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Public pensions and
China risk:

The case of Sweden’s AP7

Sidra Amir
23 October

Summary

+ Sweden’s largest public pension fund and the default choice for two-thirds of
Swedish pension savers, AP7, manages roughly SEK 1,500 billion. Its allocation
decisions carry significant weight for savers and Sweden’s national risk exposure.
The fund benchmarks against the Morgan Stanley Capital International All Country
World Index, so any deviation represents an active reallocation.

« Between December 2023 and September 2024, AP7 reduced its active China
holdings in 278 companies effectively to zero. The shift was a reflection of a
convergence of geopolitical, financial and reputational risks that can drive
exposure out of a sensitive market even in the absence of an explicit divestment
policy.

« Sweden’s public pension funds have previously held shares in companies tied to
surveillance equipment, military-linked conglomerates and firms connected to
China’s nuclear programme, often as a result of a passive index change rather than
active portfolio management.

« State influence permeates China’s commercial sector. Ongoing dialogue between
pension funds, financial regulators and the security authorities would help ensure
that geopolitical and security risks are assessed proactively, preventing pension
capital from inadvertently financing security risks.

Sidra Amir
Former intern at the Swedish

National China Centre.
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For more than two decades, AP7, Sweden’s
largest public pension fund in the premium
pension system, has embodied the logic of
financial globalisation: spread risks broadly, and
generate returns wherever possible. Its equity
portfolio spans approximately 3,000 companies
in around 50 countries, investing pension capital
worth SEK 1,500 billion.

Untilrecently, Chinawasapartofthatstory,butthe
calculus has changed. Geopolitical shocks, such
as Russia’s 2022 full-scale invasion of Ukraine,
increased trade tensions and great power rivalry,
deepening Sino-Russian ties, and the threat of
secondary sanctions, as well as China’s domestic
economic fragility have reshaped the investment
landscape. Previously held assumptions about
stable trade flows and predictable international
relations can no longer be taken for granted.
This has led Swedish pension funds to reassess
their exposure to the Chinese market. What was
once a standard emerging market allocation has
become an increasingly complex geopolitical
risk management decision with consequences
not only for fund returns, but potentially also for
Sweden’s national risk exposure.

AP7 is one part of Sweden’s public pension
system architecture. The buffer funds (AP1 to
AP4) invest in equities, fixed-income securities,
unlisted assets and alternative investments,
functioning as stabilisers for the income pension.
However, since approximately two-thirds of
Swedes’ capital is allocated to the default AP7
Séfa lifecycle portfolio, ! its allocation choices
have considerable weight for its beneficiaries,
as well as for Sweden’s broader national risk
exposure and strategic financial positioning.

1 As of 2022
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Strategic reassessment: From 278
Chinese companies to zero

The late 2000s and early 2010s marked a
period of optimism among investors regarding
emerging markets. The Chinese market was
considered a particularly lucrative rising star and
AP7’s holdings reflected this. The fund built up
exposure to Chinese equities as China deepened
its integration into global index frameworks. The
2018 inclusion of Chinese A-shares in the Morgan
Stanley Capital International (MSCI) Emerging
Markets Index brought more institutional capital
into Chinese equities, embedding them further
into the portfolios of globally diversified funds.

AP7’s equity fund CNY exposure over time

0,92%

0,86%

0,00%

2020 2021 2022 2023 2024 2025

The pace of reassessment since 2022 has been
striking. As of December 2023, the fund held
stakes in 278 Chinese companies. By December
2024, it reportedly had limited its exposure to
both the Chinese and Hong Kong markets to
seven holdings, marking a major shift in portfolio
assessment. Today, only two residual holdings
with no market value remain. As of June 2026 ,
AP7’s equity fund still lists two Hong Kong-listed
holdings, China Huishan Dairy Holdings along
with Hanergy Mobile Energy Holding Group,
two companies that are headquartered in China.



