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Abstract 

The field of behavioural finance remains to be a major criticizer to the efficient market 

hypothesis, claiming all humans of being rational. Some argues for the lack of behavioural 

aspects of investors being a main cause to the financial crisis of 2008, due to tendencies of them 

following same investment paths. Understanding investors’ sights and approaches is important 

as behavioural differences can contribute to further enhancements in the financial markets. This 

study examines the approaches towards the financial markets of managers of actively managed 

mutual funds in Sweden. By interviewing six managers of actively managed mutual funds, 

representative conclusions could be drawn, although, not statistically significant as for the lack 

of supporting numbers of significance. Representatively for the participants in this thesis, the 

overall estimation of the markets is considered to be efficient to some extent, but do 

occasionally indicate for having flaws, of which the managers are taken advantage of. Behaving 

rationally was found to be representative when deciding what and when to invest. Confidence 

have been proven to be a common attribute among the managers influencing their decisions and 

investments. You obtain less without confidence than you would have with it. Although, too 

much confidence can be damageable. There is no point of thinking of hindsight as afterthoughts 

does not change your past decision.  

 

Key words: Actively managed mutual funds, efficient markets, behavioural finance, rationality, 

irrationality, confidence, overreactions, risk, and return.  

 

  



 

 

Sammanfattning 

Beteendefinansiering som ämne är än idag en stor del av kritiken mot den effektiva 

marknadshypotesen som antar att alla människor är rationella i sitt beteende. Vissa påstår att de 

bristande beteendemässiga aspekterna är nästintill en huvudanledning till varför finanskrisen 

2008 blev som det blev på grund av tendensen av att flertalet investerare följer samma spår. Att 

förstå hur investerare ser och angriper finansiella marknader är viktigt då det vidare kan 

möjliggöra för förbättringar på dem marknaderna. Denna studie undersöker förvaltares 

angreppssätt mot marknader för aktivt förvaltade fonder i Sverige. Genom att intervjua sex 

förvaltare för aktivt förvaltade fonder har representativa slutsatser kunnat dras, dock inte 

signifikanta, då metodologin brister i signifikanta siffror som stöd. Respondenternas syn på 

marknaden antas vara effektiv överlag, men som emellanåt indikerar för ineffektivitet. Att bete 

sig rationellt resulterade även det för att vara representativt gällande i vad och när man ska 

investera. Självförtroende i det man som förvaltare sysslar med på en daglig basis är viktigt att 

ha och är bevisat, dock inte med signifikant stöd av siffror, vara ett gemensamt attribut bland 

förvaltarna. Har man inte självförtroende som fondförvaltare kan det leda till brister, likt om 

man har för gott sådant. Det är heller ingen idé att tänka på vad man borde göra i efterhand då 

sådana eftersläpande tankar inte kan påverka dåtida beslut.  

 

Nyckelord: Aktivt förvaltade fonder, effektiva marknader, beteendefinansiering, rationalitet, 

irrationalitet, självförtroende, överreaktioner, risker och avkastning.  
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1. Introduction 
This introductory chapter begins by introducing the background of the subject, which follows 

by a problem discussion and the reasoning behind this study. The research questions and the 

thesis structure are presented in the end of this chapter. 

“There is nothing so disastrous as a rational investment policy in an irrational world.” 

- John Maynard Keynes 

1.1 Introduction and Background 
The latest global economic decline brought the financial market into a turmoil the year of 2008. 

The financial turmoil resulted in a crisis much more dangerous than one could ever predict. 

Lehman Brothers and other investment banks of Wall Street were in a panic of selling of assets 

in hope of surviving this disaster, which came to emerge into declines and financial failures and 

led several financial institutions, such as Lehman Brothers, into bankruptcy. The financial 

market and the assets in it became vulnerable as the prices of them went down in an immense 

spiral. Not many knew how this would result, not many knew what would happen next and not 

many knew what they should do. Many states beyond the US, primary in European countries 

were compelled to save the financial institutions by purchasing their shares and bestow 

extensive guarantees to bring back the confidence of the investors, which came to be very costly 

for the states (Avgouleas, 2009). This was not only a financial crisis in the financial market but 

also a crisis of each and everyone’s confidence - confidence of which people and businesses 

had lost together with their financial assets during this time. Similar to the Great Depression of 

1929 there were some that argued that “overinvestments” and “overbuilding” was a major 

reason of this stock market crash. Although, it has been clear that the recent financial crisis of 

2008 began already when the households got into a debt bubble of their own by overinvesting 

in the housing market (Foster & Magdoff, 2009). One can relate to these crashes in the financial 

markets by looking at the quote above from John Maynard Keynes; “There is nothing so 

disastrous as a rational investment policy in an irrational world.” This will later come to brings 

us to the field of behavioural finance, in which economists brings together behavioural and 

cognitive psychological aspects when describing several financial decisions.  

 

The constancy of the financial market is a major factor to the investments made there. Eugene 

Fama illustrated an efficient financial market – a hypothesis of a market where the price of 

assets fully reflects all available information (Shleifer, 2000). This illustration is an idea of that 

all available information there is in a competitive financial market is treated (Ball, 2009). The 

efficient market hypothesis (EMH) assumes that investment strategies cannot frequently defeat 

the market and manage a positive return-to-risk ratio, nor can one with absolute certainty predict 

future outcomes, as stock prices. A further explanation of this theory of Fama will be presented 

in the following chapter.  

 

The field of finance have been focusing on investor rationality, which by this rationality have 

brought several theories of portfolio allocation where the focal point is on risk assessment 

towards expected returns. Although, the knowledge containing information and behavioural 

aspects of “why” and “how” investors trade and what “they” put the core in to has not appeared 

to be as important. Until recently, the field of behavioural finance has grown bigger in the 

financial world as the way of behavioural and cognitive psychological aspects have shown to 

play a massive role when describing many financial decisions. Although, the challenging part 

of applying behavioural finance is to evolve it to an already existing and integrated theory in 

financial economics. There are many questions regarding psychology and behaviour that has 
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been left aside when discussing theories of e.g. portfolio allocation. Therefore, the education of 

the field of finance could be more of a use if knowledge in behavioural finance were to be 

mentioned more related to several central theories (Subrahmanyam, 2007).  

 

Behaviour finance has made the field of finance more realistic than it was before, as the central 

theories was built up on perfect rationality. Emilios Avgouleas (2009) argues that the financial 

crisis of 2008 was mostly caused by the lack of behavioural aspects in the financial market. 

Estimation of these manners could have come to play a huge role considering the tendency of 

participants following the same direction of financial activities. Instead, behavioural finance 

has been underestimated until after the occurrence of 2008, or at least slightly so (Avgouleas, 

2009). Studies have been made in behavioural finance where the focal point was on trying to 

understand the patterns in decisions of financial activities, such as trading. Rawley Z. Heimer 

studied the relationship between social interactions and active portfolio management, where the 

major factor was to look at the behaviour of overtrading. The study showed a positive 

significant relationship between the interactions and the portfolio (Kliger, et al, 2014). The 

result of this study showed that estimations of the behavioural aspects play an important role in 

deciding financial activities which proves Emilios Avgouleas argument above. Again, to align 

this to the quote from John Maynard Keynes - There is nothing so disastrous as a rational 

investment policy in an irrational world.  

 

People tend to rely more on professionals nowadays. Eight out of ten swedes in Sweden save 

in mutual funds (Fondbolagen, 2017). The Swedish Investment Fund Association (2017) 

studied the importance of funds in Sweden and stated that the importance of mutual funds has 

grown bigger during the years of their existence. From the perspective of the investors, there is 

little they can do to influence the outcomes and the returns of their investments in the fund. 

Although, from the perspective of the fund and the manager, this tells much about the trust and 

hope from the investors. The net assets of all the funds available in Sweden has increased with 

more than five times in 16 years, the net assets of the funds in 2016 reached 3400 billion in 

Swedish currency (Fondbolagen, 2017). Today, there is more than 2500 funds available in the 

market and as for its evolution, there was only 17 funds the year of 1979 (Fondbolagen, 2017).  
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The figures below illustrate the net assets and the net savings in different varieties of funds. The 

Y-axis tells the value of the assets (1) and the net savings in millions of the Swedish currency 

(2) and on the X-axis are the years from 1986 to 2016 (Fondbolagen, 2017).  

 
Figure 1: Net Fund Assets, 1986 to 2016 (Fondbolagens förening, 2017) 

 

 
Figure 2: Net Savings, SEK Million (Fondbolagens förening, 2017) 

 

Mutual funds can be either actively or passively managed. Passively managed mutual fund 

follows an index and will reflect the market. The assets are invested at the same proportion as 

the index. As the market, or index, goes up – the mutual fund does it as well and on the contrary. 

However, as for active management, managers of the mutual fund strive to defeat the index 

which contradicts the efficient market hypotheses illustrated by Fama. Actively managed 

mutual fund deviates from the index, as the selection of asset allocation lies in managers belief 
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regarding the yield of a better return (Pettersson & Hård af Segerstad, 2014). Although studies 

have shown that actively managed mutual funds rarely outperform the index, it has for some 

years. Eugene F. Fama and Kenneth R. French (2008) summarizes actively mutual funds as a 

“close-to-market” portfolio but with a costly management fee that results in lower returns.  

 

There is an obvious importance of behavioural aspects in mutual fund management as there are 

rational theories proving the markets efficiency. “There is nothing so disastrous as a rational 

investment policy in an irrational world.” Being irrational and not obsequiously following 

rational theories could come to be an evolution to portfolio allocation and maybe diminish risks 

of future financial crises.  

 

The Swedish Pension Agency (PPM) has a “Privatized Social Security system” which consists 

of many features. The interesting aspect of this privatized system is that it links with behavioural 

finance and that it has been studied among multiple well-known economists around the world, 

such as Richard H. Thaler. To illustrate the most relevant of the Swedish Premium Pension 

system and then link it with behaviour, is that this system consists of many choices regarding 

different portfolios. As a “participant” of the PPM, you are allowed to, actively, select a 

portfolio of the ones available, which will be your “retirement savings portfolio”, and are given 

the opportunity to change your mind whenever. These portfolios contain funds, and by the time 

when Henrik Cronqvist and Richard H. Thaler made their research of this, in 2004, there were 

456 funds available for selection, whereas one portfolio was set as “default” containing 

passively managed mutual funds (Cronqvist & Thaler, 2004). The criticism is raised to the 

amount of mutual funds and portfolios available. Among all the participants, more than 90% 

are in to the default portfolio due to the lack of time and knowledge in choosing a different one. 

Cronqvist and Thaler (2004) deems this of being a behavioural financial weakness as it 

constraints rational investment decisions, even for “sophisticated professional investors”. 

