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Abstract - This study intended to conduct a comparative analysis of stock returns on large and small tickets: an evidence from 
Karachi stock exchange. The purpose of the study is to investigate the large cap’ returns lead the small cap returns, to explore 
the small cap’ returns lead the large cap returns and to identify either the difference exists between returns of large and small 
firms or not. In this research, the sample contains 145 companies listed at Karachi Stock Exchange from 2004-2013. The 
Ordinary Least Square method has been used widely in explaining the returns of equity securities. Certain studies have shown 
that it has superior predictive ability. The research looked separately at the relationship of industry returns to each of the 
variables in the model – small cap portfolios and large cap portfolios. Study examined the general lead-lag relation of small 
and large cap portfolios and got the confirmation of the large cap portfolio returns lead small cap portfolio returns yet not the 
other way around. Analyzing the market-wide and portfolio-specific information effects on portfolio returns shows that above 
stated lead-lag relation is associated with the market-wide information content in lagged large cap portfolio returns. 
 
Index Terms - Karachi Stock Exchange, General Lead-Lag Structure, Market-wide and portfolio-specific information 

 

 
 

I. INTRODUCTION 
 
The pattern among large and small market 
capitalization portfolios is recorded by Lo and 
MacKinlay (1990a), attempted to be clarified by 
different speculations and tried by distinctive scientists 
in finance literature. The exact proof demonstrates that 
large cap portfolio returns lead small cap portfolio 
returns. Examination of this marvel can prompt a few 
ramifications in regards to fleeting consistency of 
portfolio returns and creating valuing models 
concerning cross-autocorrelation among portfolio 
returns. The significance of the lead-slack connection 
between high cap portfolios and low cap portfolios 
demonstrates the significance of the size marvel, hence 
it ought to be thought seriously about in evaluating and 
estimation issues in capital markets. 
Polly Roberts contend that bigger and littler firms 
contrast in their inside component costs. Bigger firms 
pay less for capital and more for labour; littler firms 
pay more for capital and less for labour. This 
refinement in variable costs accordingly impacts every 
piece of various size firms' conduct. Bigger firms do 
everything more capital-seriously. They lean toward 
better taught workers. They select resources with a 
bigger rate crevice in the middle of incomes and 
variable expenses -that is, higher rent area and more 
robotized processing plants. They in like manner 
support assets yielding a less variable stream of 
compensation -that is, they will yield yields for 
conviction. Over the long haul, little top beat extensive 
top even subsequent to changing the danger in Capital 
Asset Pricing Model (CAPM). 

According to Dow Theory Forecast, has inferred that 
little top stocks have yield return of 14 % amid a cycle 
beginning at 1926 and finished in 2006. Similarly over 
the same period of time, bigger top stock could yield an 
arrival of 9.6%. This exceptional yield of little top 
stock when contrasted with bigger top stock is more 
than a more extended time of time. Undoubtedly, in 
term of transient return, bigger top stock surpasses 
littler top stock. Theorists who need or hoping to place 
assets into stock exchange needs to survey the level of 
danger nearby the normal variations in costs. Once 
they purchase security or stock, they are imagining 
profit in imminent in contradiction of cash they 
contributed. Someone would want to deliberate 
segments, which can impact costs of stocks and profits. 
Across every financial market, there are two streams of 
stocks: large cap stock and small cap stock. The term 
cap refers to as: “Market capitalization”. Larger firms 
exhibit larger market capitalization and smaller firms 
have smaller market capitalization. Market 
capitalization is calculated by multiplying total 
number of outstanding stocks of a firm by its stock 
price per share. The economists have devised a line of 
capital in order to differentiate between small tickets 
and large ticket. 
In the first part consolidates presentation of the study 
including theoretical establishment. In second part, 
theoretical foundations furthermore their trial 
revelations are depicted in the composition review 
section. By then data depiction, methodology, and 
variables portion elucidates how study is coordinated. 
Observational results are discussed in the fourth area. 
Likewise choices, repercussions of the study 
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examination are discussed in the last segment. 
 
II. RESEARCH QUESTIONS 
 
The research has the following questions: 
 
1. Do large cap’ returns lead the small cap returns?  
2. Whether the small cap’ returns lead the large cap 
returns?  
3. Either the difference exists between returns of large 
and small firms or not?  
 
