of Eccles, Kastrapeli and Potter (2017). 

Exclusions and ESG due diligence or ESG integration are mentioned by 5/12 

respondents, the thematic investment strategy that was common in the studies made by 

Morgan Stanley (2020) and Eccles, Kastrapeli and Potter (2017) are not mentioned by 

the Nordic institutional investors. One possible explanation for this phenomenon could 

be that the respondents in this study have more of a holistic approach to sustainability. 

A more holistic approach is in line with Blank, Sgambati and Truelson (2016) that 

concludes that the investment strategies have become more nuanced with time. This 

holistic approach is backed up by respondent 11 that states that sustainability is 

integrated in their business overall. One subcategory that emerged to this holistic 

sustainability approach was that the investors had included climate targets in their 

investment processes. Four of the respondents mentioned that they have climate targets 

and respondent 6 mentioned that climate goals are a way to follow up the portfolio and 

its development.  

Respondent 6: There is also sustainability as a dimension both to follow up the climate goals we 
have so that the portfolio is moving in the right direction and to follow up if something happens 
that deviates from what we think is good. 

Two different approaches used by the investors were:  1) risk perspective and 2) a 

financial approach. In the risk perspective sustainability was considered a possible risk 
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mitigator. The financial approach that was used by respondent 8 looked at how 

sustainability will affect the financial return of the company over time.  

Table 8 Integration of sustainability in the asset management process.   

The number of respondents mentioning the theme is indicated in brackets. 

Identified themes Examples quotes from respondents 

Sustainability as an 

integrated part of 

the investment 

process 

(8/12 respondents) 

Respondent 2: And then it works so that we have integrated 

sustainability into the investment process in such a way that we have 

simply written it into the management mandate […] you may not invest in 

something that is say long-term negative for the environmental climate or 

invest in companies that do not respect human rights or invest in 

companies that have corrupt business or engage in money laundering or 

similar 

Respondent 11: Well, it's uh integrated in everything we do a daily basis 

way to do things and we have principles for responsible investment 

Exclusion of 

unsustainable 

businesses 

(5/12 respondents) 

Respondent 5: OK, so all our investments are subject to our exclusion 

criteria. It starts there. 

ESG due diligence 

and ESG integration 

(5/12 respondents) 

Respondent 4: Yes, so we assume that ESG is part of all investments, all 

investment decisions and as well as the follow-up of the investments  

Respondent 10: ESG due diligence, so basically, what would we do is built 

in terms of due diligence and asset management is that we actually try to 

tailor the work to the investment type 

Engagement  

(5/12 respondents) 

Respondent 3: We have different types of direct and indirect engagement 

with our investments 

Risk perspective  

(3/12 respondents) 

Respondent 9: I mean, if you look at, I think, from our perspective. Right 

now, global heating is the single most important external risk factor to our 

portfolio and we would basically like to view it as other risk factors. And 

therefore, extremely important for us to be able to measure that risk. We do 

that in various ways and in order to hopefully mitigate both the physical 
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risk to certain assets, but also the transition risk towards the business 

models 

Financial approach 

(1/12 respondents) 

Respondent 8: We have a financial approach to ESG, so we are looking 

at how companies approach to sustainability will affect the company’s 

financial results over a longer period of time. 

 
 

6.1.2.1 How sustainability tools impact the investment decision 

The respondents were asked how the sustainability tools impact the investment decision 

and what sustainable investment tools they use? In table nine a summary of the 

sustainable investment tools used by the respondents are presented. When looking at 

table nine it is important to remember that there is variation to what kind of asset classes 

the institutional investors invest in and this impacts what investment tools they use.  

The four tools that were used the most among the respondents where ESG scores, 

exclusions, active management, and common sense.  The ESG score could be their own 

developed ESG score or a data provider’s ESG score. In active management it is 

important to note that engagement was often mentioned when the respondents 

described this tool. This means that the institutional investors discussed with and guided 

the seller of financial products.  

It was also quite common that the institutional investors had developed their own 

investment tool. This tool could be e.g., an ESG questionnaire that was sent out to the 

external fund managers each year. In this way their own tool was also partly an 

engagement tool. The findings of the tools that were most commonly used match the 

identified themes to how sustainability is integrated into the asset management process 

(presented in table 8). ESG integration and ESG due diligence and exclusion of 

unsustainable businesses were common ways of integrating sustainability into the 

investment process. This can be linked to the fact that the most common tools used were 

ESG scores, exclusion, and active management.  

Table 9 Sustainable investment tools used by the Nordic institutional investors 

Respondent 1 2 3 4 5 6 7 8 9 10 11 12 
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 Classifications 
   

x 
  

x 
 

x x x x 

ESG scores x 
 

x x x x x 
 

x x x x 

 Certificates 
    

x 
 

x 
 

x x 
 

x 

Impact tools,  
  

x x 
 

(x) x 
 

x 
  

x 

EU Taxonomy (e.g., 

Taxonomy compass) 

  
(x) 

 
x (x) 

  
x x x x 

 Rankings  
     

x 
  

x 
  

(x) 

Exclusion x x 
 

x x x x 
 

x x x x 

Active management x x x 
 

x x x x x x x x 

Common sense  x x x x x x x x x x x x 

Other... x x x x 
   

x x 
 

x x 

Own investment tool x x 
   

x x 
 

x 
 

x x 

External service 

providers 

  
x x 

 
x x 

 
x 

  
x 

Cooperation 
       

x 
    

Sell side analyst 
       

x 
    

 

When asked about how the sustainable systems/tools impact the institutional investors’ 

investment decisions 7/12 of the respondents answered that exclusions are definitive. 