 

1.2 Discussion 
While investors try to act and think rationally, the market is by many scientists referred to as 

irrational. Irrational, as well-known theories and theorems do not apply on the market as it has 

been learned they should. Economists are not always unanimous when discussing the constancy 

of the financial market.  

 

A scientific and educational discussion was held in 2005, between Professor Burton Malkiel 

and Professor Sendhil Mullainathan, where they were discussing whether the market is efficient 

or not. Burton Malkiel has, for over 30 years, been supporting the efficient market hypothesis 

and that stock prices follow a random walk - that prices cannot be predicted with certainty by 

any expert of the field. Sendhil Mullainathan on the other hand, has been challenging this 

rational theory with behavioural finance and focusing on “when” and “how” humans differ from 

the rational behaviour. His trust lies on that humans do not always act rationally (Malkiel & 

Mullainathan, 2005).  

 

Malkiel does not believe that the market can be defeated on an average, as the market is at the 

lowest 90 % efficient. He has, for over 30 years, recommended index funds, even though they 

did not exist then. However, studies have shown that his recommendation does perform better 

than active mutual funds, but still Sendhil does not agree. Sendhil, together with other 

behaviourists, see the market at some extent as predictable as they have been documenting 

anomalies on the market, contradictory evidence to the theory (EMH).  
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EMH is not a prominent theory among all economists. The theory has, by some, been named 

the reason of the financial crisis of 2008 as its “chronic underestimation of the danger of asset 

bubbles”. Many economists have come to the conclusion of that the market has fold in noticing 

bubbles of asset prices (Ball, 2009). Professor Sendhil Mullainathan, mentioned above, agrees.  

 

Different perspectives of the financial markets regarding behavioural influences is the herd 

behaviour. Christopher Avery and Peter Zemsky (1998) studied how different levels of 

uncertainty emphasizes herding behaviours. Uncertainties are respected as different grades of 

information asymmetries among the investors on the markets. By studying different events 

during times, they found that the more uncertainty there is, the more herding behaviour there is 

among the investors. Additionally, when the information asymmetry reaches what the authors 

call the “third dimension”, which is referred to the largest level of quality in terms of 

uncertainty, a significant short run mispricing can arise by the high amount of herding 

behaviour (Avery & Zemsky, 1998). This behavioural influence in the financial markets is by 

an interest of matter as it, for future researches, could come to be of use when explaining price 

bubbles, which Ray Ball (2009) above accuses the EMH responsible for during the latest 

financial crisis.  

 

Herding behaviour is a reaction of which investors follow same paths in regard of making 

similar financial decisions and is related to confidence and other reactions from investors. 

Confidence of which investors had lost during the financial crisis and The Great Depression in 

2007-2009 and the 1930s (Avgouleas, 2009). Reactions, similar to confidence, are based on 

individuals’ perceived ability to assume what they claim are good investments, which in turn 

are based on individuals’ attitude and behaviour towards information and the perception of them 

(Lo, 2007). Past psychological studies of behavioural finance have resulted in that investors 

tend to overestimate their ability in trading with securities and assets, which have proved to be 

a significant evidence of overconfidence. Although investors have shown to be overconfident, 

their confidence in general changes when decisions are made. Overconfidence tend to cause 

overreactions to new information and signals in the financial market (Daniel, et al., 1997).  

 

Eugene Fama (1998) agrees with that underreactions and overreactions exist in the market, but 

however, states that the occurrence of these reactions are equal. As he agrees with the events of 

over- and underreactions, he disagrees on their relevance to contradict the efficient market 

hypothesis. Fama, more likely, indicates that anomalies are showing up inconsistently and the 

result regarding overreactions and underreactions are both as likely to occur, which he bases on 

that investors are rational. Although, these reactions tend to vanish, and the anomalies are too 

weak (Fama, 1998). Burton Malkiel (2005), as Eugene Fama, is not convinced of the findings 

that overreactions and underreactions prove market inefficiency.  

 

Harry Flam and Roine Vestman, both from Stockholm University, have studied the 

performance and the persistence of actively managed equity mutual funds over a 10-year period 

in Sweden. In a comparison to index funds, also in Sweden, they found that actively managed 

equity mutual funds outperformed their index of comparison 1993-2001. They, however, did 

not outperform the index the remaining years 2002-2013 (Flam & Vestman, 2017). Conclusions 

regarding managers’, of active equity mutual funds, lack in stock-picking skills could also be 

drawn. They argue for luck being a part of their success in generating a positive return as 

evidence of skills regarding stock-picking could not be found (Flam & Vestman, 2014;2017). 

However, this study will not compare actively mutual funds to actively managed mutual funds.  

 



6 

 

The interesting part of this study is to find out how fund managers of Swedish active mutual 

funds behave and how rational or irrational they are. The motives for this research is to examine 

whether it is possible to enhance the effectiveness in the financial market in regard to actively 

managed mutual funds’ approaches and behaviour.  

 

1.3 Research Question 
• What is the investment approach towards the markets of actively managed mutual 

funds? 

o What can be told about the trustees’ rationality or irrationality? 

o How do they reason for their sight of the market efficiency? 

o How do managers motivate the asset- and risk allocation in their portfolio? 

o In what extent is confidence important and in how do they motivate for their 

reactions of hindsight?  

 

1.4 Purpose 
The purpose of this study is to examine how investment approaches of several actively managed 

mutual funds and their financial behaviour differ, where the underlying question addresses the 

level of market efficiency.  

 

1.5 Limitations 
This study will be limited to Swedish mutual funds with active management. To increase the 

probability of a decent result, the focus of this research will be on actively managed mutual 

funds that are in some extent similar to each other regarding historical returns and are involved 

in the UCITS regulations1. Due to the difficulty, and the time limit, of collecting all the 

information, and due to the availability of the asked participants, the amount of mutual fund 

managers was restricted to six.  

 

1.6 Scope of study 
This study will begin by comprehending relevant theories and previous studies of this field. The 

following chapter describes the chosen methodology and, likewise the theory chapter, 

information of relevance. The commencement of this chapter consists of general awareness 

towards different methodologies, following a selection of methodology with a clear motivation 

to it. The data will be accounted for in the fourth chapter, containing the result of this study. 

The latter two chapters will process analyses of the result and conclusions that will be drawn 

based on the analyses. In the end of the last chapter, there will be a sub-chapter discussing future 

studies that might be of interest.  

 

 

 

 

  

                                                 
1 An EU-directive. The mutual funds follow the same rules and regulations, e.g. rules regarding the minimum 

variations of assets in a full-invested portfolio and maximum liquidity (cash) capacity – “5/10/40” rule.  
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2. Theories and Previous Studies 
This section describes the relevant theories and previous studies of this field. The theories are 

highly criticised by counterparts who claim these theories being imperfect through its 

inadequate origin. The first presented theory EMH forms the basis for the following theories, 

where the criticism also are raised.  

 

2.1. Market Efficiency vs. Market Inefficiency 
Is the market efficient or is it inefficient? 

 

2.1.1. The Efficient Market Hypothesis 
Eugene Fama gave birth to the Efficient Market Hypothesis (EMH) when he illustrated a market 

where prices of assets fully reflect all available information (Shleifer, 2000). The hypothesis of 

the efficient market anticipates that all information available is treated when prices are set (Ball, 

2009). The EMH is based on that people are rational. This hypothesis is powerful and important 

in the field of finance as many other theories are based on it (Lo, 2007). Andrew Lo (2007) 

compares EMH with an old joke about a $100 bill where an economist walks on a street and 

finds it. The economist thinks for himself before picking it up and comes to the conclusion of 

that he should not bother about it as “if it were a genuine $100 bill, someone would have already 

picked it up” and keeps walking. Andrew Lo compares this joke to the EMH where he states 

that this proposition is among the most threatened in this field, as if the EMH was genuine, 

everyone would have agreed (Lo, 2007) - everyone does not agree.  

 

To summarize the EMH, it contains two major statements of importance (Thaler, 2015): 

• The market cannot be beaten 

• Prices are always right 

 

…I could teach the efficient market models to my students with much more relish if I could 

describe them as extreme special cases before moving to the more realistic models2. A quote of 

Robert Shiller, an economist who defends the importance of behavioural aspects in the field of 

finance and criticizes the EMH, illustrated by Fama (Thaler, 2015).  

 

Most of the critiques to the EMH comes from researcher in behavioural finance. One of these 

researchers is Richard Thaler, the Nobel Prize winner of 2017 “for his contributions to 

behavioural economics” (The Royal Swedish Academy of Science, 2017). He finds the EMH 

very unrealistic due to the premises of that all people are rational. He continues with an 

illustration of two scenarios containing two assets, where the first scenario contains assets “X” 

and “Y” and is worth the same, and the second scenario contains assets of two firms and is not 

worth the same. Due to his statement, that all people are not rational, he finds that cognitive 

biases of two different types of investors (rational investors and quasi’s3) significantly could 

influence the prices of the assets in both scenarios, which also arguments against that prices 

fully reflects all available information (Thaler, 2010).  

 

Burton Malkiel, a defender of the EMH, is aware of the increasingly questioned hypothesis. 

However, he (2005) contradicts the behaviourists’ attempt of arguing pro irrational prices. 

Malkiel does not believe in irrational market prices and easily predictable market returns 

independent to how many good arguments they produce, as passively index funds still manage 

                                                 
2 ”realistic models” being models which assumes that people not necessarily are rational and which contains 

behavioural aspects. 
3 People who make mistakes but still are trying their best to make a good decision.  
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an average yearly return higher than actively managed mutual funds (Malkiel, 2005). To 

support his statement, Malkiel used the figure below (3), which shows the comparison between 

the yearly return of actively managed global equity funds and the chosen index (MSCI world 

equity index (Malkiel, 2005).  

 
Figure 3: European global equity managers compared with the MSCI world equity index (Standard & Poor’s Fund Service and Vanguard 
Investment Europe S.A) 

 

Malkiel continues his defending of the EHM by saying, that even in European markets (which 

according to him is less efficient than the U.S. market), actively managed mutual funds do not 

beat the index (Malkiel, 2005). 

 

There have been many studies made regarding whether the U.S. market is efficient or not. 

Robert A Haugen is a true advocate to that markets are inefficient. Haugen has among his many 

articles and studies challenged defenders of EMH, and concluded that markets are not efficient. 

His and Nardin L Baker’s study “Case Closed” (2008), studied the returns and risks of stocks 

in the U.S. market, with a time span of 45 years. They found significant result in measurements 

of stock returns and risk. Interesting results which contradicts the EMH was their findings of 

that the stock containing most risk had the lowest return and that the safest (stock containing 

least risk) portfolio had highest expected return (Haugen & Baker, 2008). Modern portfolio 

theory, developed based on the EMH, states the opposite (Fox, 2009).   