III. SIGNIFICANCE OF THE STUDY 
 
The significance of stock returns on large and small 
firms shows the importance of the size phenomenon, 
thus it should be taken into consideration in pricing 
and estimation problems in capital markets. In 
Pakistan we see the dynamic environment in the 
economy as well as uncertain nature of stock market. 
In Such a situation investor in private and public sector 
doesn’t go for long term investment policy. Based on 
secondary data the study is expected to have its 
contribution to the existing literature. The study has an 
important implication for the shareholders both in and 
outside the organization can benefit from this study in 
the sense that they would be able to analyze the returns 
of large size firms as small size firms. Further the 
study also has an important implication for investor 
analysts to formulate their investment decisions 
whether to invest in small tickets or large tickets. This 
study will help investor in the development of 
investment strategy. It will help regulators to better 
understand the movements in the market and help 
them in designing regulation policies and guidelines. 
 
IV. REVIEW OF LITERATURE 
 
There are a few clarifications of the autocorrelation 
structure in the stock exchanges. The most popular 
clarification of this lead-slack example is taking into 
account underscoring the distinctions in the velocities 
of value modification procedures of diverse resources. 
As per this speculation, little top stock costs respond to 
normal data slower than vast top stock costs. The 
nonsynchronous exchanging, emerging from the 
meagerly exchanged little top stocks, can part of the 
way clarify this structure, yet Atchison, Butler and 
Simonds (1987) and Lo and MacKinlay (1990a, 
1990b) demonstrate that nonsynchronous exchanging 
can't be the main reason. Lo and MacKinlay (1990a), 
and Brennen, Jagadeesh and Swaminathan (1993) 
give clarifications related the transmission of data 
instrument among stocks. As per this clarification, the 
diverse pace of response of vast top stocks and little top 
stocks to far reaching data is the fundamental reason of 
cross-autocorrelation. Lo and MacKinlay (1990a) 

demonstrate that the profits of little top portfolios are 
associated with slacked returns of substantial top 
portfolios yet not the other way around. As indicated 
by the creators, this wonder is clarified by the slacked 
alteration of the little top portfolio costs to the data 
stuns despite the fact that these data stuns are reflected 
in huge top portfolio costs much prior. Chan (1993) 
builds up a model which clarifies this marvel by the 
transmission of data system under flawed data. As 
indicated by this model, market creators watch 
uproarious flags about their stocks and right 
estimating slips by watching the past value changes in 
alternate stocks. As the value changes in alternate 
stocks reflect both firm-particular data furthermore 
showcase wide data, the business wide data reflected in 
the past value developments in alternate stocks present 
extra data to market producers for revising estimating 
blunders in their stocks. 
 
