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ABSTRACT

This study was made with the objective ofidentirying and analysing ihe opinions and perceptions

of Malarysian tund manageff towards the use of a stock index futurcs contract based on The Kuala

Lumpur Stock Exchange Composite Index (KLSECI). The study ulilised a suney nethod

and the analysis was rnade in th€e stages, namely among all the respondents, .mong potenlial

non'participanls and among potential parricipants.

The genenl findings were that all fund managers. jnespective of ivhich shatlrm !he] came

fron. held similar opinions and perceptions of faclors .elating to inceniive, deterrent and

administative Foblens. Among potenlial non-participants. the findings were that therE was a

lack of awareness of the econonic uses of futures lrading and of the mechanics of trading

tutures. Among the potential palticipanis, dre findings show that they have similar perceptions of

the trading activities considercd of great concem when dealing with futures.

I. BACKGROUND

Modem portfolio theory divides ihe risks inherent in common stock into systematic and

unsystematic risks. The forner is the degree of correspondence of a security's price movements

with the general stock market. and the latter refers io conpany-relared risks.

Systematrc r,sk cannot be rnitigaled by means of diversification. The appropriate way !o do it is

by using stock index tutures. Its introduction in 1972 at the Kansas City Board of Trade

in the United Staies enabled pordolio managers for ihe tust time to separate and manage company-
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5.

1.

CnPitdl Mn*ett Reutu

The potential non-panicipants have common opinions on factors that influence fieir

companies' decision not to conrmence trading in stock index luures

The potential non-parlicipants have cornmon opinions on factors that aitract fund

nanagen lo psnicipate in stock index futures

The poiential participants have identical opinions on aclivities thai arc perceived as of great

The prinary findings on the KLSE indices' whicb include the KLSECI using an extensive

range of statistlcal tesis to identiS' ils behavioural chamcledstics show that an introduction

of a stock funres index is inappropriate at this point in iime (Othman 1988' Cheong 1988)'

Cheong's findings show $at a higblv volatile markei' the lag in infonnation' and the potentral

for excessive capital reiums pose a potential for nanipulation of the Foposed stock index

The above repo recommends srongly that tbe launching of the stock index futures be

deferred indefinirely. However. studies on various aspects rclating to the stock index futures

should contint'e.

The second research by the working Group Fecisely tulfilled that objective (stock Index

Futures Contract Working Group 1989) It was commissioned lo study the economlc

feasibitiry of stock inalex futures market and opinions of the tade secbr' Unfortunately' the

research is extemely exploratory in nature afld does not deal jn depth with all the relevant

This snrdy expands the prcvious studies mentioned above bv looking into the opinions an'l

perceptions of the firnd managers who will be the major playen in the futur€s market once it r

operational. The findjngs of this study should shed some ligh! on I number of rclevant Nsues

and problems.

3. METIIODOLOGY

3.1 Research Design

This study utilised a survey method and a sl]atified random samplitg as the data-assembl'"

technique. Each sector or statum had very diversified and distinctive characteristics 3nd in ordet
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The hypothesis: .

L.}4!t

I{ : That banking and non-baiking populations ale identical

Ht : That banking and non-banting populations differ with resp€ct to location'

The test stadstic is -

T -\n2n

TABLE 2

NIJMBER OF POIENTIAL PARTICIPANTS
AND NON.PARTICIPANTS

Siz
Gr,f(m)

I,(Itr-q
rQm-
zI.)N-:
anm-:
AbaE 4m
a-..r6d-r;

q n2 (nr + n2 + 1/12

q/here n is lhe number of observadons and the expecled lalue of T is nr ry2 and its

vfliance is nr D? (nt + q + 1/12.

The null hlpothesis would be rejected if the p value is less thart 01' and the conclusion

would be that barking and non-banking secto$ cane ftom populations having the same

alistribution. In this cas€, their sample distribution of ranks was similar.

4. FINDINGS

4.1 Among AI Respotr&nts

The rcspodalents completing the questionnture were classfied into would b€ pa$cipants

and non-participants. As shown in Table 2' 33.33% of the rcspondents arc those who

would be considerEd potential useis of stock index futues, while 66.67% would be non-usels'

t* 3 $orr
Gffrld\ d

D.{- 6ii i

-ffirEqo

lEGdD

-|rr 
aod R

-nnrio|r

a,L(r) h..r
Lno*itrtu
t a* fnac

Fcte.

t,+sff
*,bdsd
a&idix
b bnring I

Responderts Numb€r

Peticipants

Non-participants

10

m 65.6'l

Total 100.00
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Cnpital Mtlkets R4itu

TABI-E 4

MANN-WHITNEY TEST RBSIJLTS

ON INCENTNE AND DETERRENT FACTORS AMONG ALL RESPONDENTS

AS INCBNTI\E
LP-
value value

ON

AS DETERRENT Adminisfa

Incentivei/Deterrent Factor
value

Increasing regulation
KI-SECI can be manipulated

Financing integdty
Accormting & reporting issue

Greater capitalisation

KI-SE broken a owed to trade

Clients' instruction

-r.9631+*
-0.4859

-0.9475

-0.4039

4.8187
-1.6336

-1.4329

0.05496

o.470
o.3434
0.6863

o.4129

0.1023

0.r519

Itrefici€d! i
I-ack of qE

B@d of D

-r.r729 0.24r)8

-o.m62 0.8366

-0.6414 0.5213

-t.2624 0.2068

-r.9889** O.M67

4.5581 0.5768

-1.9001* 0.0574

Noler ** signficant at 5% level
* signficant at 10% level

4.1.(b) DetenentFactoE

The vadables in Espect of deterent facto.s are the sane as those of incentive factors; c\cept

that these factors act as dete.rents.