 

An efficient market doesn’t simultaneously exhibit strong levels of risk loving in the cross-

section and strong levels of risk aversion in the aggregate. Case closed. (Haugen & Baker, 

2008).  

 

As can be told, there are many ambiguities in the EMH which, through the decades in this field 

of science, have been the basis for the development of many modern theories, not least modern 

portfolio theory, some of which will be explained below.  

 

2.1.2. Efficient Market Anomalies 
One of the reason why economists began to criticize the EMH was because of the anomalies 

found in the assumed perfect rational capital market. Richard H. Thaler, among many other 
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nowadays, believes to have found strong evidence of anomalies in the theoretical model of the 

perfect illustrated market hypothesis (Thaler, 2015).  

 

Sendhil Mullainathan, an advocate of behavioural finance, proclaims that defenders and 

creators of the EMH have had a glorious time for more than 30 years with no one doubting their 

theory and model. Until now, when anomalies have been discovered in the financial market 

(Malkiel & Mullainathan, 2005). An explanation of examples of anomalies that have been 

documented is stocks that underperform its value on a regular basis and that the financial 

markets are too complex to understand with returns and data. Burton Malkiel, who defends the 

EMH in the discussion with Mullainathan, responds with his advice of buying cheap index 

funds (Malkiel & Mullainathan, 2005).  

 

William Schwert provided an article about anomalies and the efficiency of markets. One of his 

findings was that anomalies in the financial market are inconsistent and appear to disappear 

between periods. He is not convinced of the anomalies documented through the years (Schwert, 

2003).  

 

Market efficiency survives the challenge from the literature on long-term return anomalies 

(Fama, 1998). 

 

2.2. Modern Portfolio Theory and Optimal Returns 
How do one obtain optimal returns? 

 

2.2.1. CAPM 
CAPM stands for Capital Asset Pricing Model and is referred to the most used model in modern 

portfolio theory when forecasting expected returns (RE) of assets and portfolios (Stotz, 2005). 

This model is based on the EMH which states that all prices are always right, as all the available 

information is treated before setting the price. CAPM can only be used with certainty if the 

market is in its equilibrium, which it always would be if the Efficient Market Hypothesis would 

be completely true. If assumptions of that this pricing model is the ultimate model of markets 

in equilibrium, can divergence between implicit findings and RE construe as mispricing. 

Although, according to the EMH the existence of mispricing is far off, since prices are always 

right (Stotz, 2005). Information of importance is that CAPM is calculated as: rf
4 + β5(rm

6 – rf). 

Beta measures how volatile the asset is to the market (Karceski, 2002).  

 

To summarize the EMH and the CAPM, if it is a valid model in practice, the CAPM should 

indicate an optimal estimation of the asset’s fundamental value (Stout, 1997). This model has 

been an influence on the financial market through its many years of existence, likewise the 

EMH, yet still relies on the assumption of that all people are rational and make the same 

financial decision (Stout, 1997).  

 

There has been much criticism of this model in more recent years as it is based on assumptions 

far from reality (Karceski, 2002). The slope of the difference between rm and rf, referred to the 

market risk premium, shall, according to the CAPM, illustrate the security market line (SML). 

By studying the CAPM in more recent data, a conclusion of that the SML does not equal the 

premium could be made with certainty. This finding came to emerge into another conclusion 

that has been made with certainty – that beta is dead. Beta was in 1983 announced dead as it 

                                                 
4 Risk-free rate 
5 Beta of the asset 
6 Market rate 
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was ineffective when estimating expected return and calculating expected future prices 

(Karceski, 2002).  

 

The findings above, in 1983, led to that Fama and French strengthened the model and changed 

a few factors (Karceski, 2002). Ravi Jagannathan and Zhenyu Wang (1996) does not believe in 

the death of beta, even though it was announced. Although their study encountered difficulties 

of importance, they still believe there is enough enlightenment in their disclosure of that CAPM 

is still alive. They assume that average expected return still can be measured with the CAPM 

as they assume that betas and market risk premium can come to differ in periods (Jagannathan 

and Wang, 1996).  

 

Richard H. Thaler (2015) studied portfolios of “Winner” and “Loser” stocks. The result showed 

that the “Winner” portfolio had a higher beta, which means it was more volatile to the market, 

than the “Loser” portfolio. If his result should be compared to the assumptions of the CAPM, 

based on the EMH, the result would be the opposite. His test of the CAPM made it more clearly 

that the market is inefficient. Adjusting for risk using the standard methods of the profession 

made our anomalous findings even more anomalous! (Thaler, 2015) 

 

2.2.2. Optimal Potential Return in Efficient Markets 
Actively managed mutual funds, in general, reach an estimated return near the index, but do 

often include a higher cost of owning than index funds which result in a decrease in absolute 

return (Fama & French, 2008). If you suppose a passive investment generate a return 

comparable to the market, then the actively managed portfolio will have negatively result 

compared to the passively. Therefore, deviations showed that in tests like these, passively index 

funds are to prefer (Fama & French, 2008).  

 

Jason Karceski (2002) on the other hand supplies some evidence of managerial benefits from 

the announcement of the dead beta. He focuses on return-chasing behaviour in actively 

managed mutual funds. The conclusion of that beta often is lower than it is supposed to be, 

Karceski draw a conclusion of that active managed mutual funds could benefit more in investing 

in assets with a high beta. If the market is efficient, in its equilibrium, and the beta is lower than 

it is supposed to be, then a high beta is not really that high. Which means that the risk-to-return 

ratio is not as high as it should be (Karceski, 2002).  

 

2.2.3. Optimal Potential Return in Inefficient Markets 
Bodie et al. (2014) implies that the EMH and the modern theories based on it, never have been 

attractive on large financial centres (as Wall Street). There are, according to them, three factors 

of importance that can issue great outcomes in inefficient markets (or irrational markets) 

(Bodie, et al., 2014).  

 

The first issue is the magnitude issue, which says that managers can earn profits from small 

mispricing if their portfolio is sufficiently large. Bodie et al. (2014) means that potential profits 

from these kinds of small mistakes in the financial market can earn up the risk involved.  

 

The second issue is the selection bias issue. This issue is to consider if you, as a manager of a 

portfolio, succeed to illustrate an investment strategy that could come to generate an expected 

return higher than other. If that is the case, you will be left with two options, which is to either 

go public with your investment strategy or to keep it to yourself and earn that potential higher 

return. In these cases, evidence point the direction of that investor probably would choose the 

second choice, hence to that money is preferable than popularity (Bodie, et al., 2014). Due to 
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this often-preferable choice, models and strategies rarely generalizes, which leads to further 

difficulties in finding extraordinary portfolio strategies. 

 

The third and last issue is the lucky event issue, which contributes to the estimation of that luck 

is the only way to defeat the index. Bodie et al. compares this issue with flipping coins, luck 

decides the outcome. There are though different perspectives of this issue. Defenders of the 

EMH states that the only way is by being lucky, whereas behaviourists believe in experience of 

intelligence at some extent. Criticism of this issue is difficult to provide as the result can be 

interpreted in both directions (Bodie, et al. 2014).  

 

2.3. Investment Strategies and Behaviour 
The key in actively managed portfolio is to be decent in forecasting expected returns. How are 

stocks and assets performing on the market and what will the outcome be in the future? There 

are different ways to estimate the future outcome of stocks and assets, where one way is to 

overview the past average ups and downs with analyses (Stotz, 2005). How does the stocks and 

assets reply to booms and chocks? Is the beta a reliable measure of risk?  

 

Lars-Erik Boström (L-E), an advocate of behavioural finance and a consultant within 

behaviour-based portfolio management, gives his point of view in reaching success in portfolio 

asset allocation (VA Finans, 2016). L-E suggests that a manager should distinguish between 

policies and strategies. Further on, he reveals his four policies when investing which are; always 

invest in stocks in long runs, invest in quality firms7, focus on firms with high dividends and 

many buy opportunities are found in recessions (VA Finans, 2016).  

 

To invest in a portfolio of stocks with high dividend is not a bad strategy. But you have to 

understand when to adjust the risk (VA Finans, 2016). That your portfolio will be rescued by a 

bull market in a recession is an approach L-E is not sure about being the best strategy. Although, 

buying more stocks in a recession can adjust the risk of your total shares in that firm (VA 

Finans, 2016). He continues by distinguishing the differences between risk and uncertainty, as 

he believes that these terms have a tendency of indicating the same thing for many investors. 

The risk of your investment is the risk of losing money, whereas the uncertainty of the stock 

follows an opposite sign. When booms in the market occur, the risk tend to increase. But when 

booms in the market occur, the uncertainty decreases (VA Finans, 2016).  

 

The most important factor for success when allocating portfolios is to understand when to take 

the risk (VA Finans, 2016). L-E says that you have to believe on the investments made, through 

bad and good times, that you have to have courage to sell and buy assets in disregard to news 

and other affective sayings and that you have to be disciplined when failing and succeeding – 

do not be too naive and greedy (VA Finans, 2016). To summarize Lars-Erik Boström’s article, 

he signifies that you have accept and believe in psychological aspects when deciding how to 

allocate your assets and that you have to accept well known strategies, as rebalancing and active 

allocation in regard to risk (VA Finans, 2016).  

 

2.3.1. Overreaction and Underreaction 
Asset pricing models exist due to the importance of estimating the asset’s price. Mostly to 

determine whether it is (the price of the asset) overestimated or underestimated. This task is 

rather difficult to measure with great certainty, as many are trying to develop the best model for 

this field. Financial researcher disagrees to this manner, whether some models are good or not, 

                                                 
7 Firms that have shown to be reliable in a long run.  
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considering their implicit believes and assumptions. Although, dependent on their assumptions, 

asset pricing models tend to reveal how investors react in certain circumstances. Below, a 

discussion is placed on whether investors tend to overreact or underreact during returns.  

 

New information in the financial market does not always result in rational reactions from 

investors and markets, which it would if the efficient market hypothesis and its assumptions 

were valid (Lo, 2007). It is conventional that investors react differently (or similarly to some 

level) when experiencing gains and losses. Overreaction in experiencing asset performance to 

one’s benefit could result in buying more shares, for instance (Lo, 2007). It could, although, 

also result in selling of shares dependent on the investor’s behavioural instinct. This could also 

be applied when taking losses in to account. It is hardly a piece of cake for someone to be certain 

about investors’ behavioural instincts when event of gains and losses occur – whether the 

investor would sell of the shares or repurchase new ones (Lo, 2007).  

