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ABSTRACT 

This research intends to identify structural weaknesses in the Karachi Stock Exchange 

100 Index (KSE 100 Index).  The present methodology of KSE 100 Index and its return 

is compared against other widely used methodologies like Price Weighted Index and 

Equal Weighted Index. Data analysis of KSE 100 Index companies used in these indices 

indicates inflated returns through presently used market capitalization method. This 

inherent flaw of inflated results is magnified due to concentration of market capitalization 

of Index into few stocks and limited sectors of economy. The market capitalization of the 

stocks also impacts the return of the index as indicated by the positive correlation values. 

The relationship between the GDP growth of Pakistan and KSE 100 Index is not as 

strong as witnessed in major global indices. Index is not representing the economy 

sectors according to their percentage in GDP.  

Thus, the analysis of KSE 100 Index reveals serious structural flaws in true return of the 

companies in the Index and it is unable to represent the economy. These conclusions pose 

a serious threat to the use of KSE 100 Index as a benchmark for market return in Capital 

Asset Pricing Model (CAPM) in fair value calculation of Pakistani Stocks. This also 

creates doubt about the forecasting ability of KSE 100 Index about the GDP growth rate 

of Pakistan. 
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EXECUTIVE SUMMARY 

Stock Exchanges play an important role in a vibrant economy. In Pakistan, its flag ship 

stock exchange i.e. Karachi Stock Exchange (KSE) demonstrated a phenomenal growth 

during the period of 2002-2008. Foreign Investors and International Rating Agencies 

showed deep interest in this emerging market.  

During this growth phase, there have been occasions where Karachi Stock Exchange 100 

Index (KSE 100 Index) declined substantially without any justifiable economic reasons. 

These bubbles and bursts have created an alarming situation in the investors and 

regulatory authorities about the return generated by the KSE 100 Index.  

Although, the inquires of these bubbles focused on the market players and the regulations 

governing the trade in Karachi Stock Exchange, no one focused on the structure and 

methodology of KSE 100 Index itself. This research is conducted to determine if KSE 

100 Index is a true indicator of the performance of the companies listed at Karachi Stock 

Exchange.  

The methodologies of index development in the world are discussed in detail to 

determine the costs and benefits of each method. KSE 100 Index is constructed according 

to the three most widely used methods i.e. Market Capitalization Method (currently used 

by KSE), Price Weighted Method and Equal Weighted Method. The data for index is 

actual data for the period of January 1st- April 18th, 2008. The returns of these different 

methodologies are briefly analyzed and it is concluded that KSE 100 Index is dominated 

by few stocks and sectors of economy and results in an inflated return as compared to 

other two methods. Also, KSE 100 Index is tested as an indicator of the economy (GDP) 
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of Pakistan. These tests also indicated that KSE 100 Index is not representing the 

economy and companies in the index as efficiently as required.  

This research opens room for discussion on the role of KSE 100 Index as true indicator of 

economy in general and Karachi Stock Exchange in specific. Although, the regulations 

governing the KSE 100 Index are not part of this research, but this study raises serious 

concern about the domination of few large capitalization stocks on the over all index. 

This research does not conclude with the findings of this study, rather it is a starting point 

for in depth analysis of the KSE 100 Index and necessary actions required to improve the 

role of KSE 100 Index.  
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1.Economic Outlook of Pakistan 
This chapter gives an overview about the economic conditions of Pakistan. Economic and 

Political factors are important in the performance of the stock markets in the country. 

Thus, for the success of any stock market, these two factors should play a supportive role, 

apart from the regulatory framework. 

1.1 The Upside 
The economic outlook of the economy is considered strong1. The long term growth 

potential is based on two factors i.e. Higher Overseas Remittances and Public Sector 

Investment. 