Exclusion was used by 10 of the 12 investors. By excluding companies or branches the 

investment universe becomes smaller (Trinks & Scholtens, 2017) and this was something 

that two of the respondents touched upon. Respondent 5 had also calculated what the 

opportunity cost of exclusion was and had come to the result that it is a zero-sum game 

in the long run.  

Respondent 5: Of course, you failed the exclusion criteria. You're out. You're not applicable final. 
[…] So, we've been, so we've been tracking the effect of our exclusions. I did a work on it, which 
where I calculated the return. The effect on exclusions from I think it was 2002. Where you could 
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see that due to our exclusion you could see that. Yeah, we lost. We we've lost like 8% return. Since 
2002 on this index […] but that has to be compared to a return of over 600% for the same period. 
So instead of 630% you got 622%. [...] Overall, it's been a zero-sum game with the exclusions 
basically.  

Four of the respondents mentioned that the companies that they invest in need to have 

a transition journey towards a “greener” business if the current activities are not 

satisfactory in terms of certain sustainability parameters. Respondent 2 points out that 

one sustainability parameter they look at is the carbon dioxide emissions.  

This finding can be linked to the institutional investors having climate targets integrated 

into their asset management process. This was one of the subcategories that emerged in 

the question regarding how sustainability is integrated into institutional investors’ asset 

management processes. Institutional investors have an increased interest in companies’ 

sustainability transition which is in line with the findings of Garcia-Sánchez et al. (2020) 

and Morgan Stanley (2020). Furthermore, the Nordic institutional investors’ interest in 

companies green transition indicates that they have a long-term investment horizon. 

This goes hand in hand with the conclusion of Eccles, Kastrapeli and Potter (2017) that 

the most common reason for ESG investing is to produce a long-term investment 

strategy.  

Respondent 2: Then you can say so yes, but I have assessed that this company admitted, they 
have very high carbon dioxide emissions, but they have a clear conversion process, and they will 
change their business within x number of years and therefore I can continue to invest in the way 
we have. 

One of the themes that occurred when asking the respondents how sustainability is 

integrated into their asset management was a risk perspective. This risk perspective is 

pointed out by two of the respondents, who stated that they used sustainability tools for 

optimization. An example of the risk perspective is given by respondent 1 below: 

Respondent 1: What do we see as potential risks and opportunities and how can we sort of reduce 
the risks and capitalize on the opportunities that exist and as well as ensure that yes, those risks 
and opportunities are not forgotten but that it is on the agenda and everything that is the value-
creating plan for respective companies and respective as well as fund. 

6.2 Expectations of the EU Taxonomy  

Research question 2: What are Nordic institutional investors’ expectations of the EU 

Taxonomy? 

The second part of the interview guide concentrates on the EU Taxonomy and the 

institutional investors’ expectations of the Taxonomy. The respondents were asked how 

they perceive the current format of the EU Taxonomy and what the short-term and long-
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term effects of the Taxonomy will be? Lastly, the respondents were asked if they 

considered the Taxonomy a complementary sustainability system or a main system and 

if they had thought about implementing the EU taxonomy into their investment strategy.  

6.2.1 The current format of the EU Taxonomy 

The respondents were asked if they find the EU Taxonomy efficient in its current form 

and what they find being possible challenges related to the Taxonomy? Out of the twelve 

respondents five stated that it is hard to tell since the Taxonomy is not finalized. Four of 

the respondents stated that they do not view the Taxonomy as efficient in its current form 

and five of the respondents stated that there is a value in the Taxonomy. The 

respondents’ answers are not mutually exclusive. Most of the respondents were positive 

to the movement and they argued that providing a common language for sustainable 

activities is a step in the right direction.   

Respondent 5: It is the right ambition […] the Taxonomy will provide us with something we have 
never had before a form of scale on how well companies actually conduct their value-creating 
activities i.e., economic activities how far from the climate goals are those or close. 

When asked about the challenges imposed by the EU Taxonomy half of the interviewees 

answered that they thought the Taxonomy would increase reporting and bureaucracy 

and that there are problems related to the framework. Respondent 8 is hoping for some 

kind of reward that will offset the large reporting burden that companies are facing. The 

increased reporting burden is also a theme that occurred when asking the institutional 

investors what their short-term expectations of the Taxonomy are. Respondent 8 touches 

upon an important issue when wondering if the Taxonomy is efficient in moving capital 

flows towards green investments. Six of the twelve respondents concluded that the 

Taxonomy framework is challenging and respondent 3 pointed out that this can limit the 

practical use of the Taxonomy. Hence, there is an uncertainty and to some extent 

scepticism among the Nordic institutional respondents whether the Taxonomy will fulfil 

its objective to direct more investments towards sustainable activities.   

The political nature of the Taxonomy and the fact that the EU Taxonomy is not a global 

framework were identified as problematic. Nordhaus (2019) states that policy initiatives 

need to be global in order to succeed otherwise the free-rider problem might occur as no 

individual country has an incentive to cut its emissions sharply. In this thesis the free-

rider problem was not directly mentioned. However, the EU Taxonomy not being global 

was pointed out as a challenge from four of the respondents. The challenge incorporated 
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with the EU Taxonomy not being global was related to portfolio management since the 

global portfolio cannot easily be compared to with the same Taxonomy criterion.   