 

In general, all human reactions are acts on behaviour. Werner De Bondt and Richard Thaler 

found that stocks that have been past winners tend to lead in to becoming losers regarding 

returns (Thaler, 2010). Behavioural researcher was given an assignment of generating models 

to estimate price of assets, to find whether there is a significant pattern of underreactions and 

overreactions in asset returns. Earlier empirical evidence relies on that returns lead to both 

underreactions and overreactions in different time periods. In the short run, investor tend to 

underreact to the return whereas, in the long run overreaction tend to take over. The assignment 

that was given to the behavioural researcher proved the behavioural biases of this manner. 

Richard Thaler, together with his companions, believes this to be present proving studies on 

behavioural finance. The conclusion is that theoretical models have to involve psychological 

and behavioural aspects (Thaler, 2010). Richard Thaler (2010) also proves that investors tend 

to overreact to bad news.  

 

Eugene Fama (1998): If apparent overreaction was the general result in studies of long-term 

returns, market efficiency would be dead, replaced by the behavioral alternative of DeBondt 

and Thaler (1985). 

 

Eugene Fama (1998) agrees with that underreactions and overreactions exist in the market, but 

however, states that the occurrence of these reactions are equal. As he agrees with the events of 

over- and underreactions, he disagrees on their relevance to contradict the efficient market 

hypothesis. Fama, more likely, indicates that anomalies are showing up inconsistently and the 

result regarding overreactions and underreactions are both as likely to occur, which he bases on 

that investors are rational. Although, these reactions tend to vanish, and the anomalies are too 

weak (Fama, 1998).  

 

Burton Malkiel (2005), as Eugene Fama, is not convinced of the findings that overreactions and 

underreactions prove market inefficiency. Malkiel questions Thaler’s finding by reflecting on 

asset returns. If the market would fail to set the rational prices regarding the information 

available, then investors would have major opportunities to produce excess returns, which 

Malkiel does not see happening (Malkiel, 2005). Professional investors, whose incentives are 

great when monitoring the financial market and its, founded, anomalies, would have found 

greater strategies in order to defeat the index/market consistently, but has not (Malkiel, 2005).  

 

… investors also tend to overreact more to unreliable than to reliable information (Daniel, et 

al., 2002) 
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Past psychological studies of behavioural finance have resulted in that investors tend to 

overestimate their ability in trading with securities and assets, which have proved to be a 

significant evidence of overconfidence. Although investors have shown to be overconfident, 

their confidence in general changes when decisions are made (Daniel, et al., 1997). In 1997, 

Kent Daniel, David Hirshleifer and Avanidhar Subrahmanyan, developed a theory of investors’ 

overconfidence based on the findings above. Their theory is well known, and several 

researchers refers to it when defending and criticizing investors’ overconfidence. They 

developed this theory when criticizing asset pricing models, which based on people rationality, 

as their earlier founding has proved people being irrational (Daniel, et al., 1997). 

Overconfidence tend to cause overreactions to new information and signals in the financial 

market.  
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3. Methodology 
This chapter reviews the chosen methodology of this study, its advantages and disadvantages 

and the approach. This follows by a description of credibility and criticism of both the 

methodology and the sources used in this research. 

 

3.1. Method Awareness 
Measuring behavioural and psychological variables are more difficult to do by pure quantitative 

methods than by qualitative methods as the difficulty lies in the analysis of the data. In 

quantitative measurements, a large amount of loss may occur (Sansone, et al, 2008). Although, 

many scientists in this field uses quantitative data when correlations between variables are the 

key when analysing their result. It is rather difficult to achieve correlations between variables 

when not testing them correctly, as for example, when in a qualitative research (Sansone, et al, 

2008). In the field of psychology and behaviour, qualitative data are preferable, but can 

although convert to quantitative when analysing the data.  

 

Carol Sansone, et al, (2008) refers to a study, made by two psychologists illustrating the 

differences between multiple approaches of qualitative data when studying psychological 

behaviour. These psychologists found that past researches have focused on pure qualitative 

methods when collecting data, which led these psychologists into illustrating a new approach 

in this field – an illustration of that qualitative data should be used in a quantitative way 

(Sansone, et al, 2008).  

 

Although, event studies are to prefer when studying behavioural finance with pure quantitative 

methods as events in the financial markets might have a tendency of affecting behavioural 

aspects and could come to bring forward intentions and perspectives (Getz & Page, 2016). 

Behavioural intentions, not only in the financial market, but also elsewhere, is defined by 

Donald Getz and Stephem J. Page (2016) as functions of attitude, norms, and cognitive control. 

All intentions are determined by behaviour, thereby the knowledgeable importance of event 

studies as methodology. This study will however not treat events, in this sense, and will 

therefore not be further used.  

 

Qualitative and quantitative research differ from more than the approach of the data. As for the 

qualitative research, the scientists are subjective and tries to understand more about the 

participant than the questions meaning. The scientist builds a deeper relation with the 

participant and satisfies with a smaller amount of participants, but with greater variables 

(Olsson & Sörensen, 2011). Scientists researching in a quantitative point of view are objective 

and does not care about the contact with the participant, as their focus lies on the amount of 

data. The relation between theories and the study bases on confirmation, which in turn are based 

on hypotheses. These studies’ credibility has a different matter of importance than studies based 

on qualitative research, as their result has a tendency of being generalized (Olsson & Sörensen, 

2011).  

 

When researching in the field of behaviour, qualitative methods are preferable as the importance 

lies in the answer of the smaller amount of participants and not on the massive amount of 

participants where their answers are to be generalized (Sansone, et al, 2008). Although, there 

are studies in this field of science that focuses on generalizing behavioural findings too 

(Sansone, et al, 2008). Qualitative data can lead to measurements in important aspects of matter 

that cannot be said, which also is an advantage when studying behaviour (Sansone, et al, 2008). 
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There are plenty of research methods of importance to comprehend. There are different of 

qualitative and quantitative ways to research, and combining a qualitative methodology with a 

quantitative is by many scientists the desirable way – method triangulation (Cooper & 

Schindler, 2013). Qualitative methods aim for data that possesses quality in terms of word and 

quantitative methods for data that possesses quality in terms of numbers (Olsson & Sörensen, 

2011). By merging these two types of methods, the quality of the study increases. Studies with 

method triangulation are more likely to possess a higher validity as it perceives quality (Cooper 

& Schindler, 2013). However, despite method triangulation being the desirable way of research 

method, it requires more time and effort to the research (Cooper & Schindler, 2013). 

 

3.2. Choice of Methodology 
Due to the lack in quantifying behavioural aspects in regard to managers beating the index, this 

study has been focusing on qualitative methodology in terms of approaching this subject. There 

is one aspect of major importance that has to be considered in this study, regarding the 

qualitative methodology – the psychological aspect (Olsson & Sörensen, 2011). The 

psychological aspect is about the scientist’s perspective in regard to his or her subject. To 

approach the subject, a specific perception should be at a complete level, where the questions 

asked should reflect the problem and beyond (Olsson & Sörensen, 2011).  

 

The qualitative methods require a complete insight of situations to achieve perceived quality 

(Denscombe, 2010). A way to achieve quality is by having open questions, questions leaving 

space to the participants where answers are not limited. The target of the questions asked is to 

obtain a deeper understanding in the behaviouristic aspects, therefore, open questions together 

with closed questions and supplementary questions are to prefer (Denscombe, 2010). Although, 

there is a risk of having open questions, due to its difficulty when interpreting the answers 

(Olsson & Sörensen, 2011).  

 

By being subjective and by disregarding being emotionally attached to the questions asked, the 

interviewer can, with sufficient certainty, manage to receive a deeper understanding of the 

phenomenon (Denscombe, 2010), as the possibility of that the interviewer influences the answer 

diminishes. As the understanding gets deeper, the perception of the subject simplifies the 

interpretation of the answers (Denscombe, 2010), which in turns can lead to a possibly greater 

quality in the study. 

 

As there are strengths in qualitative studies, there are also weaknesses. The strength of major 

importance with a qualitative study is that it provides a deeper understanding to a subject than 

pure quantitative study (Denscombe, 2010). Although, quantitative methods have strength as 

well. As mentioned above, combining these two methods would eliminate criticism towards 

this study’s choice of methodology (Denscombe, 2010), but considering the qualitative method 

being time-consuming, there is a lack of time with implementing a combination of these two 

methodologies. And since the aim of this study is to develop a deeper understanding regarding 

managers of actively managed mutual fund performance, the qualitative methodology is of 

priority.  

 

The questioned asked in the interviews are semi-structured, as it is found to be of importance 

that the wording and the interpretation of the standardized questions are the same among the 

participants (Olsson & Sörensen, 2011), in some cases – this being the case. Although, 

supplementary questions are in some extent asked to some participants, when it is convenient, 

dependent to previous answers.  
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3.3. Methodological Motives 
The motive in this study is to provide an understanding of how and in what way behaviour 

aspects influences the portfolio management, this study is causal-explanatory and descriptive 

(Cooper & Schindler, 2013). The questions are asked to a couple of managers of actively 

managed mutual funds, where questions are phrased by emphasizing their approach towards 

asset allocation.  

 

To receive an understanding deep enough, there will be a combination in the target questions – 

open and closed. Open questions to leave a space to the participants, where the answers are not 

limited. Closed questions as the participant’s understanding in the topic is clear, where an 

answer will be presented shortly. As mentioned in previous subchapter, supplementary 

questions are to be asked when convenient.  

 

3.4. Methodological Approach 
The interviews were held with professionals within the field of mutual fund management. There 

were eleven managers that were asked to participate in the interview, whereby only six 

approved. All participants are full-time working with the actively managed mutual funds and 

has been, for at least, the last three years. They were asked to participate over the phone, where 

the information considering appointing a meeting occurred. Two of these participants were too 

busy for a meeting and suggested that the interview could be done by e-mail. They pointed out 

that supplementary questions also could be asked by e-mail. That had to be respected. Three 

interviews were held in a personal meeting and one was through telephone. Three of the 

participants would only participate if they could be anonymous. That had to be respected as 

well.  

 

The questionnaire was the same for all the participants, although the supplementary questions 

occurred when appropriate. The standardised questionnaire included eight unstructured 

questions, leaving an unlimited space for answers, and five structured “Yes/No” questions in 

hope of detecting a pattern among the participants regarding the theory in the chapter above 

concerning Lars-Erik Boström’s theory about Investment Strategies and asset allocation.  