The second clarification of the lead-slack connection 
among stock returns is the vicinity of time-changing 
expected returns. Boudoukh, Richardson and 
Whitelaw (1994), Conrad and Kaul (1988), and 
Hameed (1997) case that portfolio 
cross-autocorrelations emerge due to the portfolio 
autocorrelations and contemporaneous connections. 
As per the third clarification given by Badrinath, Kale 
and Noe (1995), cross-autocorrelation is connected 
with the institutional responsibility for firms. The 
institutional proprietorship causes institutional 
financial specialists to focus on particular gatherings 
of stocks and to create more data about these sorts of 
stocks. Therefore, value changes in these instructively 
supported stocks produce extra flags for valuing the 
educationally unfavoured ones. Then again, McQueen, 
Pinegar and Thorley (1996) give another normal for 
the information in clarifying the lead-slack connection 
in the middle of little and expansive top portfolio 
returns. They utilize a system of directional asymmetry 
with a specific end goal to build up a more profound 
investigation of the cross-connection structure. 
The above expressed explores are all directed on the 
US stock exchanges. There are additionally a few 
examines in some different markets. Kanas and 
Kauretas (2001) discover the confirmation of 
cointegration among the size-sorted portfolio costs in 
the UK stock exchange. It is expressed that substantial 
top portfolio returns lead little top portfolio returns 
however not the other way around. Marshall and 
Walker (2002) utilize an example of stocks exchanged 
the Santiago de Chile Stock Exchange in 
cross-autocorrelation structure. Their discoveries 
likewise bolster the proof of a sooner impact of data on 
extensive top stocks than on the little top ones. They 
likewise report the slacked response of little top 
portfolio comes back to uplifting news. Two different 
investigates about cross-autocorrelation in the Chinese 
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securities exchange are archived by Chui and Kwok 
(1998) and Li, Greco and Chavis (2002). Chui and 
Kwok (1998) demonstrate that B Shares in the Chinese 
securities exchange lead A Shares relying upon the 
transmission of data system. Li, Greco and Chavis 
(2002) report that H Shares lead A Shares. It is 
likewise recorded that cross-autocorrelation between 
these stocks increments with the instability of profits. 
Gustafson and Miller (1999) propose little top stock 
information is not irregular, but rather displays 
determined serial autocorrelation. As it were, an 
example exists where a year of solid little top execution 
has a tendency to take after a year of solid little top 
execution. For instance, the years 1975-1983 represent 
an extremely solid serial auto-correlative relationship. 
Every year in the period saw solid little top 
outperformance, a bizarrely long cycle contrasted with 
different cycles. Halliwel et al. (1999) investigated 
‘Fama and French (1993)’ model in Australian value 
market and reports the region of some premia on 
minimal assessed and high book-to-market extent 
stocks. Of course, study reports that educational power 
of Fama and French three component model is not 
basically higher than traditional CAPM. They don't 
discover any confirmation for the reducing in size 
affectability, given a move from low to high 
book-to-market extent stocks. This behavior is found 
clashing with Fama and French (1993) that 
intelligence the region of a slant for magnitude 
affectability to fall when stirring since minor to greater 
book-to-market portfolios. 
 
Erdinc Altay (August 2003) by using the data over the 
period January 1993 to November 2002, the total 
sample period is divided into two separate five year sub 
periods: January 1993 - December 1997 and January 
1998 - November 2002 and applied the techniques 
Iterated Seemingly Unrelated Regressions (ITSUR) 
method. The findings of this study suggest that the 
previous day returns reflect the returns of large cap 
portfolios and small cap portfolios. The study also 
explores that in the second sub-period the one day 
lagged don’t affect previous day returns or losses don’t 
affect small and large cap returns. However, the 
evidence shows that information is asymmetric also 
significantly effect on large and small cap returns. It 
also suggests that upward and downward movement of 
previous day affect the returns of small and large cap 
returns. 
 
In this paper, it is analyzed the lead-lag relation among 
small and large in Karachi stock market. The evidence 
in the Karachi stock market indicates that large cap 
portfolios lead small cap portfolios. This empirical 
result is consistent with the previous empirical 
researches. The main reason of autocorrelation 
structure is seen as the lagged effect of market-wide 

information reflected in the large cap portfolio returns 
on small cap portfolio returns. 
 
V. DATA DESCRIPTION AND 
METHODOLOGY 
 
A. Data Description 
In this study, monthly closing shutting prices of 145 
companies recorded at Karachi Stock Exchange (KSE) 
are utilized for the time period of January 2004 to 
December 2013. The sample contains stocks from 
non-financial related area recorded at Karachi Stock 
Exchange. The purpose for the determination of KSE 
is that KSE is a genuine illustrative of stock exchanges 
in Pakistan. The stock costs information is taken from 
Business Recorder. The specimen populace of the 
stocks for the examination of the Karachi Stock 
Exchange markets obliges the stocks ought to be 
exchanged amid the entire period and ought not to be 
meagerly exchanged. After the introductory example 
determination, stocks are isolated into two gatherings, 
specifically, large firm stocks and small firm stocks. At 
that point the loads of the initial 20 companies which 
have the higher market capitalization are incorporated 
into equivalent weighted arrangement of large cap 
stocks. At that point, the supplies of the last 20 
companies with the less market capitalization are 
incorporated into an equivalent weighted arrangement 
of small cap stocks. 
 
B. Methodology 
To examine lead-slack relationship in the middle of 
substantial and little top portfolios in Karachi Stock 
Exchange, the exploration focus on a few theories in 
this manner, a few models of the lead-slack connection 
is tried appropriately. The main examination is the 
estimation of the general lead-slack structure in the 
middle of little and expansive top portfolios in KSE. In 
the second stage, the impact of portfolio-particular and 
market-wide data of large (small) cap portfolios on 
small (large) cap portfolio returns for a more profound 
investigation of the wellspring of lead-slack 
connection is investigated. Following is the procedure 
of portfolio formation. 
 
