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ABSTRACT

ThebankingsectorinGreecemetalargegrowthandprovidedtheGreekeconomywithavitalpush
after the credit release. The galloping increase of private, business, and public loans reinforced
businessactivityandofferedhighincomesforafewyears.However,thispushthattheGreekeconomy
experiencedwasbasedonconsumptionandnotonthedevelopmentoffinancialsectorsthatcould
constantlyproduceincomefortheeconomyandthestate.TheresearchexaminestheGreekbanking
investmentportfoliofrom2003until2017basedontheportfoliotheoryofMarkowitz.Furthermore,
itevaluatesitsdifferentiationandexamineswhetherornothascontributedtothefinancialcrisisthat
thedomesticeconomyfacedthepreviousdecade.Thefindingspointoutthatthenegativeportfolio
returnsduringthespanofsevenoutof15reviewedyearsandtheircovarianceshighlightthatthe
portfoliodiversificationwasnotsuccessfulaccordingtoMarkowitz’stheory.
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1. INTRodUCTIoN

H.Markowitz’smodel(1952)isinnovativewithregardtoportfoliotheoryandisbasedonthemean-
variancemodel.Accordingtothisformulation,aninvestorconsiderstheexpectedreturnasdesirable
anditsvarianceasundesirable.H.Markowitz’spaperisthefirstmathematicalstandardizationof
theideaofinvestmentdiversification.Throughdiversification,theriskcanbediminished(butnot
entirelyeliminatedingeneral)withoutachangeintheexpectedportfolioreturn.H.Markowitzclaims
thataninvestorshouldmaximizetheexpectedportfolioreturnbyminimizingtheportfolioreturn
variance(risk).

H.Markowitzshowedthatthereturnpercentagevariancewasanimportantriskfactorforthe
portfoliounderaseriesofhypotheses.Furthermore,amathformulaforthevarianceofaportfolio
accrued.Thisportfoliovarianceformulanotonlysuggeststheimportanceofinvestmentdiversification
towardsreducingtheoverallriskofagivenportfolio,butalsodemonstratestheoptimaldiversification.
H.Markowitz’smodelisbasedonseveralassumptionsconcerningtheinvestors’behavior:

1. Theinvestorsbelievethateveryinvestmentisrepresentedbythechanceofallocationofexpected
returnsinaperiodofcertainretention.
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2. Theinvestorsmaximizetheexpectedusefulnessofaperiodandtheirusefulnesscurvesrepresent
theminimizationofmarginalwealthusefulness.

3. Theinvestorstaketheportfolioriskintoaccountbasedontheexpectedreturns’variance.
4. Theinvestorsmaketheirdecisions,basedontheexpectedreturnandtherisk,thereforetheir

usefulness curves are a math function of the expected return and the variance (or standard
deviation)ofthereturns.

5. Foracertainlevelofrisk,theinvestorspreferhigherreturnstolowerones.Likewise,foragiven
levelofexpectedreturn,theinvestorspreferalowerrisktoalargerone.

Accordingtotheseassumptions,acertainassetoraportfolioofassetsareconsideredeffective
ifnootherassetsoranyportfolioofassetsofferahigherexpectedreturnalongwiththesame(or
lower)riskoralowerriskwiththesame(orhigher)expectedreturn(H.Markowitz,1952).Theaim
istofindthehighestreturnwithagivenlevelofriskorthelowestriskwithagivenlevelofreturn.
Therefore,theoptimalportfolioforacertaininvestoristheeffectiveportfoliothatentailsthemost
usefulnessfortheinvestors.

TheaimofthispaperistoassesstheGreekbankinginvestmentportfoliofrom2003until2017,
basedontheportfoliotheoryofMarkowitz.Furthermore,itevaluatesitsdifferentiationandexamines
whetherornothascontributedtothefinancialcrisisthatthedomesticeconomyfacedtheprevious
decade.Thefindingspointoutthatthenegativeportfolioreturnsduringthespanofsevenoutoffifteen
reviewedyearsandtheircovarianceshighlightthattheportfoliodiversificationwasnotparticularly
successful,accordingtoMarkowitz’stheory.

2. LITERATURE REVIEw

Theprocessofmanaginganinvestmentportfolioneverstops.Aftertheinitialcapitalinvestment
accordingtotheplan,theactualworkbeginsbyevaluatingtheportfolioreturnandtheportfolioupdate
basedonthechangesinthefinancialenvironmentandtheneedsoftheinvestor(ReillyF.,BrownK.
2011).Theprocessofmanagingaportfolioisafullsetofstepsthatareundertakenconsistentlyfor
thecreationandmaintenanceofasuitableportfolio(combinationofassets)inordertoachievethe
goalsoftheclients(MaginnJ.L.,TuttleD.L.,PintoD.E.,McLeaveyD.W.2007).

AccordingtoReillyandBrown,theportfoliomanagementprocessconstitutesoffourstages.
Thefirststageisthepolicystatement,whichcentersontheshort-termandlong-termneedsofthe
investorandwhichisgoingtoberelevanttothehistoryandtheexpectationsofcapitalmarkets.In
thisstage,thegoalsandrestrictions,aswellasthetypeofriskstheinvestoriswillingtotakeareset.
Allinvestmentdecisionsarebasedonthepolicystatementinordertoensurethatthesedecisions
aretheappropriateonesfortheinvestor.Sincetheneedsoftheinvestors,theirgoalsandrestrictions
developovertime,thepolicyhastoberevisedandupdatedperiodically.

In the second stageof theportfolio management process, theportfolio manager studies the
currentfinancialconditionsandpredictsfuturetrends.Theneedsoftheinvestor,asreflectedinthe
policystatement,alongwiththeexpectationsoffinancialmarketswillbothdefinetheinvestment
strategy.Economiesaredynamicandareinfluencedbyindustrialcompetition,bypolitics,aswell
asdemographicchangesandsocialbehaviors.Hence,theportfoliowillrequireconstantobservation
andupdateinordertoreflectthechangesintheexpectationsofthefinancialmarket.

Thethirdstageoftheportfoliomanagementprocessisportfolioconstructing.Inthisstep,the
investmentstrategyisfulfilledandthewayofallocationofcapitaltodifferentcountries,classesof
assetsandtitlesisdefined.Theconstructionofaportfoliothatwillminimizetheinvestor’srisks,
whileatthesametimemeetingthedemandssetbythepolicystatement.Economictheoryhelpswith
portfolioconstructing.Thefourthstepintheportfoliomanagementprocessiscontinualmonitoringof
theinvestor’sneedsaswellastheconditionsofthecapitalmarketleadingtoapolicyupdatewhenever
deemednecessary.Basedonallthis,theinvestmentstrategyismodifiedaccordingly.Animportant
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