 

3.5. Criticism of the Methodology 
The primary criticism of the choice of methodology in this study is its credibility. In qualitative 

researches, gaining credibility is a major difficulty (Cassell & Symon, 2004). The term 

qualitative originates from the word quality, which studies can obtain by following qualitative 

methodologies. Although, quality does not imply the study being credible. However, there are 

alternative ways to perceive credibility in qualitative studies (Cassell & Symon, 2004), but will 

not be implemented on this thesis. Parts from the vast lack of credibility comes from the 

insecurity in the respondents’ answers, the broad questionings, and the lack of generalization.  

 

Torsten Thurén (2007) questions humans’ search for truth by asking if we can know anything 

at all or if all truths are relative. He states that the search of truth lies in the field of science’s 

true definition and that searching always have to continue in a positive direction. However, this 

study will only base its result on the respondents involved, which entails that thoughts and 

sights of other managers of active mutual funds will not be taken into consideration. There is 

an awareness to the possibilities of losses regarding the depth of the answers. Although, as 

truths cannot be estimated with a major certainty in this research, due to its base on the thought 

of six respondents, the losses, which could come to occur, are less important, as it would harm 

the analysis in a less significant way.  
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Criticism can be raised regarding the answers from the questions asked. Compared to 

quantitative data, where numbers are evenly interpreted, answers of open questions when 

collecting data in qualitative ways, are more difficult to interpret. As for the answers, criticism 

can also be raised for the question formulation. To avoid interpretation difficulties for the 

participants, the questions are formulated shortly and broadly (Cooper & Schindler, 2013), 

which gives the participant more to answer for.  

  

3.6. The Credibility of the Study 
As criticism can be raised regarding the credibility in qualitative studies, there are a few points 

of benefit in favour to qualitative methodologies. By digging deeply into subjects, researcher 

can obtain underlying aspects of importance regarding the field, of in this case, behaviour and 

psychology. These aspects of behavioural influences to actions can come to matter in the 

analysis of the outcomes.  

 

The credibility regarding the reliability is difficult to obtain in this study. Martyn Denscombe 

(2010) mentions a disadvantage of interview that is, its inconsistency of data. Reliability 

measures the outcomes from every study made of the same subject. If the outcomes are the 

same every time, the reliability and the credibility are of a high grade. Denscombe (2010) refers 

to qualitative methods being, in majority, the opposite to reliable. However, since this study, as 

mentioned above, is based on six managers and not many more, the reliability will most 

probably not be high. 

 

The validity on the other hand, which is another measure of credibility, can be positively 

achieved in qualitative studies. However, to achieve validity in qualitative studies requires more 

accurate approach than in quantitative studies (Denscombe, 2010). Validity is a measurement 

of that the study measures what it was supposed to measure (Olsson & Sörensen, 2011). 

Considering the unstructured questions, leaving space for the respondents to answer, the 

probabilities of that their answers will generate value to this study increases. Therefore, the 

validity of this study can be discussed to its benefit. Although, it does not necessarily have to 

imply for a high validity. …there is no absolute way of verifying what someone tells you about 

their thoughts and feelings (Denscombe, 2010). Are the participants truly telling the truth about 

what they think? This affects the validity in qualitative studies but cannot however be 

authenticated.  

 

To increase the validity of qualitative interviews, a monitor, also known as a watcher, can be 

present during the interviews and the data collecting process. His or her task is to detect 

misleading approaches in the collection of the data, which in turn can be used to help further 

interviews prevent a lack of credibility, validity (Myers & Avison, 2002). This have been 

proven, by previous studies, to be handy in terms of partially increasing validity. Although, a 

monitor, or a watcher, will not be applied to the interviews in this study.  

 

As there are difficulties in achieving reliability and validity in qualitative studies, the outcomes 

of this research cannot be generalized to some extent. This study is a firm-based research of 

how few managers of actively managed mutual funds behave in regard to achievement of a 

higher return than their index of comparison.  

 

3.7. Criticism to the Sources 
3.7.1. Criticism towards the Participants 
Torsten Thurén (2013) illustrates the dependability of the source’s story by comparing them to 

cases in courts. The indicted murderer stands in front of the judges explaining his version of the 
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event. What are the probabilities of that the accused murderer is telling the truth or not? The 

context of the comparison between the interviews with participants to a bachelor thesis and 

cases in court is that criticism have to be raised towards the dependability of the content. 

Although, Thurén argues for the difficulty in noticing lies and untruth contents. He claims that 

it is in a major extent very difficult to determine whether contents are true or not (Thurén, 2013). 

Is the content really reliable? The fact that three respondents are anonymous does not improve 

the reliability of their answers as there are no evidence proving their relevance to this research.   

 

Thurén (2013) also highlights the importance of that the data is independent. The answers are 

from the respondents’ own perspective, which eliminates this aspect of criticism. There are and 

were nothing affecting their answers and since most questions expected unlimited answers, the 

respondent himself limited them. The only criticism that can be raised, in this sense, is the 

sufficiency of the answers. The more information, the better.  

 

3.7.2. Criticism towards the Scientific Articles 
The research was mostly comprised of well-known scientific articles by well-known authors 

which have been referred to in many previous studies. These scientific articles are by certainty 

of a trusted quality as they mostly are collected from trusted journals. However, there is one 

specific source of less quality than the others. That source is from “VA Finans”, a website that 

contains information, analyses, and tools regarding the financial markets around the world. 

Whether this website is reliable or not, will not be discussed, as this source only is used due to 

that the author himself (Lars-Erik Boström) is a financial strategist working as a financial 

consultant. This source would not have been used if the trustworthiness of the author would 

have been of a low degree. However, this does not sincerely provide this source of being 

trustworthy, but is considered trustworthy to the extent that it can be used in this study. This 

content is independent, as Thurén (2013) above highlights as an important aspect of sources, 

and most likely not affected externally.  

 

Some of the previous studies regarding the performance of actively managed mutual funds can 

be criticized, due to that their performance has been studied in other demographical conditions. 

These demographical conditions, in some extent, might deviate from Sweden and the Swedish 

financial market.  

 

Although, in general, the scientific articles and sources are trusted to be somewhat reliable. Not 

only due to the massive past use of them, but considering the well-known authors and their 

advocacy to the subject and the journals.  
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4. Data and Result 
In this chapter, the participants of the interviews, the questions and their answers will be 

presented8. It commences with a presentation of the participants following the result from their 

answers regarding the unstructured questions. Thereafter is the result and data regarding the 

structured questions presented in a chart.  

 

4.1. Participants 
As mentioned before, three out of the six participants, would only participate in they were to be 

anonymous. The participants in this thesis are: 

• Niklas Larsson, Swedbank Robur Småbolagsfond Global  

• Christian Brunlid, Handelsbanken Svenska Småbolag  

• David Harris, SKAGEN Focus  

• Anonymous 1 – also known as A1  

• Anonymous 2 – also known as A2  

• Anonymous 3 – also known as A3  

 

4.2. Responses to market efficiency 
Is the market efficient or is it not? 

 

Niklas considers the market being efficient in the short run and inefficient in the long run. 

Although, strong evidence could not be presented, but this is his starting point when he 

illustrated the overall markets’ efficiency. He considers it easier to detect mispricings in long 

run than in the short run.  

 

Most of the respondents argues that the financial market is, overall, efficient but that there are 

some occasions where it is not. Christian Brunlid, from Handelsbanken, means that all available 

information reflects asset prices in general, but occasionally does not. A part of 

Handelsbanken’s financial operations is based on their adoption regarding market efficiency. 

“… we are dealing with lending of shares. We have large portfolios with many shares and many 

firms, and one way to create a little extra return to our unit holders (of our mutual funds) is to 

lend shares, that borrowers can borrow and “short” so to speak” – Christian Brunlid. Shorting 

asset entails that bets are put against the value. He continues with “And if we would believe 

that this would be harmful (for Handelsbanken) over time, then we should not have done this. 

Therefore, you can say that we think the market is efficient.” This financial operation is related 

to the considerations of that the market is efficient with its few incorrect pricings. Otherwise, 

the lender (Handelsbanken) would make huge losses.  

 

David Harris, from SKAGEN Fonder, is as well accepting the market being efficient but sees 

it as an opportunity to always become a better manager of an active managed mutual fund. “We 

see ourselves as detectives building a library. For us, it is about, overtime, accumulate 

knowledge and understandings and build a library so that we act on situations with more 

certainty.”  

 

Two other respondents, are somewhat, agreeing with above assumptions but are simultaneously 

criticising the overall efficiency. A1 argues for the market being reasonable efficient, but not 

as efficient as what is being taught in school. A1 does not, for example, believe in the efficient 

market hypothesis and its assumptions. “There is not much to add, there are occasionally 

                                                 
8 All the answers have been translated from Swedish to English.   



20 

 

incorrect pricings on the market that can be utilized, especially in the long-run.” A3, who also 

agrees with Christian Brunlid responded to this question by indicating an association between 

profits and asset prices – that the earning growth, or the earning trend, and the prices of share 

tend to interrelate with each other “in a pretty good way, over time”.  

 

A3 also disagrees with Niklas Larsson who considered the market being efficient in the short-

run and less efficient in the long-run. A3 contemplates the market the opposite - that the market 

in shorter horizon is, “more or less”, inefficient. That active management consists of having 

different view of companies and assets vis-à-vis the market is evident according to A3. The 

answer continues with critics toward the markets regarding its valuation of risks and companies; 

“…the market is more or less inefficient and has it hard to price the risks”, “Markets tend to 

focus on one variable at the time…”. 

 

There is one answer, from A2, that deviates from the rest. “Hard to answer. In my work, we do 

not think much about these questions that are theoretical. We are trying to deliver as good return 

as possible to our customers (unit holders). Over time (soon 24 years) has it gone very well.”.  

 

4.2.1. Prices in the financial markets and “the Chicago school” 
Niklas supports his perception of the markets when answering the question regarding whether 

he considers the asset prices are correctly valued or not. He deems that the valuation of the asset 

prices is reasonable “almost always”. “And by ‘almost always’ I try to catch some peaks and 

lows when pricings obviously in retrospect was ruled by ‘greed and fear’ rather than its 

underlying value”.  

 

Christian, who also deems the market of being mostly efficient, considers that asset prices are, 

in general, correctly valued. However, he mentions that it could, sometimes, be a matter of 

liquidity, that it in some extent could come to be a pretty huge spread between buy and sell. A1 

suggests the pricings in the financial market are similar to Christian’s answers but adds “…as 

an active manager, I believe that through a consequent investment philosophy one can treat 

information different on the market and overcome the market yield.”  

 

David Harris has also experienced the market of being relatively good at valuating risks and 

prices. Therefore, their work as detectives building their library, is an important part of their 

day-to-day activity. According to David, there are situations where the reactions on the market 

are strong. He claims that the increasing passive flows on the market is the cause for the, even 

stronger, reactions nowadays.  