The political nature of the Taxonomy was also found challenging and especially the 

increased lobbying by countries that had strong incentives for including or excluding 

certain activities e.g., gas and nuclear power (Respondent 1). Respondent 2 pointed out 

that the Nordic natural resources, forest and water, had been unfairly treated in the 

Taxonomy and that regional differences in the real-estate sector had not been 

considered. Respondent 11 noted that academia needs to be considered when developing 

the Taxonomy otherwise it will be very problematic. Lastly, it was pointed out that the 

EU Taxonomy may be considered binary and that the business that is not implemented 

in the Taxonomy will be considered unsustainable or that investors will not be able to 

invest in businesses that falls under the threshold values as they are considered 

unsustainable (Respondent 1 and 6). Even if there are many challenges associated with 

the Taxonomy and only one of the respondents finds it efficient in its current form, five 

of the respondents see the Taxonomy as a step in the right direction. Respondent 2 

believed that in the long run the Taxonomy will develop and more or less everyone will 

follow the Taxonomy framework in some kind of way. 

Table 10 Identified themes related to the challenges of the EU Taxonomy 

Identified themes Examples quotes 

Increased reporting 

and bureaucracy  

(6/12 respondents) 

Respondent 1: Partly it will be a mapping exercise for the companies. 

Then it will also be a huge reporting exercise and of course that is 

something that costs a lot of time and by that, I mean money 

Respondent 8: Regardless of whether it is effective in kind of moving 

capital flows, it is placing a very large reporting burden on companies. That 

we can say with 100% certainty is that companies are going to have to 

spend more resources on reporting on this and also that fund managers 

have to do this as well. So, I'm hopeful that there is going to be a reward, to 

kind of offset, that you know this process is going to come up with valuable 

information to kind of offset the cost of that. But I think the jury is still out 

on that one. 

Challenges related to 

the framework 

(6/12 respondents) 

Respondent 3: We probably think that it is a bit too high level of detail, 

and it can limit the practical use somewhat and as we have understood 

from many companies this is a big challenge to report accordingly to 
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Respondent 4: With all these criteria and is it then like reflecting sector 

greenness correctly and then you have to remember that this does not 

cover all the sectors either. [… ] It is only so called green, green business 

and banks and other fall outside and much else too 

The political nature of 

the Taxonomy 

(5/12 respondents) 

Respondent 3:  Then you can think that the Taxonomy […] have to cover 

a lot and get everything in [...] initially it would have been good if it had 

been focused on the main problem areas that need more immediate action. 

And then the risk here as we have seen examples of political influence, it 

will eventually undermine the credibility and risks watering down the 

proposal 

Respondent 11: As said that the political character of the whole EU 

Taxonomy, that's a big problem if we don't listen to the academia and it's 

only based to political decision making that’s something that's it's very 

problematic 

The Taxonomy is not 

global 

(4/12 respondents) 

Respondent 6: Well, […] that it is not a global Taxonomy e.g. that is 

something that is a challenge for us because it is parts of our portfolio that 

is affected by this but not the whole so we will of course not be able to 

compare the entire portfolio’s content based on the same criteria then 

 

Viewing the 

Taxonomy as binary 

(2/12 respondents) 

Respondent 1: What is negative may be for example, that I think many 

people see the activities that are not currently covered by the Taxonomy as 

unsustainable. And that is in my opinion a misunderstanding because what 

is unsustainable is in that case the parts that are covered by the Taxonomy, 

but which do not meet the requirements. This has also been discussed with 

developing a brown taxonomy or what they call it with directly 

unsustainable activities. We'll see what happens to it, but it is something 

that perhaps makes it clearer. 

 

 
 
 

6.2.2 The short-term and long-term expectations concerning the EU 
Taxonomy 

The short-term expectations of the Taxonomy were more pessimistic and connected to 

what the respondents found challenging with the Taxonomy Regulation. The long-term 
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expectations were more optimistic and highlighted that if the Taxonomy Regulation is 

successful Europe can be seen as a pioneer within the sustainable investment area.  

Short-term expectations 

The short-term effects are linked to the challenges that the respondents identified in the 

previous subchapter. In the short term 9/12 of the respondents identified that there will 

be an increased reporting and bureaucracy associated with the EU Taxonomy. 

Respondent 8 pointed out that companies probably will report their Taxonomy 

alignment more conservative in the beginning and then upgrade it with time as a 

downgrade in the Taxonomy alignment might look like the companies been 

greenwashing (Respondent 8).  What information related to the Taxonomy alignment 

that will be available to the public and investors as the Taxonomy alignment might be 

audited in the future was also an interesting topic covered. Companies need to verify that 

the information they previously reported is correct (Respondent 1). Two of the 

respondents pointed out that in the short-term it is mostly downside or negative impact 

for the companies and one of the reasons behind this is the increased reporting burden 

and paperwork.  

Respondent 3:  Yes, unfortunately I must say that there is a sharp increase in administration for 
both companies and fund managers. 

A subcategory that emerged from the increasing reporting burden and bureaucracy 

theme was that the Taxonomy will increase the demand for lawyers, consultants, and 

compliance professionals (Respondent 2, Respondent 8, and Respondent 9). The 

increasing bureaucracy can turn the focus from the underlying goal of the Taxonomy 

Regulation, which is to allocate resources towards sustainable activities.  

Respondent 9: Bureaucracy. A lot of work, more work for lawyers, compliance people and people 
who are not necessarily focused on either, or focused on investment returns. So, I think there is a 
risk that this regulation is so burdensome that it becomes a compliance exercise. And I think if it 
does, then Europe has lost this game. 