https://www.ap7.se/om-oss/
https://www.msci.com/research-and-insights/blog-post/understanding-geopolitical-risk-in-investments
https://www.blackrock.com/corporate/insights/blackrock-investment-institute/interactive-charts/geopolitical-risk-dashboard
https://www.blackrock.com/corporate/insights/blackrock-investment-institute/interactive-charts/geopolitical-risk-dashboard
https://www.fcltglobal.org/resource/managing-geopolitical-change-is-now-a-core-investment-skill/
https://etikradet.se/en/about-the-council-on-ethics/the-ap-funds/
https://www.europeanpensions.net/ep/Swedish-pre-selection-premium-pension-performs-better-than-self-select.php?utm_source=chatgpt.com
https://www.pensionsmyndigheten.se/service/fondtorg/fond/100010
https://www.pensionsmyndigheten.se/service/fondtorg/fond/100010
https://cepr.org/voxeu/columns/will-brics-read-china-really-become-new-global-growth-engine
https://www.cambridgeassociates.com/wp-content/uploads/2019/03/The-Case-for-Dedicated-China-Exposure.pdf
https://www.imf.org/external/pubs/ft/fandd/2010/06/yueh.htm?utm_source=chatgpt.com
https://www.msci.com/research-and-insights/blog-post/china-a-shares-what-have-we-learned
https://www.ap7.se/app/uploads/2024/02/innehavslista-31-dec-2023-ap7-aktiefond.pdf
https://www.ap7.se/app/uploads/2025/08/innehavslista-31-dec-2024-ap7-aktiefond.pdf
https://www.ap7.se/app/uploads/2025/08/innehavslista-31-dec-2024-ap7-aktiefond.pdf
https://www.ap7.se/app/uploads/2026/02/innehavslista-31-dec-2025-ap7-aktiefond.pdf
https://www.ap7.se/app/uploads/2025/08/innehavslista-30-juni-2025-ap7-aktiefond.pdf
https://www.ap7.se/app/uploads/2026/08/ap7-aktiefond-innehav-2026-06-30.pdf
https://www.investing.com/equities/huishan-dairy
https://www.hanergy.eu/about-us/
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However, both holdings are valued at essentially
zero, which means that they are best understood
as residual rather than active market exposure.

Explaining the shift away from China

The reassessment should not be read as the
result of a country-specific policy. Interviews with
AP7’s senior management confirm that the fund
evaluates companies, not countries, although
there are exceptions linked to international
sanctions, such as Russia, Iran and North Korea.

While its main goal is to maximise savers’ long-
term value, the fund takes a combination of
financial and geopolitical
factors into consideration. In 2024, ahead of the
US Presidential elections, the looming threat of
sanctions against China and deepening Sino-
US competition could not be dismissed. In its
decision to reduce holdings in China, the fund
considered Sino-Russian relations, the risk of
secondary sanctions against Chinese entities,
developments in the Chinese property sector, and
adverse demographic trends. Its decisions should
not, however, be seen as permanent. The fund
continues to monitor Chinese companies, many of
which are currently outperforming expectations.
A delegation visit to China to assess companies
first-hand took place in early 2026. Nonetheless,
the scale and speed of the shift underscores how
rapidly geopolitical conditions can redefine what
constitutes acceptable portfolio risk.

macroeconomic,

Lessons from the past and for the
future: To invest or not to invest?

Before asking whether AP7 should re-enter the
Chinese market, it is worth asking how it ended
up having holdings in some of these companies
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in the first place. A pattern of earlier holdings
in sensitive sectors highlights a structural
challenge specific to China. State influence
often extends to companies that might appear
to be purely commercial, making it difficult for
standard financial or environmental, social and
governance (ESG) screens to capture the security
or geopolitical risks embedded in seemingly
ordinary holdings.