The overseas remittances are at the peak2 in the history of country. The current Budget 

2008-09 has continued3 the policy of investment in the public sector. These factors 

indicate that long term growth rate of the economy, based on the fundamentals, can be 

estimated as 6 percent for next year as well. GDP growth rate is well above the trend in 

the past five year’s period i.e. 2003-2007. This has been the strongest period for the 

economy in nearly two decades. The government has successfully achieved its export 

target4 of US$19.2 Billion for 2007. 

1.2 The Downside 
The abrupt increase in oil prices from US$68 (2007) up to US$1465 (July 2008) per 

barrel has brought a global wave of food inflation. Countries like Pakistan which do not 

have oil reserves to meet its demand are largely affected by this increase in the prices. 

                                                 
1 Merril Lynch Report, (March, 2008). Pakistan Stock Market. [Online] Available from :< 
http://www.pakboi.gov.pk/eletter/News & Reports/Pakistan 20Stock Market_10709263.pdf> [Accessed on 
10th June, 2008]. 
2 Business Recorder, (17th July, 2008). [Online] Available from :< http://www.brecorder.com> [Accessed 
on 22nd July, 2008]. 
3 Naveed Qamar, Finance Minister 2008, (Budget Speech 2008-09). [Online] Available from :< 
http://www.brecorder.com>[Accessed on 28th July, 2008]. 
4Business Recorder, (July  2008). [Online] Available from: 
<http://www.brecorder.com/index.php?id=774170&currPageNo=1&query=&search=&term=&supDate=> 
[Accessed on 22nd July, 2008]. 
5 Bloomberg, (July, 2008). [Online] Available from :< http://www.bloomberg.com> [Accessed on 22nd 
July, 2008]. 
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State Bank of Pakistan has tightened its monetary policy by raising the discount rate to 

126 percent after deterioration in the value of Rupee. In Short run, tight monetary policy 

is expected to continue. The foreign reserves of the country have depleted in 2008 and 

now stand at US$ 11.284 Billion7. The coalition government is trying its best to improve 

the economic conditions, but difference in opinion among the major parties over different 

issues is delaying the process of economic revitalization. These problems have resulted in 

the depreciation of the value of Ruppee to 8Rs71/US$1(July 2008) from Rs.62/US$1 

(December 2007).  The current account deficit9 in 2008 is at 8.75 percent of the GDP and 

stands at US$ 14 billion which is highest in the history of the country. 

1.3 Conclusion 
Keeping in view, the upside and the downside of the Pakistan economy, it is now 

dependant upon the economic managers of the country and the political leadership to 

tackle the downside risks and take benefits of the upside potential. If they are able to 

manage these medium term critical issues, Pakistan will be on the track of a long term 

success. 

                                                 
6 Economic Data, (2008). State Bank of Pakistan. [Online] Available from: 
<http://www.sbp.gov.pk>[Accessed on 22nd July, 2008].  
7 ibid 
8 Business Recorder, (July 2008). [Online] Available from: <http;//www.brecorder.com>[Accessed 18th 
July, 2008] 
9 Business Recorder, (July,2008). [Online] Available from: 
<http://www.brecorder.com/index.php?id=774170&currPageNo=1&query=&search=&term=&supDate=>[
Accessed 18th July,2008] 
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2  Stock Markets 
This chapter covers the stock markets and its role in the economy. The historical 

evolution of the stock markets in the world is presented in this section. The institutional 

role of stock exchanges in the stock markets is also discussed. Although the terms Stock 

Market and Stock Exchanges are used interchangeably in the literature, but a clear 

difference can be observed due to the specific and narrow role of stock exchange as 

compared to broader scope of stock markets. The size of the financial markets in the 

world and size of different stock exchanges in the world is stated to present a glimpse of 

the importance of stock markets and exchanges in the world. The detail analysis of the 

trends and shifts taking place in the stock markets is not done in this research as its is not 

the scope of the study, but a brief idea is introduced about this shift. 