Four of the respondents pointed out that the Taxonomy will raise interest towards 

Taxonomy aligned investments. That Taxonomy will raise the base level for sustainable 

activities and it will make it clearer for investors to invest in sustainable activities 

(Respondent 7). One subcategory to the interest towards Taxonomy aligned investments 

were that it will be harder to raise capital if you are active in the most harmful businesses 

(Respondent 3). Respondent 6 on the other hand distinguished that value on high 

Taxonomy aligned investment might peak temporarily.  
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Respondent 3: The most harmful activities, and we have already seen that, I think they will 
probably be much more difficult to find advantageous financing opportunities. We have already 
seen today that some banks etc. that have a hard time, or will not finance investments in the energy 
sector and others here the taxonomy together with other driving forces contributes. 

Respondent 6: Short-term the value of having very high Taxonomy alignment, those will be able 
to inflate temporarily. 

Two of the respondents noted that the Taxonomy can be used as a political tool in 

classifying which investment/sectors should be regarded as sustainable. There are many 

potential stakeholders concerning the EU Taxonomy. The incentive for different 

countries to exclude or include a certain economic activity in the Taxonomy is dependent 

on that country’s business landscape. One concrete sector that has been exposed for 

lobbying is the energy sector. To summarize, the short-term expectations of the EU 

Taxonomy have much in common with the challenges that the respondents associated 

with the Taxonomy Regulation. Since the EU Taxonomy Regulation is not fully 

implemented yet the short-term expectations can to a certain extent relate to the 

uncertainty of not knowing how the Taxonomy will be implemented (Doyley, 2021) 

Long-term expectations 

The long-term expectations of the EU Taxonomy were in general positive. Out of the 12 

institutional investors that were interviewed 10 thought that the Taxonomy will push 

cash flows towards greener investments. The remaining two respondents thought it was 

too early to say if the Taxonomy would be a success or not.  

Respondent 3: Hopefully the trend continues that you see an increasing financing cost for 
unsustainable businesses. Which means that investments must be to a greater extent directed 
towards sustainable alternatives. 

A subcategory that emerged was that respondent 6 and 11 believed that the Taxonomy 

would mitigate greenwashing as there is a clear language for sustainable investments. 

However, respondent one pointed out that companies might feel pressured and have an 

incitement for stating that as large part as possible of their business is Taxonomy aligned. 

Hence, in theory, the Taxonomy should mitigate and reduce the greenwashing risk. 

However, as respondent 1 pointed out it will be interesting to see to what extent the 

Taxonomy Regulation will be audited. The Taxonomy Regulation needs to be backed up 

by law. This was a statement pointed out as a requirement in order for it to succeed 

(Respondent 3; Respondent 8).  

Respondent 1: When I worked as a consultant and we talked with the companies there were 
many that … they experienced a pressure, as well as an incentive to say that as much as possible of 
the business was or is eligible with the Taxonomy, as they saw it as if our business is green. 
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Respondent 3: And it will of course speed up the transition towards a sustainable society and at 
the same time I want to emphasize that it is important that the Taxonomy is also backed up by 
regulations and legislation in order for this to really happen. 

The Taxonomy is a framework for sustainable investment activities and one of its goals 

is to create a clear language for sustainable investments. Out of the respondents 3/12 

pointed out that there will be a clear language for investors and companies for what is 

defined as a green investment. Increased transparency and comparability were detected 

as two of the tools that the Taxonomy provide that will shift the cash flow towards 

sustainable activities (Respondent, 7). 

Respondent 4: It helps the whole society in principle to better understand. To be like what it is 
defined as green activity. 

When asked if the respondents believed the Taxonomy Regulation would increase the 

demand for sustainable investments five years from now or 2027 three of the 

respondents answered that we will have to wait and see, or that they could not tell. Two 

of the respondents were bold enough to put a number on how much they thought the EU 

Taxonomy would increase the demand for sustainable investments and their answers 

were 0-50% and 100-1000%. The remaining seven respondents thought it was hard to 

isolate how much the EU Taxonomy will contribute to the growth in sustainable 

investments but agreed on that the demand for sustainable investments is going to grow 

five years from now. In the quote below by respondent 3, the supporting role of the EU 

Taxonomy for the growth of sustainable investments is pointed out. 

Respondent 3: In general, the awareness of sustainability among investors is increasing and that 
will increase the demand for sustainable investments. So if you say in 5 years, probably many 
companies will also move their positions forward within sustainability and there is something that 
qualified them as sustainable based on the Taxonomy to varying degrees. Well, what I see is that 
these movements if both investors are looking for more sustainability and companies are moving 
like that, it is clear that what is classified as sustainable will go hand in hand. 

6.2.2.1 Extension of the EU Taxonomy, with a social taxonomy 

As a bonus question the institutional investors were asked what they think about the 

upcoming social taxonomy? A clear theme that occurred was that 8/12 of the 

respondents considered the social taxonomy harder to define and measure. Respondent 

1 exemplified this by taking an example from the arms industry.  

Respondent 1: Some people want to include arms production as well in the social taxonomy 
because country has that it is right to defend itself. But is it then like [… ] are these criteria socially 
sustainable when we do them, but not someone else does them? And how do you control it? This 
kind of thing gets a little difficult. 

Building upon the theme that the social taxonomy is harder to define it is also harder to 

quantify. A subcategory that occurred were that the social taxonomy would be of even 
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more political nature than the environmental taxonomy. Questions regarding e.g., how 

much tax a company should pay would be discussed. The social taxonomy was a 

watershed and about half of the respondents thought it was a good development 

meanwhile the other half were pessimistic towards the movement. Respondent 10 was 

very pessimistic and thought it would be impossible to create an social taxonomy and if 

it would be possible, it would be very soft.  Respondent 4 on the other hand was excited 

to see more focus on the social factors of a business.  

Respondent 10: I think it's going to be totally impossible to make one. Yeah, and I think it's 
going to be very soft. 