Several of the holdings listed in the timeline
in Table 1 entered AP7’'s portfolio not through
active stock picking, but through passive
benchmark tracking. This was a consequence
of China’s gradual inclusion in the MSCI index
framework from 2017, which embedded Chinese
equities, including companies already flagged by
western security authorities, into the portfolios
of globally diversified funds by default.

Table I A timeline of exposure, 2019-2024

Year Event

2019 AP7 acquires shares in surveillance
companies Dahua and Iflytek, both of which
are on the US Department of Commerce
Entity List for human rights-related reasons.

2020 Swedish media report that three AP funds,

including AP7, hold shares worth SEK 1
billion across eight Chinese companies,
including SEK 50 million in ZTE and over SEK
50 million in Hangzhou Hikvision, acompany
that manufactures surveillance cameras and
facial recognition equipment and reported
ties to China’s military. Both are considered
security risks by Swedish authorities and
appear on the US Department of Commerce

Entity List.


https://kinacentrum.se/publikationer/quest-for-strategic-autonomy-europe-grapples-with-the-us-china-rivalry/
https://kinacentrum.se/publikationer/quest-for-strategic-autonomy-europe-grapples-with-the-us-china-rivalry/
https://kinacentrum.se/publikationer/china-russia-trade-asymmetrical-yet-indispensable/
https://iep.unibocconi.eu/publications/policy-briefs/policy-brief-n54-chinas-demographic-decline-reconsidered
https://www.svt.se/nyheter/ekonomi/statliga-pensionsjatten-investerade-i-svartlistade-kinesiska-overvakningsbolag
https://www.bis.gov/regulations/ear/744
https://www.federalregister.gov/documents/2019/10/09/2019-22210/addition-of-certain-entities-to-the-entity-list
https://www.svt.se/nyheter/inrikes/sverige-investerar-i-svartlistade-kinabolag
https://www.svt.se/nyheter/inrikes/sverige-investerar-i-svartlistade-kinabolag
https://www.svt.se/nyheter/inrikes/sverige-investerar-i-svartlistade-kinabolag
https://www.bis.gov/regulations/ear/744
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2021 AP7 is identified as one of the largest
Swedish owners of Chinese coal power.
2024 The Prague Security Studies Institute warns

that AP7 holds shares in Tsinghua Tongfang.
Its parent company (China National Nuclear
Corporation, CNNC) is linked to China’s
nuclear weapons programme. Tsinghua
Tongfang is also the parent company of
Nuctech, which has supplied security

equipment to Stockholm Arlanda Airport.

AP7 exits the Chinese market ahead of the
US presidential election, reducing active
holdings from 278 companies to seven.

These cases reflect a structural feature of
investing in China. The Chinese state’s pervasive
role in both state-owned enterprises and private
companies makes it exceptionally difficult to
treat equity holdings as purely commercial
decisions. When a fund holds shares in a firm
with a parent firm linked to China’s nuclear
weapons programme, or in a surveillance firm
that manufactures equipment used against
minority populations, the question of fiduciary
duty extends beyond return maximisation.

Interview subjects with insight into AP7’s
allocation choices emphasise that financial
performance dominates the decision-making
matrix. However, the fund maintains an exclusion
list, which is updated every six months, and
removes companiesthatfailtomeetsustainability
standards, including those that violate the Paris
Agreement on climate change. Before resorting
to exclusion, the fund engages with companies
on transition planning. However, in a market in
which state involvement is structural rather than
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incidental, these tools may not be enough to
screen the full range of risks that public capital
should avoid. Nonetheless, it is important to
note that “exit” should be seen more as a move
to reduce risk and thereby safeguard long-term
pension capital than a retreat from China or a
political stance on the country.