2.1 History  
The Muslim and Jewish Merchants10 had developed many methods of credit and payment 

in 11th Century. They set up different forms of trade association under Islamic modes of 

finance. In 12th Century, French were managing and regulating the Agricultural sectors 

debts. Agents called Courratiers De Change acted on behalf of banks in dealings with the 

agricultural communities. These people can be called as the pioneer of brokerage 

industry. In 13th Century, commodity traders in Bruges (presently a city of Belgium) used 

to gather inside the house of Van der Beurse and they were called “Brugse Beurse” in 

1309. This led to institutionalization of the informal meetings of different traders in the 

world. This idea spread out quickly to neighboring cities and countries. In mid 13th 

Century, government securities were traded by Venetican bankers. In 14th Century 

Bankers in Pisa, Verona, Genoa and Florence also traded in government securities. The 

Dutch were first to start the joint stock companies which allowed shareholders to invest 

in business ventures and share the returns. The Amesterdam Stock Exchange is said to be 

                                                 
10 Fernand Braudel, (1993). A History of Civilizations, translated by Richard Mayne. Published by New 
York: Penguin Books. [Online] Available from <http://www.heavens-
above.com/financialinfo/stock/History_of_Stock_Markets.html>[Accessed on 30th July,2008] 
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the first stock exchange11 to introduce continuous trade in 17th Century. The Dutch East 

India Company issued the first shares on Amsterdam Stock Exchange in 1602. The Dutch 

were pioneers in the stock exchange trading as noted by Murray Sayle as following 

“The Dutch pioneered short selling, option trading, debt-equity swaps, merchant 

banking, unit trusts and other speculative instruments, much as we know them.”  

There are now stock markets in virtually every developed and most developing 

economies, with the world's biggest markets being in the United States, Canada, China 

(Hong Kong), India, UK, Germany, France and Japan. 

2.2 Size of Financial Markets in World 
The financial markets in world are dispersed geographically yet connected electronically 

either directly or indirectly. It is very difficult to exactly calculate the worth of financial 

markets and trading volume, but an estimate will give a glimpse of its enormous size. The 

size12 of the worldwide bond market is estimated at $45 trillion. The size of the stock 

market is estimated at about $51 trillion. The world derivatives market has been 

estimated at about $480 trillion face or nominal value, 30 times the size of the U.S. 

economy and 12 times the size of the entire world economy.  

The largest13 stock exchanges in the world by domestic market capitalization in 2007 and 

2006 (USD billion) are given in the Figure 2-A.The world largest stock exchange is New 

York Stock Exchange with a market capitalization of US Dollar15651 Billion in 2007.  

                                                 
11 Murray Sayle (2001), Japan Goes Dutch, London Review of Books, Edition XXIII.7, April 5, 2001. 
12 Financial Markets. [Online] Wikipedia. Available 
from:<www.wikipedia.org/financial_markets>[Accessed on 20th March,2008]. 
13 World Federation of Stock Exchange, (2007). Annual Report and Statistics 2007. 

http://en.wikipedia.org/wiki/Short_%28finance%29
http://en.wikipedia.org/wiki/Options_strategies
http://en.wikipedia.org/wiki/Merchant_bank
http://en.wikipedia.org/wiki/Merchant_bank
http://en.wikipedia.org/wiki/Trust_law
http://en.wikipedia.org/wiki/Speculation
http://en.wikipedia.org/wiki/United_States
http://en.wikipedia.org/wiki/Canada
http://en.wikipedia.org/wiki/Hongkong
http://en.wikipedia.org/wiki/India
http://en.wikipedia.org/wiki/UK
http://en.wikipedia.org/wiki/Germany
http://en.wikipedia.org/wiki/France
http://en.wikipedia.org/wiki/Japan
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Figure 2-A Ranking of Stock Markets in World 

 

2.3 Stock Markets 
“Stock market14 is a private or public market for the trading of company stock and 

derivatives of company stock at an agreed price; these are securities listed on a stock 

exchange as well as those only traded privately.” 