Respondent 4:  Just like I said before that there has been so much focus on the environment in 
recent years just because so much has happened […] as new data and more data on that side… 
the social factors have sort of become a bit hanging. So we at least internally now have a goal that 
we would like to see more like investment on the social side. 

When the respondents were asked how important they value the environmental, social 

and governance factors in their asset management today and five years from now the 

social factors seem to be considered less important than the environmental and 

governance factors. This could be explained by a focus on the environmental factors in 

recent years (Respondent 4). Eccles, Sarafeim and Krzus (2011) also found that equity 

investors had zero social non-financial metrices in their top 20 list of most interesting 

non-financial metrices. Fixed income investors on the other hand had five social metrics 

in their top 20 (Eccles, Sarafeim and Krzus, 2011). The importance of social factors in 

the respondent’s asset management is expected to increase. However, 8/12 respondents 

specified that the difficulties concerning the quantification of social measures is an 

obstacle that is needed to overcome for a social taxonomy to function. In the quote below 

respondent 8 emphasised that she thought that in order for the social taxonomy to be 

confirmed it will have to be on the terms of the lowest common denominator that the EU 

states can agree on.  

Respondent 8: If I'm going to be perfectly honest here, even though that's a bit pessimistic, but 
I think it's going to have to be at the kind of lowest common denominator that all of the EU 
Member States can agree on. 

Respondent 6 pointed out that the social parts are much harder to measure the upside 

off and also how to consider it as a risk. Another aspect was the question of how this is 

going to work in the supply chain and e.g., what should be the lowest salary and working 

hours accepted by the social taxonomy (Respondent 6).  Three of the respondents were 

quite pessimistic of the social taxonomy and two of the respondents thought it was a 

move in the right direction. A risk that was pointed out was that the financial markets 

would become more regionalized and less globalized if the social taxonomy would be 
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developed and this would not be a positive development in the long term for a global 

investor (Respondent 9).  

6.2.3 The EU Taxonomy as a sustainability system 

11/12 respondents thought that the EU Taxonomy was a complimentary system for 

sustainable investment.  However, respondent five answered that he believed it was the 

main system for sustainable investments. Respondent five who considered the EU 

Taxonomy as a main system can be seen as an EU Taxonomy pioneer since he was 

already using the Taxonomy in discussions with fund managers.  

Respondent 5: I do not care if you're xx, or if you're xx, or if you're xx. If you find some. Your 
own approach to this is what is sustainable, but it's like OK, but that doesn't tell me anything. I 
want the Taxonomy data. That's what's important to me. It could certainly, with you could 
certainly have complementary criteria, but this is what I'm this is the main, this is what I'm always 
asking all funds for. 

Out of the 11 respondents that answered that they thought that the EU Taxonomy was a 

complementary system for sustainable investments four respondents thought that the 

EU Taxonomy might develop into a main system for sustainable investments or at least 

that the EU Taxonomy at its best have all the ingredients for a main sustainability system. 

However, both respondent 6 and respondent 11 pointed out that due to the political 

character of the Taxonomy it might be hard for the EU Taxonomy to develop into a main 

sustainability system for sustainable investments.  

Respondent 6: Well, I think there is a global interest for similar taxonomies so I think it can be 
like the common language for the reference framework for sustainability if it can be unpolitical, 
however I am not sure that that is possible. 

Respondent 11: I would say it should be the main system as it has a great idea of preventing 
green washing and defining what is green and what is not. But at this moment it is a 
complementary system to current sustainability systems. I would say it has credibility enough to 
be the main system, but if there is too much politics and too few with real academic background 
on that, so maybe then it will be. Like not that efficient and maybe it won't move be in the main 
system, but in either idealistic thinking. I would say it would be the main system, but at this 
moment I'm not sure if it will be happening. 

Seven respondents did not mention that the EU Taxonomy would develop into a main 

sustainability system instead they pointed out that the Taxonomy is more of a 

classification system and can be used as an additional tool in the investment analysis. 

This was mentioned by respondents 3, 4 and 8.  Two of the respondents also pointed out 

that there is so much else to consider in aspects of sustainability than just the EU 

Regulation.  
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6.3 Integration of the EU Taxonomy into the investment strategy 

Research question 3: Will the EU Taxonomy be integrated into Nordic institutional 

investors’ investment strategy?  

When asked if the institutional investors had any goals or plans related to integrating the 

EU Taxonomy into their investment strategy all four of the government pension funds 

answered no. The government pension funds are not obligated to report accordingly to 

the Taxonomy and two of them pointed out that they follow the development of the 

framework but right now they do not see that the Taxonomy Regulation is going to be 

integrated into their investment strategy.  

Respondent 7 and 10 answered that they will most likely adapt the EU Taxonomy into 

their investment strategy to some extent. However, it was also pointed out by respondent 

10 that this could be seen as more of a measurement tool than an investment strategy. 

The integration of the EU Taxonomy into the investment strategy for respondent 10 was 

connected to a target related to green investments that the investor had made.  

Respondent 10: We have a mission that we are going to invest xx in green investments by 2025 
and xx in 2030. When you got a mission like that you also have to measure how far you have got 
and eventually, we think we will use the Taxonomy to measure that but for now we don´t have 
data for the Taxonomy so we do what you can say Taxonomy light version in order to sort of count 
how much green we have.  

Of the six remaining respondents, five stated that they have investigated different 

opportunities of integration, but they are not sure or it is too early to implement the 

Taxonomy into the investment strategy at this point. One of the six stated that it was 

hard to see that they would implement the Taxonomy into their investment strategy.  