C. Portfolio by Size 
In the first step, market capitalization of every stock is 
ascertained toward the end of December and stocks are 
orchestrated in expanding request. The stocks are 
classified in two classifications specifically large and 
small permitting by market capitalization. The median 
is calculated and stocks having market capitalization 
below median are categorized as Small while others 
are categorized as Large. Twenty companies are taken 
as small according to their low market capitalization 
and twenty large companies, according to their higher 
market capitalization, are taken into large category. 
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D. Research Model 
Ordinary Least Square (OLS) is utilized to evaluate the 
portfolio returns. Ordinary Least Square (OLS) 
regression is a summed up straight demonstrating 
strategy that may be utilized to model a solitary 
reaction variable which has been recorded on no less 
than an interim scale. The method may be connected to 
single or different logical variables furthermore 
absolute informative variables that have been properly 
coded. Ordinary least square is a measurable system 
that uses test information to gauge the genuine 
populace association among two variables. 
 
i. General Lead-Lag Structure 
In this exploration, the accompanying framework is all 
the while assessed by OLS system so as to break down 
the impact of portfolio-particular of large (small) cap 
portfolios on small (large) cap portfolio returns for a 
more profound examination of the wellspring of 
lead-slack connection in Karachi stock exchange. 

RS,t = aS + bSS RS,t-1 + bSL RL,t-1 + εS,t 
RL,t = aL + bLL RL,t-1 + bLS RS,t-1 + εL,t 

Where, 
 
RS,t is the return of small cap portfolio at time t, RL,t 
is the return of large cap portfolio at time t, 
 
aS and aL are the regression coefficients of the small 
and large cap portfolios respectively, 
 
bSS is the first-order coefficient of small cap portfolio 
return, 
 
bSL is the sensitivity of small cap portfolio return to 
one-day lagged return of large cap portfolio, 
 
bLL is the first-order coefficient of large cap portfolio 
return, 
bLS is the sensitivity of large cap portfolio return to 
one-day lagged return of the small cap portfolio, 
 
εS,t and εL,t are the error terms of the small and large 
cap portfolios respectively. 
 
ii. Market-wide and Portfolio-specific Information 
in the  Structure 
At the first phase of the exploration, the general 
lead-slack connection of small and large cap portfolios 
inspected and got the confirmation of the large cap 
portfolio returns lead small cap portfolio returns yet 
not the other way around. At the second phase of the 
inspection, the exploration focuses on the deterioration 
of portfolio returns into orderly and portfolio particular 
parts and looks at the impacts of slacked market-wide 
and portfolio-particular data of slacked large (small) 
cap portfolio returns on the profits of small (large) cap 
portfolios. As per the transformation of information 

hypothesis, the market-wide information included in 
the expansive top portfolio costs may be utilized as a 
sign for a further conformity of the costs of little top 
portfolios. By breaking down aggregate returns of the 
little (expansive) top portfolios into the methodical and 
portfolio-particular parts and assessing the impacts of 
each of these profits on the substantial (little) top 
portfolio returns we can get some important data 
which can help to comprehend the wellspring of the 
huge impact of the one-day slacked extensive top 
portfolio returns on little top portfolio returns. 
 
iii. Decomposition of Total Returns into Systematic 
and Portfolio-specific Returns 
The market model is actualized with a specific end 
goal to break down the aggregate portfolio returns into 
efficient and portfolio-particular parts. The precise 
piece of the aggregate return reflects market-wide 
information and the rest, portfolio-particular return 
part, reflects portfolio-particular information in little 
and vast top portfolio returns. 
 
The market model is assessed by the ordinary least 
squares technique for portfolios in securities exchange. 

RS,t = aS + βSM RM,t + e S,t 
RL,t = aL + βLM RM,t + e L,t 

Where, 
RS,t is the return of small cap portfolio at time t, RL,t 
is the return of large cap portfolio at time t, 
 
RM,t is the return of the market portfolio proxy at time 
t, βSM is the market beta coefficient of small cap 
portfolio, βLM is the market beta coefficient of large 
cap portfolio, aS is the regression coefficient of small 
cap portfolio, aL is the regression coefficient of large 
cap portfolio, e S,t and e L,t are the error terms or 
portfolio-specific returns of the small and large cap 
portfolios respectively. 
 