The term "stock market" refers to the market that enables the trading of company stocks 

collective shares, other Security finance securities, and Derivative finance derivatives. 

Bonds are still traditionally traded in an informal over-the-counter market known as the 

bond market. Commodities are traded in commodities markets, and derivatives are traded 

in a variety of markets but, like bonds, mostly in over-the-counter. 

2.4 Function and Purpose of Stock Markets 
The functions of stock market are summarized by Attiya (2002)15 as following  

“The various important functions of stock exchange include provisions for liquidity of 

capital and continuous market for securities from the point of view of investors. From the 

point of view of economy in general, a healthy stock market has been considered 

                                                 
14 Stock Exchanges. [Online] wikipedia. Available from: <www.wikipedia.org/stock_exchanges>[Accessed 
on 3rd July, 2008]. 
15 Attiya Y.Javid (2002).Alternative Capital Asset Pricing Models: A Review of Theory and Evidence 
.PIDE working paper series, Pakistan Institute of Development Economics, Islamabad, p-1. 
 

http://en.wikipedia.org/wiki/Market_system
http://en.wikipedia.org/wiki/Trade
http://en.wikipedia.org/wiki/Corporation
http://en.wikipedia.org/wiki/Stock
http://en.wikipedia.org/wiki/Derivative_%28finance%29
http://en.wikipedia.org/wiki/Security_%28finance%29
http://en.wikipedia.org/wiki/Stock_exchange
http://en.wikipedia.org/wiki/Stock_exchange
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indispensable for economic growth and is expected to contribute to improvement in 

productivity. More specifically, the indices of stock market operations such as 

capitalization, liquidity, asset pricing and turn over help to access whether the national 

economy is proceeding on sound lines or not. In addition to free and fair-trading the 

stock market can assure and retain a healthy market participation of investors besides 

improving national economy.”(Attiya, 2002, p.1). 

2.4.1 Raising Capital for Business 

The Stock Exchange provides companies with the facility to raise capital for expansion 

through selling shares to the investing public. 

2.4.2 Mobilizing Savings for Investment 

When people draw their savings and invest in shares, it leads to a more rational allocation 

of resources because funds, which could have been consumed, or kept in idle deposits 

with banks, are mobilized and redirected to promote business activity with benefits for 

several economic sectors such as agriculture, commerce and industry, resulting in a 

stronger economic growth and higher productivity levels and firms. 

2.4.3 Facilitating Company Growth 

Companies view acquisitions as an opportunity to expand product lines, increase 

distribution channels, hedge against volatility, increase its market share, or acquire other 

necessary business assets. A takeover bid or a merger agreement through the stock 

market is one of the simplest and most common ways for a company to grow by 

acquisition or fusion. 

2.4.4 Redistribution of Wealth 

Stocks exchanges do not exist to redistribute wealth. However, both casual and 

professional stock investors, through dividends and stock price increases that may result 

in capital gains, will share in the wealth of profitable businesses. 
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2.4.5 Corporate Governance 

By having a wide and varied scope of owners, companies generally tend to improve on 

their management standards and efficiency in order to satisfy the demands of these 

shareholders and the more stringent rules for public corporations imposed by public stock 

exchanges and the government. Consequently, it is alleged that public companies 

(companies that are owned by shareholders who are members of the general public and 

trade shares on public exchanges) tend to have better management records than privately-

held companies (those companies where shares are not publicly traded, often owned by 

the company founders and/or their families and heirs, or otherwise by a small group of 

investors).  

2.4.6 Creating Investment Opportunities for Small Investors 

As opposed to other businesses that require huge capital outlay, investing in shares is 

open to both the large and small stock investors because a person buys the number of 

shares they can afford. Therefore the Stock Exchange provides the opportunity for small 

investors to own shares of the same companies as large investors. 