Respondent 9: Yeah, I mean I, we haven't decided yet if we want like a minimum part of the 
portfolio to be Taxonomy compliant but of course it's something that we are discussing it. 

Respondent 11: We have investigated different investment strategies that are based on the EU 
Taxonomy, but we haven't implemented any yet, so I would say we're like in the investigating stage. 

One subcategory that emerged among the six companies that had not made up their mind 

was that the Taxonomy aligned activities are such a small part of the investment universe 

that at this moment an implementation of the EU Taxonomy into their strategy was not 

feasible. Respondent 6 pointed out that they found it hard to see that they will implement 

the Taxonomy into their investment strategy. Instead, they would use it more as an input 

in the analysis of companies (Respondent 6). Respondent 6 also pointed out that it is not 

optimal if “all” of the investor capital is allocated towards this small shard of dark green 

investments. 
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Respondent 5: It would definitely have a high focus going forward, but as it is now. It is such a 
small amount of the market which can claim Taxonomy alignment that it is just too early.  

Respondent 6: Our assessment is that it is still such an incredibly small part of the investment 
universe that manages the Taxonomy so that we think it is not optimal if all of us investors and 
investor capital fight for this small shard of dark green but for us it may be a reference value or 
rather an analysis input in the analysis of companies.  

The EU Taxonomy aligned investments being a small part of the investment universe is 

in line with Trinks and Scholtens (2017) findings. They concluded that the investments 

universe can become substantially smaller with negative screening. This indicated that 

there would be an opportunity cost of only investing in non-controversial firms. The 

screened market portfolio also significantly underperformed the increased market 

portfolio when accounting for conventional risk factors (Trinks & Scholtens, 2021). The 

opportunity cost of screening is pointed out by respondent 6. It would be non-optimal if 

all of the investors would fight over the small shard of dark green activities.  
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7 CONCLUSION 

In the last chapter a discussion related to the results of the study and the analysis of the 

data is presented. In the next subchapter the research questions are answered and 

analysed. Furthermore, the practical implications, the limitations of the study and 

suggestions for further research are argued for.   

7.1 Discussion of the findings  

The three research questions that were defined in the introduction will be analysed in 

this subchapter. In subchapter 7.1.1 the findings of the study are summarized.   

How is sustainability currently adapted in Nordic institutional investors’ 

asset management and investment processes? 

Governance was viewed as a cornerstone in the investment management process as a 

company with good governance seldom has a poor climate strategy (Respondent 2, 

Respondent 11). The social factors were not viewed as important as other ESG factors in 

the institutional investors' asset management process. This is in line with Eccles, Seafeim 

and Krzus (2017) findings of non-financial metrices used by equity and fixed income 

investors.  

Nordic institutional investors mainly use exclusion, active management, ESG scores and 

their own developed sustainability tools in their asset management process. How 

sustainability is integrated into the investors asset management process is linked to the 

sustainability tools that they use. The most common themes related to how sustainability 

was integrated to the respondent’s asset management process can be found in table 11. 

Exclusion, ESG scores and active management were three of the most commonly used 

sustainability tools by the Nordic institutional investors. The most common investment 

strategy was sustainability as an integrated part of the investment process. The finding 

of a holistic approach to sustainability is in line with (Blank, Sgambati and Truelson, 

2016) findings that investment strategies have become more nuanced over time.  Climate 

goals as a part of the investors’ investment strategy was a subcategory that emerged in 

my study. Inclusion of climate goals in the respondent’s strategy is both driven by 

constituent demand and regulation (Garcia-Sanches et al. 2020; EU, 2022a, Morgan 

Stanley, 2020). 

Table 11 Most common themes related to sustainability integration int the asset 
management process 
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ESG 

  

1. Sustainability as an 

integrated part of the 

investment process 

2. Exclusion of 

unsustainable 

businesses 

3. ESG due diligence 

and ESG integration 

4. Engagement 

 

Another theme that occurred in my study was that the social factors are harder to 

quantify. Hence, they are also harder to integrate into the investment process. The ESG 

scores or ESG tools used are found to be blunt e.g., when discussing the question 

regarding the institutional investors’ expectations of a potential EU social taxonomy two-

thirds pointed out the fact that it will be hard to establish a quantitative framework for 

sustainable social activities. The fact that a social taxonomy will most likely be very soft 

as the European countries have to agree on the minimum safeguards was pointed out by 

one respondent. The environment has been in focus for a longer time and therefore tools 

to measure the environmental impact have already been developed. The longer focus on 

environment and the UN (2022a) climate goals are potential reasons why the 

environmental factors are seen as very important by a majority of the institutional 

investors. The institutional investors believed that the environmental, social and 

governance (ESG) factors importance in the asset management process will increase five 

years from now. 

What are Nordic institutional investors’ expectations of the EU Taxonomy? 

The Nordic institutional investors see the EU Taxonomy framework as a positive 

initiative. Creating a common language between investors and companies for how 

sustainable activities are defined will facilitate cash flows towards green investments. 

Companies that have been labelled unsustainable will have a harder time finding 

advantageous financing. The main challenges with the Taxonomy are the increased 

reporting burden, bureaucracy and the political nature of the Taxonomy. The 

institutional investors brought to attention how different sectors are being treated in the 

EU Taxonomy. The lobbying for certain activities is one of the main criticisms to the 

Taxonomy and why it might fail. Another important theme impacting the success of the 

Taxonomy is that it is not a global framework. Global investors have portfolios that are 
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partly affected by the EU Taxonomy Regulation and this means e.g., that the entire global 

portfolio cannot be measured by the same criteria.  