In this model, KSE 100 index is used as market 
portfolio proxy for Karachi stock market. 
 
VI. RESULTS AND DISCUSSIONS 
 
i. Descriptive Statistics 
The table 1 presents the descriptive statistics of the 
average values of monthly returns of small caps (RS) 
and large caps (RL) respectively. 

 
Table 1.  Monthly Portfolio Return Descriptive Statistics 
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The descriptive statistics shows that the small cap 
portfolios have lower average returns than large cap 
portfolios. This lower return structure of the small cap 
portfolios is followed by their lower total risk. We can 
see a sharp decrease in the average returns for 
portfolios in stock market, and this decrease is also 
seen in their risk level. The total risks of large cap 
portfolios are increasing and the average returns are 
also increasing. The value of standard deviation is 
positive, and the risk is increasing in large caps. 
Whereas, the value of skewness is normal, this shows 
that the data is normally distributed. Furthermore the 
value of Kurtosis in small caps is meso kurtic and in 
large caps it is leptokurtic. Probability of Jarque-Bera 
is 0.59 or 59% which means that it is greater than 5%. 
So, null hypothesis cannot be rejected. It means that 
var is normal. 
 
ii. General Lead-Lag Relation between Small and 
Large Cap Portfolios: RS 
The following values of RS present system estimation 
results for the Karachi stock market. 

 
Table 2.  General Lead-Lag Relation between Small And Large 

Cap Portfolios: Rs 

 
 
The experimental consequences of Karachi stock 
market are presented in table 2. In this time period, it is 
expressed that the proof of the positive and highly 
significant connection among small cap portfolio 
returns and lagged large cap portfolio returns. The 
sensitivity coefficient of small cap portfolio return to 
its own one day lagged return is found positive but 
insignificant (RS (-1) = 0.126362), which designates a 
sluggish reaction of small cap portfolio prices to new 
information. In this era, it is realized that small cap 
portfolio returns’ sensitivity to one-day lagged large 
cap portfolio returns is less than its one-day lagged 
own return (bSL < bSS). This outcome can be 
deciphered as a proof of the significance of the 
information got from the lagged large cap portfolio 
returns in the price adjustment process of small cap 
portfolios. On the other hand, it could not get the 
confirmation of any significant effect of lagged small 
cap portfolio returns on large cap portfolio returns. 
F-statistics tells about the goodness of fit of the model. 
Prob(F-statistics) is 0.062558 or 6.25% meaning that 

greater than 5% which is insignificant and 
insignificance value of Prob(F-statistics) means that 
RS (-1) and RL (-1) jointly cannot influence our 
dependent variable which is RS. The value of R-square 
is 0.046663 or 4.66% which means that model is not 
nicely predicted. Because the value of R-square should 
be more than 60%, so that the model would nicely be 
predicted. Adjusted R-square can explain the impact of 
explanatory variables on dependent variable (RS). The 
value of Adjusted R-square is 0.030227 which means 
that explanatory variable can explain the dependent 
variable (RS) by 3%. It means that 3% variation in 
dependent variable with the help of explanatory 
variables and remaining variation is due to other 
factors.Here, variable RS (-1) is not a significant 
variable to explain RS because p-value is more than 
5%. As p-value of RS (-1) is 17.76% greater than 5% 
which means that it is insignificant and p-value should 
be less than 5%. And another variable is RL (-1), also 
an insignificant variable to explain dependent variable 
RS. So, there is insignificant relationship of these 
explanatory variables with dependent variable. The 
effect of one-day lagged large cap portfolio return on 
the small cap portfolio return is positive (bSL = 
0.006283) and insignificant (p-value = 0.0896).Value 
of T-statistics should be more than absolute 2. It means 
that the variables are significant at 5% but there are no 
values which are more than 2, these are less than 2 
which are not significant. 
 
iii. General Lead-Lag Relation between Large and 
Small Cap Portfolios: RL 
The following values of RL present system estimation 
results for the Karachi stock market. 