2.4.7 Government Capital-Raising for Development Projects 

Governments at various levels may decide to borrow money in order to finance 

infrastructure projects such as sewage and water treatment works or housing estates by 

selling another category of securities known as bonds. These bonds can be raised through 

the Stock Exchange whereby members of the public buy them, thus loaning money to the 

government. The issuance of such bonds can obviate the need to directly tax the citizens 

in order to finance development, although by securing such bonds with the full faith and 

credit of the government instead of with collateral, the result is that the government must 

tax the citizens or otherwise raise additional funds to make any regular coupon payments 

and refund the principal when the bonds mature. 
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2.4.8 Barometer of the Economy 

At the stock exchange, share prices rise and fall depending, largely, on market forces. 

Share prices tend to rise or remain stable when companies and the economy in general 

show signs of stability and growth. An economic recession, depression, or financial crisis 

could eventually lead to a stock market crash. Therefore the movement of share prices 

and in general of the stock indexes can be an indicator of the general trend in the 

economy. Share prices also affect the wealth of households and their consumption. 

Therefore, central banks tend to keep an eye on the control and behavior of the stock 

market and, in general, on the smooth operation of financial system functions. Financial 

stability is the raison d'être of central banks. 

2.4.9 Liquidity in Investments 

The liquidity provided by the stock exchanges to investors gives them the ability to 

quickly and easily sell securities. This is an attractive feature of investing in stocks, 

compared to other less liquid investments such as real estate. By attracting number of 

traders, a stock exchange helps them to settle their trades at a better price with fewer 

costs compared to trades between two parties in isolation. 

2.5 Stock Exchanges  
The stocks are listed and traded on stock exchanges which are entities a corporation or 

mutual organization specialized in the business of bringing buyers and sellers of stocks 

and securities together.  

Actual trades are based on an auction market paradigm where a potential buyer bids a 

specific price for a stock and a potential seller asks a specific price for the stock. When 

the bid and ask prices match, a sale takes place on a first come first served basis if there 

are multiple bidders or askers at a given price. 

In different countries and regions, there may be more than one stock exchange. The 

United States stock markets include the New York Stock Exchange (NYSE), The 

NASDAQ and The America Stock Exchange (AMEX) as well as different regional stock 

http://en.wikipedia.org/wiki/Central_bank
http://en.wikipedia.org/wiki/Financial_system
http://en.wikipedia.org/wiki/Raison_d%27%C3%AAtre
http://en.wikipedia.org/wiki/Real_estate
http://en.wikipedia.org/wiki/Auction
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exchanges like OTC Bulletin Board (OTCBB). European stock exchanges include The 

Paris Bourse, The London Stock Exchange and The Deutsche Bourse, to name a few. 

2.5.1 Stock Exchanges Mechanisms 

The detailed analysis of the mechanism of the stock exchange is not in the scope of this 

research, therefore only a brief overview is given. 

 As these markets work on bidding process, the only major difference in this process is of 

the virtual or physical presence of the trader. 

Some exchanges are physical locations where transactions are carried out on a trading 

floor, by a method known as open outcry. This type of auction is used in stock exchanges 

and commodity exchanges where traders may enter "verbal" bids and offers 

simultaneously. The other type of exchange is a virtual kind, composed of a network of 

computers where trades are made electronically via traders. 

The New York Stock Exchange is a physical exchange, also referred to as a listed 

exchange only stocks listed with the exchange may be traded. Orders enter by way of 

exchange members and flow down to a specialist, who goes to the floor trading post to 

trade stock. The specialist's job is to match buy and sell orders using open outcry.  

The NASDAQ is a virtual listed exchange, where all of the trading is done over a 

computer network. The process is similar to the New York Stock Exchange. However, 

buyers and sellers are electronically matched. One or more NASDAQ market makers will 

always provide a bid and ask price at which they will always purchase or sell 'their' stock. 