 

The above answers suggest the asset prices in the financial market being more or less correctly 

valued. However, their answers consist of some critique towards the markets’ ability of 

valuating the assets correctly consistently. Respondent A3 engages his answer to more criticism 

than approvals regarding this question. “…I do not agree with that is so for any given occasion 

(that asset prices are correctly valued). Rather far from.” Furthermore, A3 continues with that 

it can come to be like this for a long period as well. “Then it depends on what approach one 

works with… I, e.g. work with a normalized approach when I look at companies and yield 

requirements and so on. And then it is more definite that this (the markets’ ability of setting 

prices correctly) is further worse. This is from my aspect of approaching.”  

 

A3 continues by criticising the “Chicago school”, which is referred to scientists as Fama, French 

and others who support the EMH. “Many of these models, the efficient market hypothesis and 

CAPM, are very simplified based on a very simplified world and I mean, that is the only way 
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to do when facilitating complex matter.” According to A3, the Chicago school’s assumptions 

regarding the market efficiency are more incorrect than correct, due to certain aspects 

considering their sights in asset valuations. “Actually. It is possible to say that certain things 

are ‘off the charge’ or overvalued, or that the risks are extremely high…”. “I do not think the 

efficient market hypothesis holds. And further, I believe that, nowadays, with less active 

management, more passive managers and more quantum oriented strategies that controls the 

global markets, the less fundamental price setters there are in the market.”.  

 

4.3. Rational decision makings – different than common rationality 
“I use a fundamental approach in my work…, so I am trying my best to, based on my ability, 

make – what I assume are – rational decisions.”.  

 

The quote above is the beginning of A3’s answer regarding whether they make rational or 

irrational decisions in asset management. More of A3’s answer will be presented below, after 

other respondents’ answer.  

 

All but one respondents argue that they are rational when making decisions, concerning asset 

management, as they mostly are based on rational models. Their policy considering decisions 

and valuations are based on rational models. However, according to some respondents, it does, 

occasionally, occur that they make decisions without the models. This is referred to as irrational 

decision making. A1 is one of the respondents who claims making decisions rationally and 

points out that it would not do well if the decisions were irrational. “I try to make calm and 

rational decisions through analyses and processions rather than impulsive. We have models that 

we use – but on the other hand am I not completely model-based.” A1 concludes with that they 

have a farther horizon when investing, which gives the managers more time to think and count.  

 

Christian Brunlid also consists of the part of the respondents who answered to be rational when 

making decisions. He answered: “No, I consider myself be very rational. I have a number of 

models I base my work on… which I use to collect all the puzzles”. According to Christian, it 

has occurred that wrong decisions have shown to be made. These wrong decisions are a part of 

the learning process.  

 

“…I am trying my best to, based on my ability, make – what I assume are – rational decisions.”. 

What A3 assumes are rational decisions. “…one cannot be overconfident regarding what one 

does. It, of course, occurs that one occasionally makes rational decisions. Then again, it is about 

x-ante and x-post, when evaluating oneself. Could I have done it differently? What did I know? 

What do I know now? It is easier to evaluate oneself with the information you have today 

counter the information you had when you made the decision, but of course it is definitely 

irrational decisions that are made. It is a fundamental based approach. So, based on this model 

I use, I hope that I make – what I assume are – rational decisions. One should be well aware of 

the fact that humans are not rational. This is my subjective assessment of reality.”. A part of 

A3’s investment philosophies, and strategies, is to be against different trends. “Many (investors 

and managers of actively managed mutual funds) have a trend-following strategy, so if the 

investment does not do well then, ‘cut your losses’ (it is as simple as that).”.  

 

As mentioned above, all but one respondent argued for making rational decisions regarding 

asset management. The one respondent who did not consider himself making rational decision 

in his work is Niklas Larsson – “Of course I do not make rational decisions based on its 

objective definition.”. He argues for that it is close to impossible to consider all available 

information when making decisions. He states that it is even more impossible for the human 
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brain to process all available information in a rational way. “However, as a fund manager you 

get to have a thesis regarding how you stand relative to the market and why you think you can 

earn money… Like a football team. All the players will not, in every situation, make the optimal 

decision. But if you have a game strategy and maintain it, then you will have decent 

opportunities to win the game.”.  

 

4.3.1. Experienced overreactions and thoughts of hindsight 
First of all, common for every single respondent is that each one of them consider their 

confidence and self-belief of being high, and concede their misbehaviours and overreactions to 

events and news – positive as negative.  

 

Niklas Larsson, who deems his decision making of being irrational, presumes that overreactions 

of financial events and news do arise from time to time. “…regarding positive news is it easy 

to act in a hasty way…”. He defends past misbehaviours in the financial market by stating that 

“What you should have done, with hindsight, has no value… It is inevitable to make mistakes 

in this job, but if you can learn from them, then you have a good chance to succeed (in the long-

run).”  

 

“…we do not do everything correctly, it happens that we make mistakes and it is of certainty 

that interpretations of news can be a little too optimistic or pessimistic. The stock market 

consists of a lot of psychology, so it is about finding what is appropriate and when.” According 

to Christian, it takes a long time to master his profession. However, if you learn from your 

mistakes, you can manage more. “I have been doing this for 10 years and still think that I have 

a lot to learn, although I am starting to comprehend pretty much. If you consider yourself perfect 

should you do something else… It is about having discipline and cut those investments that do 

not turn out to be as you expected and keep those who are good.”.  

 

A1 indicates that feelings have been an aspect of importance regarding the respondent’s past 

overreactions to events and news. However, even though A1 admits the misbehaving, it does 

not occur often that the respondent overreacts. “I tend to wait with making a decision. I prefer 

to let it sink in before I make a call.” A1 concludes the answer by mentioning that there is no 

point of regretting past decisions, “…you simply have to live with it.”. David Harris is on the 

same track as A1 with his way of arguing for his overreactions. “Of course, there has been 

traumatic situations of where I have overreacted…”, but the library he is building will 

hopefully, in the long run diminish the occurrence of the overreactions.  

 

A different point of view was presented when A3 responded to whether overreactions have 

occurred or not. A3 describes the situation as; “…my model is, as I mentioned, mean 

reverting…, which leads to a tendency of me coming from ‘the other side’”  

 

Instead of beholding overreactions, in the market, in a negative point of view, A3 puts the effort 

in locating business opportunities from this occurrence. “…when I think the market is 

overreacting, and bad news appear, and I think that ‘this cannot be so bad’, then, I buy.” When 

the crowd gets carried away due to an overreaction in the market, the respondent indicates that 

a buying opportunity most likely has appeared, as “it, over time, will generate a little extra 

return”.  

 

Again, A3 criticises the markets’ ability to estimate and value risk. A comparison of the 

respondent’s experience 10 years ago and today was illustrated – “…back then, for 10-15 years 

ago, I experienced that a certain information – e.g. profit deviation… - gave the effect X. Today 
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the effect becomes 2X.” 2X is defined as twice the outcome (could be both positive or negative) 

of an overreaction to a certain financial event or news. “And sometimes, when the effect turns 

out to be 2X, I tend to underperform or overperform for a longer time… due to the lack of 

investors similar to me…” 

 

4.4. Asset allocation and thoughts of risk 
Commonly for all the respondents’ mutual fund is that they only contain assets in terms of 

stocks. They have a liquidity limit range, of maximum, 10-20 percent. However, it does, in 

some extent, differ between each fund’s branch concentration.  

 

Niklas Larsson mentions that he uses an explicit strategy estimating companies and stocks that 

he believes are ought to, over time, create value and that is estimating why markets incorrectly 

values the price of the stocks. “Besides of that is there of course an aspect considering 

diversification, which entails efforts in finding companies to invest in, in multiple sectors and 

regions.” Niklas further explains that his investments may be based and controlled by how 

comfort he is in certain regions compared to other, e.g. he is more comfortable in investing in 

European companies than in Asian companies, which he also criticizes and supports. “That is 

maybe not rational, but becomes rational based on my strategy, for which I have explained that 

I will invest in companies I understand.”  

 

However, regarding the following question of how the trustees argue for their risk allocation in 

relation to the volatility of their portfolio, Niklas describes it as “My starting point is to not take 

that into consideration, at the same time, it is not my own money that I manage so it is of a great 

importance to estimate the volatility which I believe my savers (unit holders) and clients are 

comfortable with.” 

 

A1, in the contrary, only mentions the general risk of companies, which is the risk of that the 

company performs poorly in the stock market. “I do not think about volatility, in essence at all. 

But rather, the risk of the portfolio is the general risk of companies based on our current choice 

of firms.” A2 argues similar to A1. However, A1 states, which A2 does not, in the following 

question, that they do measure the volatility of the mutual fund, but adds that it does not affect 

the trustee’s daily work.  

 

The type of mutual fund management A3 manages today, is according to the respondent, a 

concentrated one. Since the portfolio is concentrated, the companies risk increases (also called 

idiosyncratic risk). “…I usually tell my clients that if you overview branches, you would prefer 

a decent risk diversification. Although, you do not want ‘to many eggs in one basket’, but at 

the same time are there sometimes good reasons to have an increased sector concentration as it 

might be in that sector you achieve the best risk reward. When everyone is afraid of, and hates, 

banks, then it might be then you should have much banks… It is desirable to have a wide 

exposure in many sectors… but there are occasionally periods of high concentrations in this 

fund.”  

 

A3 returns to the subject of the Chicago school and their sight and thoughts of risk. “That is 

what all the models are based on (risk), from those famous academics, regardless if it is about 

value at risk or other types, such as variance and standard deviations. And I mean, that is good 

support, but as a manager and trustee working with the approach I do, more relevant risks are 

from the fundamental perspective. “What is the risk in the company? What is the operational 

risk, which is the foremost risk? Is the company doing well or bad, and how can I influence the 

company to go better counter worse? What are the company’s primary source of earnings?” 
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There is a department, in the respondent’s firm, which focuses on risks through quantitative and 

mathematical approaches. This is referred by the respondent being ex-post, which is a Latin 

word for after the fact. “I have to consider ex-ante”, which is Latin for before the event.  

 

Commonly for the respondents is that, fundamental value of different kinds is the optimal way 

of valuating a company’s risks.  

 

David Harris does, what he calls, a bottom-up fundamental analysis for each company where 

the aim is to estimate a return on least 50% on a time horizon of 2-3 years. He focuses on the 

company’s assets and capacities of generating possible positive economic returns by studying 

and analysing their fundamental risks and opportunities.  