The respondents mainly saw the Taxonomy as a complementary system. Only one of the 

respondents, who can be viewed as an EU Taxonomy pioneer, saw it as the main system 

and where already asking fund managers on their taxonomy alignment.  

Will the EU Taxonomy be integrated into Nordic institutional investors’ 

investment strategy?  

Most of the Nordic institutional investors were investigating or not sure if they would 

integrate the Taxonomy into their investment strategy. As the investment universe with 

Taxonomy aligned investments is substantially smaller some of the investors found it 

hard to believe that they would integrate the Taxonomy into their investment strategy. 

The investment universe becoming smaller when screening out and excluding 

controversial investments are in line with Scholtens and Trinks (2017) findings. It was 

also pointed out that it would not be optimal if all investors fight for the small shard of 

dark green investments (Respondent 6). The dark green investments are in this context 

considered investment that are highly aligned with the EU Taxonomy.  

The government pension funds that were interviewed for this study said that they would 

not include the Taxonomy into their investment strategy.  As the government pension 

funds are not obligated to report accordingly to the EU Taxonomy two of them pointed 

out that they are following the development but could not see them implementing the 

Taxonomy Regulation into their investment strategy at this point. Of the remaining 8 

respondents, two stated that they will implement the Taxonomy into their investment 

strategy. However, it was still unclear if the Taxonomy will just be a way to measure 

climate goals or if it will have a greater impact on the investment strategy. The six other 

respondents stated that they had investigated different opportunities of integrating the 

Taxonomy into their investment strategy.  

7.1.1 Summary of the findings  

The major findings of this study are that Nordic institutional investors’ mainly use 

exclusion, active management, ESG scores and their own developed sustainability tools 

in their asset management process. Good governance is seen as a cornerstone in the 

investment management process as a company with good governance seldom has a poor 

climate strategy. Social factors are harder to quantify and not viewed as important in the 
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institutional investors’ asset management. The investors interpret the EU Taxonomy 

framework as a positive initiative in creating a common language between investors and 

companies for the definition of sustainable activities. Two main challenges seem to be 

the increased reporting burden and the political nature of the Taxonomy. I also find that 

the Nordic institutional investors currently were investigating or not sure about 

integrating the EU Taxonomy into their investment strategy at this point. The EU 

Taxonomy was also viewed as a complementary sustainability system to 11 out of the 12 

respondents. The value of the EU Taxonomy as a monitoring tool is still uncertain as it 

occurs that many of the institutional investors are awaiting on what effect the EU 

Taxonomy will have on the financial markets. At the same time, it was pointed out that 

it would be nonoptimal of all investors targeted the little share of high Taxonomy aligned 

activities.  

7.2 Practical and theoretical implications 

One of the practical implications of this study is providing a list of EU Taxonomy 

challenges that the Nordic institutional investors are facing.  By acknowledging these 

challenges and avoiding the potential pitfalls such as the Taxonomy becoming more of a 

political tool or the reporting and bureaucracy being too overwhelming the EU 

Taxonomy can reach its full potential.   

The EU Taxonomy is a tool to help investors, companies, and issuers to transition to a 

low-carbon resource-efficient economy (European Commission, 2020). Two of the 

respondents interviewed in this study stated that they will integrate the EU Taxonomy 

into their investment strategy. A majority, eleven out of twelve of the respondents, found 

the EU Taxonomy as a complementary tool for sustainable investments. The uncertainty 

associated with the Taxonomy not yet being fully implemented and still a work in 

progress was one of the findings in this study. When going forward with the Taxonomy 

it was pointed out that laws and regulations need to back up the EU Taxonomy otherwise 

it will lose its credibility as a classification tool.  

The findings of this study build upon previous studies that have investigated how ESG 

have been integrated into investment decision-making by institutional investors (Eccles, 

Kastrapeli and Potter, 2018) and sustainable signals seen by asset owners (Morgan 

Stanley, 2020). These two previous studies were both global surveys and this thesis 

provides a different angle as only Nordic investors have been included in the study. This 

thesis provides a new perspective to the theoretical landscape as the institutional 
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investors’ expectations of the EU Taxonomy were explored. The EU Taxonomy was 

viewed as a step in the right direction and could possibly in the future become an 

important tool used in sustainable investing. For the EU Taxonomy to disrupt the field 

of sustainable investment the respondents listed several challenges that needed to be 

addressed. The key challenges were: the increased reporting burden created by the EU 

Taxonomy and the political nature of the Taxonomy Regulation. Hence, this study 

provides an analysis of how Nordic institutional investors view the EU Taxonomy 

regulation and its future.  

7.3 Limitations of the study 

This study has been limited to Nordic institutional investors’ and specifically pension 

and insurance companies. Including only pension and insurance investors were based 

on Scholtens and Sievänen’s study from 2013 that distinguished certain groups of 

investors as drivers of SRI. Purposeful sampling was used in order to get respondents 

that worked as sustainability experts within organisations considered to be drivers of 

SRI.  

The sample of this study was quite small when compared to surveys done on the global 

market Morgan Stanley (2020) and Eccles, Kastrapeli and Potter (2017). The Morgan 

Stanley (2020) survey had 110 respondents and Eccles, Kastrapeli and Potters (2017) 

survey 582 respondents. The differences between these surveys and the one conducted 

in this thesis is that the markets studied by them was much larger and therefore also the 

potential sample. My study with 12 in-depth interviews is limited to the Nordic market 

and a qualitative research approach limits the usability of the results. The small sample 

does not allow comparisons between countries and groups and the results cannot be 

generalized. On the other hand, by interviewing respondents considered drivers of SRI 

(Scholtens and Sievänen, 2013) the sample is theory-based and represents important 

theoretical constructs about the phenomenon of interest (Suri, 2011).  

