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ABSTRACT 

This study looks into the performance measurements of the Second Board Index in 
relation with the Composite Index proxied as the market portfolio. This study also 
looks into the relationship between the Second Board Index and the Composite 
Index and to test whether there is any correlation exists between the two Indices. 

To measure the Indices' performances, the Sharpe, Treynor and Jensen Indices are 
used. These Indices were basically developed by their respective authors to 
measure the performance of mutual funds. Still, they can be used to measure the 
performance of individual stocks, as Wendy Foo, the Senior Lecturer of the School 
of Accountancy and Business of Nanyang Technological Institute pointed out in 
her article entitled " Performance of the Bank Stocks in the Singapore Market " 
published in the Security Industry Review, 1989. The Pearson Product Moment 
Correlation method is used to test the existence of correlation between the Second 
Board Index and the Composite Index. To test the significance of the correlation, 
the t-test is carried out using the 5% level of significance. Weekly data from 
February 1991 to December 1994 are gathered for this study. 

-ii-



FOREWORD 

No study would be satisfactorily completed without the assistance of others. 

Therefore, a simple " thank you " would not be adequate to convey the deepness of 

my appreciation and gratitude to the few persons who have associated themselves 

either directly or indirectly throughout the course of this study that I have 

undertaken. Hence, herewith I would like to name those few persons in aiding me 

to make this project paper evolves into a reality. The list begin ... 

To my Advisor, Puan Norlida Jaafar, who was there from the beginning of this 

study till the end of it. Thank you Puan for your guidance, comments and advises. 

They have kept me going on completing this paper. To our Course Tutor, Dr. 

Rokiah Hassan - Your concerns and advises in our progresses are highly 

favoured. Thank you for keeping a watchfull eyes on us. To my fellow colleagues, 

Wan Madzlifah and Zafaruddin Ahmad -1 value your contributions to the overall 

completion of this study. And finally to my three close friends; Madiha, Nor 

Shehah and Sharmila - Your words of encouragements, supports and sympathies 

had kept me through those sleepless nights. I could not thank you all enough for 

being therefor me. 

- i -



TABLE OF CONTENTS 

FOREWORD i 

ABSTRACT ii 

LIST OF TABLES Hi 

LIST OF FIGURES iv 

CHAPTER 1 

1. INTRODUCTION 1 

1.1 INTRODUCTION 1 

1.2 THE OB JECITVES OF STUDY 4 

1.3 SCOPE AND LIMITATIONS 5 

CHAPTER 2 

2. THE ESTABLISHMENT OF THE KLSE 8 

2.1 THE HISTORICAL BACKGROUND 8 

2.2 THE DEVELOPMENT AND GROWTH 11 

CHAPTER 3 

3. THE KLSE'S INDICES 14 

3.1 COMPOSITE INDEX 15 

3.2 SECOND BOARD INDEX 16 

3.2.1 THE SECOND BOARD LISTING 

REQUIREMENTS 20 

CHAPTER 4 

4. LITERATURE REVIEW 22 

CHAPTER 5 

5. DATA 33 

6. RESEARCH METHODOLOGY 34 

6.1 RISK AND RETURN 34 

6.2 MEASURES OF PERFORMANCE 36 

6.3 MEASURE OF CORRELATION 39 

7. HYPOTHESIS 43 



CHAPTER 6 

8. RESULTS AND ANALYSES 45 

8.1 RESULTS AND ANALYSES OF 

PERFORMANCE MEASUREMENTS 45 

8.2 RESULTS AND ANALYSES OF 

CORRELATION 47 

CHAPTER 7 

9. CONCLUSION 52 

BIBLIOGRAPHY 

APPENDICES 