 
Table: 3 General Lead-Lag Relation between Small And Large 

Cap Portfolios: RL 

 
 
The outcomes of dependent variable RL are presented 
in Table 3. In this time period, it is specified that the 
indication of the positive and highly significant 
association among large cap portfolio returns and 
lagged small cap portfolio returns. The sensitivity 
coefficient of large cap portfolio return to its own one 
day lagged return is originated positive and significant 
(RL (-1) = 0.941906), which signposts a retort of large 
cap portfolio prices to new information. In this era, it is 
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perceived that large cap portfolio returns’ sensitivity to 
one-day lagged small cap portfolio returns is greater 
than its one-day lagged own return (bLS > bLL). This 
outcome can be construed as an indication of the 
significance of the information got from the lagged 
small cap portfolio returns in the price adjustment 
process of large cap portfolios. On the other hand, it 
could not get the proof of any significant effect of 
lagged large cap portfolio returns on small cap 
portfolio returns.F-statistics tells about the goodness of 
fit of the model. Prob (F-statistics) is 0.000000 
meaning that less than 5% which is significant. And 
significance value of Prob (F-statistics) means that RS 
(-1) and RL (-1) jointly can influence our dependent 
variable which is RL. The value of R-square is 
0.925996 or 92% which means that the model is nicely 
predicted. Adjusted R-square can explain the impact of 
explanatory variables on dependent variable (RL). The 
value of Adjusted R-square is 0.924720 which means 
that explanatory variable can explain the dependent 
variable (RL) by 92%. It means that 92% variation in 
dependent variable with the help of independent 
variables and remaining variation is due to other 
factors.Here, variable RL (-1) is a significant variable 
to explain RL because p-value is less than 5%. As 
p-value of RL (-1) is 0.0000 less than 5% which means 
that it is significant and p-value should be less than 
5%. This variable shows that there is a significant and 
positive relationship between dependent and 
independent variable. And another variable is RS (-1), 
also a significant variable to explain dependent 
variable RS. The effect of one-day lagged small cap 
portfolio returns on the large cap portfolio returns is 
significant (p-value = 0.0014) but negative (bLS 
=-2.057401). This overall analysis of large cap 
portfolios shows that there is a significant relationship 
between explanatory variables and dependent variable. 
So, there are two explanatory variables, and both 
variables are significant, and that is a good sign for 
best regression model meaning that 100% of variables 
are significant. Value of T-statistics should be more 
than absolute 2. It means that the variables are 
significant at 5% but there is only a one variable RL 
(-1) whose value is more than 2.In this exploration of 
the Karachi stock market demonstrates a significant 
lead-lag relation among the small and large cap 
portfolios. It is found that an especially significant and 
positive impact of lagged large cap portfolio return on 
small cap stock return yet not the other way around. 
The experimental proof of large cap portfolios lead 
small cap portfolios in Karachi stock market is reliable 
with the preceding confirmation of the lead-lag 
relation in the other stock markets. The empirical 
findings from stock market support the evidence of 
lead-lag association among small and large cap 
portfolios. Whereas small cap portfolio also leads large 
cap portfolio, the direction of the relation is negative 

which specifies a contrarian impact and its 
significance is frail. So it can be said that the large cap 
portfolio leads small cap portfolio in the stock market. 
 
iv. Market-Wide and Portfolio-Specific 
Information in the Structure: Rs 

 
Table: 4 Market-wide and Portfolio-specific Information in the 

Structure: RS 

 
 
According to the results of the model reported in table 
4, in stock market, market beta coefficient is not 
significant which shows that dependent and 
independent variable have insignificant relationship. 
F-statistics tells about the goodness of fit of the model. 
Prob (F-statistics) is 0.040039 meaning that less than 
5% which is significant. And significance value of 
Prob (F-statistics) means that RM,t can influence our 
dependent variable which is RS. The coefficient of 
determination for small cap portfolios in stock market 
is only 1.1%. Although the coefficient of 
determination of small cap portfolios is less than that 
of large cap portfolio, the explanation power of the 
market proxy is high in portfolios and it is changing 
between 1.1%- 21.4%. Adjusted R-square can explain 
the impact of explanatory variables on dependent 
variable (RS). The value of Adjusted R-square is 
0.003303 which means that the explanatory variable 
can explain the dependent variable (RS) by 0.33% 
which means that the model is not nicely predict. It 
means that 0.33% variation in dependent variable with 
the help of independent variables and remaining 
variation is due to other factors. The approximation of 
constraints and abstraction of error terms empowers to 
create the time series of portfolio-specific and precise 
returns for small and large cap portfolios in market. 
 