7.4 Suggestions for further reserach 

In 2024 financial institutions and companies must report to which degree their activities 

are EU Taxonomy aligned. Until then the reporting landscape will adapt to the new and 

forthcoming reporting regulation. For further studies it would be interesting to see how 

the expectations from the institutional investors have changed over time as the data on 

Taxonomy alignment increase and what the praxis will look like for the EU Taxonomy 

reporting.  
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This study is limited to pension and insurance companies in the four Nordic countries: 

Denmark, Finland, Norway, and Sweden. It would be interesting to compare the 

differences between these countries and other EU countries on how sustainability is 

currently integrated in their asset management? Another interesting aspect is if there are 

global differences in the expectations of the Taxonomy. Furthermore, a follow up study 

could be done to investigate if the Nordic institutional investors’ expectations and 

practices have changed over time.  

The development of the Taxonomy regulation has been political and only certain sectors 

are included in the Taxonomy framework. It would be interesting to see how other 

economies in the European Union review the Taxonomy. The institutional investors for 

this study were also picked out based on that they have been drivers behind socially 

responsible investments. A similar study on European institutional investors would be 

intriguing.   

This study only includes institutional investors and their expectations on the EU 

Taxonomy. To fully understand how the Taxonomy will unfold further studies could 

consider mapping out all the actors affected by the taxonomy framework. It would be 

interesting to explore the expectations from companies, fund managers, investors, and 

governments/municipalities on the Taxonomy. Additionally, this study could be 

followed up in a couple of years to see if the EU Taxonomy and regulation have changed 

the Nordic institutional investors’ processes and perceptions.  
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APPENDIX 1  INTERVIEW SCHEDULE 

Date Company Country 

April 20, 2022 AP3 Sweden 

April 20, 2022 Alecta Sweden 

April 21, 2022 AP6 Sweden 

April 26, 2022 AP1 Sweden 

April 27, 2022 Storebrand Asset Management Sweden 

April 29, 2022 The Church Pension Fund Finland 

May 3, 2022 Kommunal Landspensjonskasse (KLP) Norway 

May 6, 2022 Elo Finland 

May 16, 2022 PFA Asset Management Denmark 

May 17, 2022 Arbejdsmarkedets TillaegsPension (ATP) Denmark 

May 19, 2022 Anonymous respondent Finland 

June 17, 2022 Folktrygdfondet Norway 
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APPENDIX 2 INTERVIEW GUIDE ENGLISH 

THEME QUESTIONS 

BACKGROUND 
1. What is your job title and work tasks? 

2. What asset classes do you invest in? 

SUSTAINABLE 

INVESTEMENT 

FOCUS 

1. In your asset management, how important would you today rank the ESG factors on a scale from 1-5?*2 

2. How is sustainability integrated into your asset management process? 

3. What sustainable investment tools do you use? 

4. How does the sustainability systems/tools impact your investment decision? 

5. In your asset management, how important would you five years from now (2017) rank the ESG factors on a scale from 1-5?* 2 

EU TAXONOMY 

1. Do you find the EU Taxonomy efficient in its current form? 

2. Will you (or have you) incorporate the EU Taxonomy into your investment strategy? 

3. Do you see the EU Taxonomy regulation as a complementary system to current sustainability systems or a main system for sustainable investments? 

4. Do you believe that the EU Taxonomy will increase the demand for sustainable investments 5 years from now or 2027?*3 

5. What do you believe will be the short-term effect of the Taxonomy Regulation (TR)? 

6. What do you believe will be the long-term effect of the TR? 

Bonus question: What are your thoughts on the upcoming social Taxonomy? 

 
2 Scale: 1 not important, 5 very important 
3 Scale: No major impact,   0-50%,   50-100%  100%-1000%   >1000% increase 
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APPENDIX 3 INTERVIEW GUIDE SWEDISH 

 

 
4 Skala: 1 inte viktigt, 5 mycket viktigt 
 
5 Skala: Ingen betydande inverkan,   0-50%,   50-100%   100%-1000%    >1000% ökning 

TEMA FRÅGOR 

BAKGRUND 
1. Vad är din jobbtitel och arbetsuppgifter? 

2. I vilka tillgångsklasser placerar ni? 

FOKUS PÅ 
HÅLLBARA 

INVESTERINGAR 

1. I eran kapitalförvaltning, hur skulle du idag rangordna betydelsen av ESG faktorerna från 1-5?*4   

2. Hur är integrerar ni hållbarhet i eran kapitalförvaltnings process? 

3. Vilka hållbara investeringsverktyg använder ni er av? 

4. Hur påverkar hållbarhetssystem/hållbarhetsverktyg era investeringsbeslut? 

9. I eran kapitalförvaltning om fem år (2027) hur skulle du rangordnabetydelsen av ESG faktorerna från 1-5?*4 

EU-TAXONOMIN 

1. Finner du EU-taxonomin effektiv i dess nuvarande form? 

2. Har ni eller kommer ni att integrera EU-taxonomin i eran investeringsstrategi? 

3. Ser du EU-taxonomin som ett komplementerande system till nuvarande hållbarhetsystem eller som ett huvudsakligt system för hållbara investeringar?  

4. Tror du att EU-taxonomin kommer att öka efterfrågan på hållbara investeringar 5 år från nu (2027)?*5 

5. Vad tror du att de kortsiktiga effekterna av EU-taxonomin kommer att vara? 

6. Vad tror du att de långsiktiga effekterna av EU-taxonomin kommer att vara? 

Bonus fråga: Hur går dina tankar kring den uppkommande sociala taxonomin? 


