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Abstract

This research paper finds the lead lag relationship between the firms listed on the
KSE-100 index. Lead lag relationship is analyzed between large and small capitaliza-
tion portfolios. Moreover, up market and down market conditions are also explored for
finding out the lead lag relationship in the KSE-100 index. Autoregressive Conditional
Heteroskedasticity model is used for finding out the effect of symmetric and asymmetric
betas on small cap portfolio returns. The results show that there is no lead lag relationship
between small cap portfolios and large cap portfolios when the market is not divided into
up and down markets. For the asymmetric beats, the analysis shows that there is lead
lag relationship between small cap portfolio returns and lagged large cap portfolio retwrns
in the up market. On the other hand, large cap portfolio returns lead small cap portfolio
returns in the down market.

1. Introduction:

This research is based on finding out the lead lag relationship between compa-
nies listed on the KSE-100 index. Lead lag relationship between firms in this study is
obtained by classifying the firms as large or small depending on their market capital-
izations. A company with high market capitalization is regarded as a large firm and a
company with low market capitalization is regarded as a small firm. Finding out the
lead lag relation within an industry or on the stock exchange helps the investors and
researchers in a number of ways. The general trend is that large firms usually lead
small firms (Lo and MacKinlay, 1990; Chan, 1993; Chordia and Swaminathan, 2000).
However, there is evidence in the literature that some markets have different trends
with regards to lead lag relationship (McQueen, Pinegar and Thorley, 1996; Chui and
Kwok, 1998). This study empirically tests the data of KSE-100 index in order to find
out the lead lag relationship between large portfolios and small portfolios.

2. Literature Review:

This discussion commences by looking into studies conducted for tinding the
autocorrelation between large and small portfolios. The researchers from a number
of perspectives have examined this topic. Some researchers have followed the route of
testing lead lag relation between large and small portfolios, while others have analyzed

the data based on the response of varied size portfolios in the event of diffusion of
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