 

4.4.1. Beta’s death 
There was only one respondent who argued for using beta in the daily work. All of the 

respondents consider beta’s function regarding measuring a stock’s or a portfolio’s volatility 

towards the index (coefficient/covariance) of illegitimate. 

 

The respondent who uses beta, A3, does it to make alfa/beta separations. “I look at stock prices 

to see how they have performed in different periods of time, to then speculate in how they 

should have performed by doing alfa and beta separations. In other words, is it alfa or not, and 

how much or little alfa? So yes, I do use beta in my work, although not in the perspective of the 

portfolio.”  
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4.5. Structured Yes/No questions and answers 

 

Table 1: Compiled result regarding the theory of Lars-Erik Boström.  

 

 
 
  
 
 
 

  

                                                 
9 Companies that are assumed to be active further into the future.  

 

Questions: 

Niklas 

Larsson 

Christian 

Brunlid 

David 

Harris 

A1 A2 A3 

Do you make 

long-run 

investments? 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

Do you invest 

in quality 

companies9? 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

Do you invest 

in assets with 

high 

dividend? 

 

No 

 

Yes 

 

Yes 

 

No 

 

Yes 

 

Yes 

Do your 

financial 

activities tend 

to increase 

when there is 

a decline in 

the market? 

 

 

 

No 

 

 

 

Yes 

 

 

 

Yes 

 

 

 

Yes 

 

 

 

Yes 

 

 

 

Yes 

Do you 

consider your 

confidence to 

be high? 

 

Yes 

 

Yes 

 

Yes 

 

Yes 

 

Both 

 

Yes 
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5. Analysis 
This section contains analyses of the result from the previous chapter. The result will be 

compared to the theories and studies explained for in chapter 2 in order to contrast and collate 

the practical aspect of view with the theoretical. Each section will contain analysis for different 

theories, which may or may not relate to others.  

 

5.1. Market efficiency 
The EMH, which is seen as a controversial hypothesis of theory, is by many not an arguable 

theory of realism. The behavioural economists in chapter 2, above, are all the ones criticising 

this theory, as it is built up on irrational assumptions regarding the markets’ efficiency which 

by time have been proven to have anomalies. As mentioned earlier, actively managed mutual 

funds strive to, consistently, beat the market and according to the EMH this is not feasible 

(Fama, 1998; 2008; Malkiel, 2005; Malkiel and Mullainathan, 2003).  

 

The respondents, all being managers of actively managed mutual funds, suggest the market of 

being efficient, some to a less extent whereas other to a larger. The result and their answers 

resemble with the market efficiency hypothesis, but simultaneously indicates for occurring and 

recurring anomalies, which the managers seem to strive to exploit. David Harris, manager for 

SKAGEN Focus, mentions that his endeavour is to accumulate knowledge and understandings 

regarding the anomalies and inconsistent situations. Other respondents are implying similar 

insights of their ability to, in the long run, manage the market in a more optimal way. The result 

has shown that managers of actively mutual funds have a tendency of consistently increasing 

their library of knowledge and understandings in order to be more comfortable in the financial 

markets as they strive to beat index.  

 

The respondents are implying for an acceptance and a unity towards the efficient perception of 

the markets, both the Swedish and abroad, but are as well criticising them. Although, their 

criticisms of the markets’ efficiency are, commonly, on a less representative point of view than 

previous studies of behavioural economists. They do however notice the anomalies and 

deviations from situations where the markets fail to set correct prices to the assets, which as 

Thaler (2010; 2015) also states. Although, the anomalies have not been answered to be 

consistent by the respondents, which Malkiel (2005), and Schwert (2003) implies are not. 

Previous studies argue for that, even though the anomalies do occur inconsistently, they do not 

harm the market efficiency in the long run (Malkiel & Mullainathan, 2005; Schwert, 2003; 

Fama, 1998). But then again, the managers of these mutual funds strive to consistently beat the 

market, which although indicates for a concurrently relatively harmful consistency of the 

anomalies to the markets.  

 

The results are to some extent ambiguous, as the respondents both agrees with the efficiency of 

the markets and criticises the markets’ ability of valuating prices and risk occasionally – but 

harmfully. Another ambiguous point of view towards the result of this field is that some of the 

respondents suggesting the market of being efficient in the short run but not on the long run, 

whereas some argues for the opposite. This will however not be analysed for as no further 

motivation was mentioned by them, but is mentioned here only to illustrate the differences and 

the difficulties in interpreting their sights of the markets.  

 

5.1.1. Risks, and Optimal Returns 
All of the respondents are unanimous in not using beta when measuring the volatility and the 

risk of either the portfolio or the assets. The result showed an approach of measuring risk, 

commonly for most the respondents being the fundamental risk, which are the underlying risks 



27 

 

of firms’ businesses. The deviating answer comes from A1, who mentioned the unimportance 

of the portfolio’s beta and but implies its estimations being a part of the work. As for the beta, 

it has by many, such as Karceski (2002) and Stout (1997), been criticised and proclaimed being 

dead. However, the result in this study did not show any significance in not using beta at all, 

which in turn can be substantiated by Ravi Jagannathan and Zhenyu Wang (1996) who 

disagrees with the death of the beta. A3, who deems the market of being efficient in the long 

run, but inefficient on shorter horizons, entails the market of being poor at pricing risks, which 

in turn could be a major factor to the absent utility. The overall result regarding the beta and 

risks was representatively more like the context of the research Thaler (2015) did when 

comparing “Winner” and “Loser” stocks and portfolios. Thaler (2015) found that beta, as the 

measurement of volatility and risk, did not show any significance to potential possible 

outcomes, as for that a higher risk indicates for higher returns.  

 

The contradicting study towards the EMH regarding returns and risk, by Haugen and Baker 

(2008), resulted in similar outcomes as the previous mentioned study by Thaler (2015) – that 

the higher risk does not substantially entails higher possible outcomes. Since most of the 

respondents in this study only seek to find the firms with, what they believe are, decent 

fundamental risk, the study of Haugen and Baker (2008) and Thaler (2015) seems more 

resembling as for the similar way of disregarding this theoretical standardized approach to 

evaluate risk to outcomes.  

 

Only by the fact that this study has been made on actively managed mutual funds opposes the 

previous study of Fama and French (2008) which entails index funds of being the optimal 

investments on the market. More representatively for this study, the result supports Bodie et al. 

(2014) who claims that mispricings and anomalies are parts of great outcomes, which the 

respondents also assert their focus on. In further support to Bodie et al. (2014), some of the 

respondents claim luck to also be a part of their success in outperforming the index of 

comparison. Although, as the previous study, by Bodie et al. (2014), implies it being the only 

way of defeating the index, in the factor called lucky event issue, the result showed stronger 

signification of it just being a part of their success and not the key to it.  

 

 

5.1.2. Rationality as the essence of its definition 
As the Efficient Market Hypothesis is based on the assumption of that all humans are rational 

in the sense of making rational investment decisions, Richard Thaler, among many others, have 

devoted their research to the field of behaviour to by time conclude that humans are not rational.  

 

The respondents are all using models when analysing and making decisions on whether to invest 

or not. The result showed that most respondents are rational when making investment decisions. 

Although, some claim that experience should not be underestimated, which indicates for an 

irrational behaviour. Their behaviour and decision-making process are mostly characterized 

with the indicators of the EMH, which implies for model controlled investment making 

decisions. Rationality in the essence of making investment decisions are representatively 

among the respondents, which is equivalent to the representative vision of the market. However, 

rationality in the essence of its definition regarding apprehending all available information have 

been proclaimed being impossible by Niklas Larsson, one of the respondent, which may be 

logical considering the amount of information existing.  

 

As investors perceive information in different amount, the possibilities of asymmetries are high. 

Avery and Zemsky (1998) studied how information asymmetries and behaviours are connected. 
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The more information asymmetries, uncertainties, there are, the more it emphasizes, e.g. a 

herding behaviour, which is referred as irrational. The respondents specify an important aspect 

that has to be considered as a manager of actively mutual funds being the constent self-

evaluation. By continuously evaluating yourself, uncertainties decrease and abilities of making 

more optimal decisions could come to increase. This corresponds with David Harris’s, a 

respondent, aim of accumulate knowledge and understandings to, in the long run, hopefully 

attain an increasing ability of making optimal decisions.  

 

Even though the result showed rational behaviour being the representative among the 

respondents, some concluded the rational behaviour of being the cause of many bad decisions 

as well. Although, the managers are model controlled to an extent that makes it difficult to not 

make rational decisions. Their conclusions of that rational behaviour sometimes have led them 

into making bad decisions resembles Thaler’s (2010) research. In that study, he found cognitive 

biases in two different types of investors, one being quasi’s10, arguing for irrational behaviour 

that could influence values of assets in terms of risk and price, which in turn makes the prices 

irrational.  

 

5.2. Reactions and Confidence 
Asset pricing models exist due to the importance of determining over- or underestimations of 

asset prices and returns. This task is rather difficult to measure with great certainty, as many 

are trying to develop the best model for this field. Financial researcher disagrees to this manner 

whether some models are good or not, considering their implicit believes and assumptions. 

Although, dependent on their assumptions, asset pricing models tend to reveal how investors 

react in certain circumstances. New information does not always result in rational behaviours 

and reactions from investors, which it, according to the EMH and its assumptions, would (Lo, 

2007). As for reactions, they are all acts on behaviour which are, such as herding behaviour, 

related to confidence. Confidence, of which past studies, have shown to change when decisions 

are made (Daniel, et al., 1997).  

 

The representative result for this study regarding the tendency of overreacting to news and 

events was that it absolutely had occurred, but does not occur frequently. Many of the 

respondents implies that they cannot be thinking ex-post all the time, that being of hindsight, 

but instead have to learn from their mistakes when overreacting. Again, this corresponds with 

the library of knowledge and understandings mentioned above. There cannot be any delay of 

evaluating oneself, as it has to be done consistently in order to improve such aspects of reactions 

and confidence. However, no further information was provided regarding the managers’ 

reaction behaviour in short and long horizons, and can therefore not be compared to Thaler’s 

research (2010) stating that underreactions tend to occur in shorter horizons of time, whereas 

overreactions tend to occur at longer. Although, other conclusions from this past research can 

be compared to the result, that investors tend to overreact to bad news (Thaler, 2010).  

 

The result implied for that as an investor, you should be more humble than greedy. As for some 

respondents, self-evaluations and humbleness are positively correlated to some extent, and as 

for overestimations of one’s ability in trading with assets betokens for no good. This 

corresponds to L-E Boström’s interpretation regarding discipline, do not be too naive and 

greedy (VA Finans, 2016). The result also implied for that investor confidence has to be good, 

or else the possibilities of failures increases. Although, too much confidence when investing in 

assets can conduct to an extent of greediness larger than humbleness. Daniel et al (1997) found 

                                                 
10 People who make mistakes but still are trying their best to make a good decision. 
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significant evidence of that overestimations in one’s ability and overconfidence are positively 

correlated with each other, and that overconfidence tend to cause overreactions to new 

information and signals in the financial market.  