v. Market-Wide and Portfolio-Specific Information 
in the Structure: RL 

 
Table: 5 Market-wide and Portfolio-specific Information in the 

Structure: RL 
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According to the results of the model reported in table 
5, in stock market, market beta coefficient is highly 
significant which indicates that there is a significant 
and positive relationship between dependent and 
independent variable. Another point that ought to be 
demonstrated is the high clarification force of the 
model for all large cap portfolios in market. F-statistics 
tells about the goodness of fit of the model. Prob 
(F-statistics) is 0.000000 meaning that less than 5% 
which is significant. And significance value of Prob 
(F-statistics) means that RM,t can influence our 
dependent variable which is RL. The coefficient of 
determination is 21.4% for large cap portfolios in the 
period. Although the coefficient of determination of 
small cap portfolios is less than that of large cap 
portfolio, the explanation power of the market proxy is 
high in portfolios and it is changing between 1.1%- 
21.4%. Adjusted R-square can explain the impact of 
explanatory variables on dependent variable (RL). The 
value of Adjusted R-square is 0.207516 which means 
that the explanatory variable can explain the 
dependent variable (RL) by 20.7% which means that 
the model is not nicely predict. It means that 20.7% 
variation in dependent variable with the help of 
independent variables and remaining variation is due 
to other factors. The approximation of constraints and 
abstraction of error terms empowers to create the time 
series of portfolio-specific and precise returns for small 
and large cap portfolios in market. 
 
CONCLUSION 
 
This exploration is aimed at answering three 
questions: 
 
(a) To investigate the large cap’ returns lead the small 
cap returns.  
(b) To explore the small cap’ returns lead the large cap 
returns.  
(c) To identify either the difference exists between 
returns of large and small firms or not.  
 
The purpose of this research is to find out whether the 
lead-lag structure, perceived in the stock market. The 
proof from first test shows that there are significant 
lead-slack relations between little top portfolios and 
extensive top portfolios in specified time period. The 
discoveries of this exploration are predictable with the 
past discoveries of Lo and MacKinlay (1990a) for the 
US stock exchange in which the huge top portfolio 
returns lead little top portfolio returns, yet not the other 
way around. 
 
At the first phase of the examination, study examined 
the general lead-lag relation of small and large cap 
portfolios and got the confirmation of the large cap 
portfolio returns lead small cap portfolio returns yet 

not the other way around. As a consequence of second 
test, we got the confirmation that the market-wide 
information is the fundamental wellspring of 
autocorrelation structure in the Karachi stock market. 
Both one-day lagged methodical return of large cap 
portfolios and the market proxy returns have 
statistically significant impacts on small cap portfolio 
returns. These fallouts bolster the proof of the 
transmission of information hypothesis as a 
clarification of autocorrelation structure. 
  
An inclusive exploration of the Karachi stock market 
illustrates a significant lead-lag assosiation among the 
small and large cap portfolios. It is found that an 
especially significant and positive effect of lagged 
large cap portfolio return on small cap stock return but 
not vice versa. The experimental indication of large 
cap portfolios lead small cap portfolios in Karachi 
stock market is reliable with the previous evidence of 
the lead-lag relation in the other stock markets. The 
realistic conclusions from stock market sustenance the 
suggestion of lead-lag relation among small and large 
cap portfolios. Though small cap portfolio also leads 
large cap portfolio, the direction of the relation is 
negative which specifies a contrarian effect and its 
significance is weak. So it can be said that the large cap 
portfolio leads small cap portfolio in the stock market. 
By disintegrating aggregate returns of the small (large) 
cap portfolios into the systematic and portfolio-specific 
parts and approximating the impacts of each of these 
returns on the large (small) cap portfolio returns we 
can get some valuable information which can help to 
understand the source of the significant effect of the 
one-day lagged large cap portfolio returns on small cap 
portfolio returns. 
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