Future investments in China cannot be ruled out.
Understanding previous holdings and sectoral
patterns will be key to any re-entry assessment,
not least given the involvement of the Chinese
state in the country’s state-owned enterprises
and privately enterprises. These
examples do not exist in a vacuum. Previous
holdings in Chinese surveillance companies
such as Dahua and Iflytek, which resulted from
an index adjustment, underscore an important
institutional dilemma. There is a tension between
the mandate to maximise financial
through global indices and the need to mitigate
potential security risks.

owned

returns

Key considerations regarding
exposure to the Chinese market

Three considerations are key for pension funds
assessing their exposure to the Chinese market:

« A systematic strategy for geopolitical risk
that considers the intersection of geopolitical
and economic factors with traditional
financial metrics should be integrated into
investment decisions. Specifically, such
a strategy should move beyond financial
metrics and ESG screening to evaluate how
state involvement, sanctions exposure and
geopolitical alignment affect the risk-return
profile of holdings.


https://www.sverigesnatur.org/aktuellt/svenska-pensionsfonder-finansierar-kinas-kolkraft/
https://www.di.se/nyheter/svenska-pensioner-investeras-i-kinesisk-karnvapenkoncern/
https://omniekonomi.se/ap7-dumpar-allt-i-kina-infor-hostens-presidentval-i-usa/a/kw8xwB
https://kinacentrum.se/publikationer/the-chinese-communist-partys-influence-over-businesses/
https://www.ap7.se/app/uploads/2024/02/innehavslista-31-dec-2023-ap7-aktiefond.pdf
https://www.ap7.se/app/uploads/2024/02/innehavslista-31-dec-2023-ap7-aktiefond.pdf
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwjy8dGU86yRAxU9IBAIHXyzGfMQFnoECBUQAQ&url=https%3A%2F%2Fwww.svt.se%2Fnyheter%2Fekonomi%2Fstatliga-pensionsjatten-investerade-i-svartlistade-kinesiska-overvakningsbolag&usg=AOvVaw0EYnezmkRtfZmX38w2VPeb&opi=89978449
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« There is a need for sustained cross-agency
dialogue between the security authorities,
pension funds, financial regulators and
expert communities to help make informed,
risk-aware assessments. The cases listed
in Table 1, such as holdings in surveillance
companies, military-linked conglomerates
and coal power operators, suggest that
pension funds do not have access to
institutional security assessments that would
allow them to identify risks proactively.

« Clarity is needed that the level of exposure
to geopolitical risk is consistent with AP7’s
mandate, which requires, in addition to
maximising long-term returns for Swedish
pension savers, responsible investment
to be an integrated part of its decision-
making process. Geopolitical risk, including
exposure to Chinese state-linked entities
and sanctions risk, falls within the scope of
this mandate. Where geopolitical risk creates
material downside risk to returns, or where
holdings create exposure inconsistent with
Sweden’s security posture, the mandate
already provides a basis for proactive
adjustment. The question arises whether it is
being interpreted broadly enough to capture
these risks in a systematic manner.

Looking ahead

AP7's China reassessment illustrates not only
the sensitivity, but also the systemic importance
of pension fund investment decisions in an
increasingly fragmenting world. The fund’s rapid
exit from Chinese equities in 2024 highlights
how geopolitical risk can translate into concrete
allocation changes at speed. At the same time,
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it raises the question of whether such changes
are driven by external events or by a proactive
and institutionally grounded framework for risk
assessment.

Sweden’s public pension funds manage the
retirement savings of millions of people. Their
investment decisions shape more than just long-
term financial security. National risk exposure is
part of the calculus. Asgeopolitical fragmentation
deepens and the complexity of investing in
markets such as China increases, the case for
a more systematic, cross-agency approach to
geopolitical risk assessment becomes harder to
ignore.


https://www.ap7.se/app/uploads/2024/07/riktlinjer-fr-placeringsverksamheten.pdf
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About the Swedish
National China Centre

The Swedish National China Centre was established in
2021 as an independent unit at the Swedish Institute
of International Affairs (Ul). The Centre conducts
policy-relevant research and aims to contribute to a
long-term improvement in the state of China-related
knowledge in Sweden. Ul's publications undergo
internal quality control. Any views expressed are
those of the author.
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