 

Due to the result of that the tendency of overreactions are not frequently occurring, the result 

could be more inclined to what researchers, defending the EMH, implies for. They argue for 

that overreactions and underreactions are equally occurring on the market, which over time 

does not affect the hypothesis of that the market is efficient (Fama, 1998; Malkiel, 2005). Fama 

(1998) states that, since these irrational reactions and behaviours are infrequent, they tend to 

vanish, and these anomalies are too weak. This type of reaction does not prove the market of 

being inefficient (Fama, 1998; Malkiel, 2005). 

 

Although, A3 argues for a more volatile market today compared to earlier years. “…back then, 

for 10-15 years ago, I experienced that a certain information – e.g. profit deviation… - gave the 

effect X. Today the effect becomes 2X.” 2X is defined as twice the outcome (could be both 

positive or negative) of an overreaction to a certain financial event or news. “And sometimes, 

when the effect turns out to be 2X, I tend to underperform or overperform for a longer time… 

due to the lack of investors similar to me…” This inclines for markets today being more 

inefficient than yesterday, but can however not be significantly proven in this study.  

 

5.3. Investment strategies 
As mentioned above, table 1 is a compiled result regarding the theory of Lars-Erik Boström 

suggesting his point of view in succeeding with portfolio management. Representatively for all 

the respondents, their investments moderately match Lars-Erik Boström’s recommendations of 

policies. 

  

All the respondents do make long-run investments, which indicates for investments being 

placed for a longer time of horizon. However, the long-run investments are merely to some 

extent in regard to all investments being made in their portfolios. They do also invest in what 

L-E Boström defines quality companies as, which are companies that are assumed to be active 

further into the future. The result points to investments in assets with high dividend. Again, this 

is only a relative indication and does not reflect their entire investment philosophy nor their 

pursuit in making the optimal decision. 5 out of 6 respondents suggest their financial activities 

to increase when there is a decline in the financial market. However, no further information was 

provided regarding how. L-E Boström motivates for his policies by distinguishing between risk 

and uncertainty. As a manager, you want to obtain the lowest risk possible, to the lowest level 

of uncertainty. Although, L-E Boström argues for that risk and uncertainty oppose each other 

(VA Finans, 2016).  

 

Stotz (2005) implies the key for obtaining the best investment strategy being the best ability in 

forecasting expected returns by estimating risks and movements. The result argues for 

fundamental value of being the optimal risk estimation of companies and assets, in terms of 

understanding underlying risk factors that could damage or contribute to the business.  

 

5.4. Methodological analysis 
The respondents were all glad to contribute with their thoughts and sayings. Although, their 

answers could not be generalized due to the lack of supported numbers of significance, which 

a quantitative methodology could have come to bring forth. For interesting areas of 

developments, there could have been more respondents in the study. However, it would perhaps 



30 

 

still not be generalizable then, but the result could come to be more representative for a larger 

extent of the Swedish active mutual funds.  

 

As for the lack of generalizability in this study, the overall creditability is as well lacking in 

terms of reliability. No certainty regarding the result can be evident when re-testing this subject 

in managers of Swedish active mutual funds due to lack of the methodology.  

 

Some of the answers from the respondents, regarding the depth and wide, can be questioned. 

Since the point of the unstructured questions was to not limit the respondents, the expectations 

of their answers were mostly met, with an exception of some. Although, each answer has been 

of importance and has been treated with great pleasure and gratitude towards the respondents. 

The answer did not differ to a large extent between the respondents, which affected the overall 

analysis of the empirical data to becoming less wide. However, the result was instead treated 

as a conformity among the respondents, which in turn proved for some of the theories to be 

more present today.  
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6. Discussion 
In this section, a discussion of overall thoughts will be presented regarding this research and 

its questions. Thoughts of the chosen methodology and future studies will also be discussed in 

this chapter.  

 

The distinguishing point of view from the perspective of the respondents was that the market is 

relatively efficient. This view provided a foundation for their remaining answers regarding their 

perception and approaches. Although, as mentioned above in the analysis, some ambiguity was 

perceived as their answers occasionally corresponded to theories supporting the EMH and 

behaviour finance, which theoretically and practically oppose each other. The ambiguities were 

however ignored since the issues were minor and would not affect the overall result considering 

their aspects of approaches and visions of the markets.  

 

The characteristics and the stance of the respondents can however be theoretically questioned 

as their role mainly consists of defeating the index of comparison. This study has had an 

objective stance towards the subject, as there was no hypothesis regarding the research question. 

Although, since the managers consistently are working to defeat the markets, sights and 

thoughts of a less efficient market would have been more logically associated with their 

position. The result showed that, with the help of an increasing knowledge and understanding 

of the markets and situations in them, a decreasing possibility of irrational decisions, associated 

with human factors, were to be expected. This, in turn, could come to contribute to an increasing 

certainty and a more optimal way in consistently defeating the index.  

 

For the chosen methodology in this research, it can be discussed for its advantages and 

disadvantages. The qualitative methodology was primarily chosen for its depth in to the subject. 

However, its main disadvantage, that the result cannot with certainty be generalizable due to 

the lack of supportive numbers of significance, leads to a lack of credibility. A dilemma 

regarding whether to procure supporting numbers was discussed before choosing not to, due to 

the reason of it being too time-consuming. Although, a method triangulation would be 

preferable in this study, as a relatively deep understanding would be provided together with a 

result that might could come to be generalized to the population.  
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7. Conclusions 
 

Representatively among the respondents, the financial markets are overall efficient. It does 

however, occasionally, arise situations and events where the markets are alleged to be less 

efficient in valuating risks and prices. This, of which is claimed being a part of the mutual 

funds’ success in defeating their index of comparison. Luck does also contribute to their 

successes, although, luck is only considered to be a part of them, and not the key to them.  

 

No representative conclusion could be drawn of the market efficiency on shorter and longer 

horizons of time.  

 

Beta, as a diligent measurement when valuating risks and volatilities, have been stated of not 

being useful due to better ways of risk estimations. The managers of the chosen actively mutual 

funds work with estimating companies’ risks by studying fundamental risks and values and not 

by calculations of CAPM and betas.  

 

Long-run investments, investments with high dividends and investments of Lars-Erik 

Boström’s definition of quality companies has all been representatively approved of being a 

part of their portfolios. Although, these relative indications do not reflect the respondents’ entire 

investment philosophies. That the financial activities increase during market declines has been 

proven to occur for five out of six respondents.  

 

Representatively for the respondents was the findings of a more rational behaviour when 

deciding what and when to invest. Although, this points the direction of that their decision-

making process is considered to be rational. Rationality in the essence of its definition regarding 

apprehending all available information is though proclaimed to be impossible, due to the 

amount of existing information.  

 

The managers approach the financial markets with confidence, even though they occasionally 

overreact to news and situations. Confidence have been proven to be a common attribute among 

the managers influencing their decisions and investments. Without confidence, you obtain less 

than you should have with it, although too much confidence can be damageable. There is no 

point of thinking of hindsight as the afterthoughts cannot change your past decisions. However, 

the result showed that, by consistently evaluating your decisions and yourself as an investor, 

which is associated with an increasing knowledge and understanding, you can diminish future 

uncertainties which perhaps decreases the over- and underreactions. “If you consider yourself 

perfect should you do something else… It is about having discipline and cut those investments 

that do not turn out to be as you expected, and keep those who are good.”.  

 

Future studies 

An interesting approach to a similar study would be putting the focal point on certain reactions 

from the perspective of the managers. This, however, requires events for support, of which the 

managers all have been similarly related to. A method triangulation could be applicable here, 

with a combination of a qualitative study and an event study to detect the behavioural aspects 

of over- and underreactions with a certainty. In turn, this would delimit the field of behavioural 

finance, which would centralize a specific point of view and becoming beneficial for future 

events. The cultural and behavioural aspects of the scenarios of events would be of interest as 

it can elucidate certain mindsets of investors, as managers, who actively are working on the 

financial markets.  
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Appendix 1: Interview Question form (Swedish) 
 

1. Hur resonerar du kring finansmarknaden? Anser du finansmarknaden vara effektiv 

eller ineffektiv? (Motivera gärna svaret med att svara på varför du anser marknaden 

vara effektiv kontra ineffektiv) 

 

2. Eugene Fama och andra förespråkare för den effektiva marknadshypotesen menar att 

priser sätts korrekt utifrån all tillgänglig information gällande tillgången. Anser du 

aktiepriser, överlag, vara korrekt satta? 

 

3. Anser du dig själv ta rationella eller irrationella (eller bådadera) beslut vid 

kapitalförvaltning? (Motivera gärna svaren utifrån erfarenheter) 

 

4. Hur motiverar du fondens (som du/ni förvaltar) tillgångsallokering?  

 

5. Hur resonerar du kring riskallokeringen i förhållande till portföljens uppskattade 

volatilitet (mot marknaden/indexet)? 

 

6. Tidigare studier och förespråkare för behavioural finance menar att Betans funktion 

avseende att mäta aktiens volatilitet mot marknader/index är ”död”. Dock, används 

denna, också enligt studier och utbildningar, fortfarande som ett legitimt mått för det 

ändamålet. Anser du BETA vara ett korrekt mått på aktiens/tillgångens volatilitet (mot 

marknaden/indexet)? 

a. Om ja, använder ni BETA för det ändamålet? 

i. Om nej, hur kollar/mäter ni aktiens potentiella volatilitet? 

b. Om nej, hur kollar/mäter ni aktiens potentiella volatilitet? 

 

7. Har du tidigare överreagerat till händelser gällande ny information/nyheter? 

(Positiva/negativa nyheter, konkretisera gärna) 

 

8. Har du någonsin önskat att du reagerat annorlunda till ny information från bolag ni har 

innehav i, har du konkreta exempel?   

 

Korta ja/nej frågor: 

1. Investerar du långsiktigt?  

2. Investerar du i bolag som anses vara av hög kvalitet? (Dvs. bolag som tror lär finnas 

kvar många år framöver11) 

3. Investerar du i bolag som har hög utdelning? 

4. När det råder marknadsnedgångar, ökas er finansiella aktivitet? 

5. Anser du dig ha bra självförtroende när det kommer till fondförvaltning? 

 

                                                 
11 Definierad så av Lars-Erik Boström, se kapitel 2 (teorier).  