The results of the Mad-Whitney test are shown in Table 4. Two variables. namely "geater

capitalisation of futures mtrket broke$" and "clients' instrucdons" are significant. As such, the

null hypothesis is rejected. The conclusion is that tund managers do not have the same

opinions ard perceptions of the nvo vadables. In resp€ct of the other fa€tors, fund manage$

appear to share the same perceptions.

4.1.(c) Administr$live Pmblens

Four q?es of administrative problenrs were posed to the rcspondents. These problems are

O?ica y crucial in deterrdning whether the potendal parlicipants wi be able to administer

the use of stock index tutures effisiendy.

The results of the MaDn-Wlistey test are shown in Table 5. No sig!ficant factor is found

in the analysis. The fund managen appear to have cormon opinions and perceptrons of the

administrative problems.

a.:l ADotrg Fd
D.aE dents who

ilEratt as th€ l

d dEn p€rcepriotr

,tt{a) Knowled

ON I?\IO\V

Facton

Function of I
Biokels' ml€
Services offe
Clearing tunc
Marein requn

Fuuues regul

Tax ramificati
IDtemal conEr
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Table 6 shows tlnt a[ variables arc insiglificaDt at the significance Ievel of 10%. The acceptanc€

of the nul hypothesis leads us to concluale that fuid rnanagers' level of knowledge of futuEs

Eading does not differ among themselves. This probably should be the anticipated rcsull

as the majority of non-participant fimd manageN lack loowledge of futu€s trading.

The explanalion of the above may be found in Table 7. The tabtre efibits dle extend of the

potential non-panicipants'understanding of the economic uses of stock mdex fuhtres.

EF.tu
L.dbtu

OiI D{

I@

TABLE 7

FAMILIARITY OF ECONOMIC USES OF STOCK INDEX FUTURES
AMONG POIENTIAL NON.PARTICIPANTS

&a.
Fida(
Itrlee
r,te
Tax aa

Sia a
SlaaEEVery Familiar

Familim
Not Don't
Famitiar Know

AT A]I

Not So
Familiar

Hedging existing stock
Hedging anticipated

investment
Market timing tool
Sp€culation

Noe

a2{c) Frdd

T$le 9 exH

tigrific"nt, n

8tl&capiaal

Fticip6n6 fr

I
I

5
5
2

I
2
2

7
6
6

6
6
6

Total

Percent

7

9

8

l0 2029

26

TI
Sixty two p€(cent of the respondents arc not familiar with the econonuc us€ of the stock index

fuhres. Of rhis pdcentage, 32% are not so familiar, 10% are not faniliar at aU andmlk do not

know. Those who arc familiar constitute a minodty of 38%.

The most relevant economic use of a stock index for trade sector such as financial insffutions is

hedging. Table 7 shows that even out of the 38% of the r€spondents who have some familiarity

only 16% of then arc familiar witl hedging.

42.(b) Dccision Not To Commence Tmditrg

On applyrng the Mann-Wlitney test, the esults in Table 8 shows that thiee factors i.e.

financial |ntegrity of the KLCE and its members. inlemal control. accounting and repofting

. Factds

Increasil
Clarifica
Gangiq
C'lariEcd
Inclelsin
DedEasn
Brok€rs'
KISE bn

No!* +1
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4.3 Among Pdtential Participanfs

The responses to be tested under ftis heading are facto$ relating to trading activides perceived

to be of grcat concem among ile potential participants. The questrotnaire was silent as to the

level of familiariry of the respondents of futures ma*et. In this respect, the assumption is that

a potential market user to a large extent should be {aniliar with the ma*et.

The test resuft' presenLed in Table l0 shoq no signficanl \ariables al l0@,.ignificance level

Therefore, the null hlpothesis is not rejecGd. It is apparent that fund managers in their

rcspective sector or s[atum have similar percePtions and opinons of the factors.

. TABLE 10

MANN-MITNEY TEST RESULTS
ON FACTORS OF CREAT CONCERN AMONG POTENTIAL PARTICIPANTS

Factors
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- He tu$res.5. CONCLUSION AND RECOMMENDATIONS

From the results of the firdings, there ale five main issues perceived to be of importance in th€

KLCE s efforts to launch the stock index futures. Fi$l is the awareness and familiarity

of the economic uses of futues market. This has to be looked into from a wialer promotional strategy

on the basis of intemal and extemal perspectives. The former revolves around th€

KLCE, its membe$ and locals, while the latter is concemed wift atb:acting the members' clienl
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rhe financial system such as the Association of Banls and relevant professional bodies like

the lnstitute of Banlcen.

A similar collabomtion should be undertaken wilh the Malaysian lnstituie of Accountants. the

goveming body of the accounting profession in Malaysia, so that a pronouncement on

accounting standard relating to futures trading could be issu€d. A similar objective for tax

could also b€ achieved il coopention is sought ftorn the ldland Revenue Depaftrnent.
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