The Paris Bourse, now part of Euronext, is an order-driven, electronic stock exchange. It 

was automated in the late 1980s. Prior to the 1980s, it consisted of an open outcry 

exchange. Stockbrokers met on the trading floor or the Palais Brongniart. In 1986, the 

CATS trading system was introduced, and the order matching process was fully 

automated. 

2.5.2 Trends in the Stock Exchange Trading 

In past, Stock Exchanges enjoyed a major role in the trading of the securities. The 

brokerage houses and securities firms were not large enough to conduct trade on their 

own. The exchanges were actively used as a medium to transact large blocks of securities 

http://en.wikipedia.org/wiki/Open_outcry
http://en.wikipedia.org/wiki/Commodity_exchange
http://en.wikipedia.org/wiki/New_York_Stock_Exchange
http://en.wikipedia.org/wiki/New_York_Stock_Exchange
http://en.wikipedia.org/wiki/NASDAQ
http://en.wikipedia.org/wiki/Market_maker
http://en.wikipedia.org/wiki/Paris_Bourse
http://en.wikipedia.org/wiki/Euronext
http://en.wikipedia.org/wiki/Stockbrokers
http://en.wikipedia.org/wiki/CATS_%28trading_system%29
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between the institutional investors. With the growth in the financial market and 

consolidation of the institutions, there is a change in the trading pattern. Now securities 

firms like UBS AG, Goldman Sachs Group Inc. and Credit Suisse Group have taken 1216 

percent of the United States Security trades away from these exchanges to their own 

internal systems. This share is expected to increase up to 18 percent by 2010. This trend 

is increasing as these firms have access to the computer technology which links the prices 

to the actual stock exchanges. This helps them to gain a share of the US$ 11 Billion paid 

by the investors to the stock exchanges in form of trading commissions. Also it is helpful 

in keeping the identity of the traders anonymous from the regulatory authorities. 

                                                 
16 Aite Group, United States. [Online] wikipedia. Available from: <http://www.wikipedia.org>[Accessed 
on 25 April, 2008]. 
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3 Stock Market Index 
This chapter consists of the main area of this research. The role of stock market index in 

the economy and its importance for portfolio managers is analyzed. Different researchers 

have presented their own ideas in this regard, which are covered in this section. Different 

methodologies of index construction play a dynamic role in the performance and return 

of the index. These methodologies are discussed in detail along with the formulas to 

create index divisor for respective method. A brief cost benefit analysis of each 

methodology is done as well.  

3.1 Literature Review  
“A stock market index is a listing17 of stock and a statistic reflecting the composite value 

of its components. It is used as a tool to represent the characteristics of its component 

stocks, all of which bear some commonality such as trading on the same stock market 

exchange, belonging to the same industry, or having similar market capitalizations. Many 

indices compiled by news or financial services firms are used to benchmark the 

performance of portfolios such as mutual funds.” 

According to the modern portfolio theory, the optimal investment strategy for any 

investor is to hold the market portfolio. An investor can efficiently invest in a market 

portfolio representing its composition through an Index. Ideally a market portfolio will 

hold every type of assets in proportion to its market value. But the range of assets to be 

included in the market portfolio is not clearly specified in the portfolio theory. Thus, a 

market can consist of equity stocks or may range from stocks up to human capital. Roll 

(1977) showed that the market as defined by Capital Asset Pricing Model is not a single 

equity market but an index of all wealth. As it is not possible measure return of all the 

types of assets, (Peirson et al., 1995) argues that true market portfolio is not observable in 

real world. Thus we should approximate the true market portfolio for our convenience. 

Therefore, we should be more emphasizing on bringing our market portfolio closer to the 

                                                 
17 Stock Market Index. [Online] wikipedia. Available from: 
<http://en.wikipedia.org/wiki/Stock_market_index>[Acessed on 25th May,2008]. 
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ideal or true market portfolio. Shanken (1987) and Kandel and Stambaugh (1987) state 

that even stock markets are not the true market portfolios but it is highly correlated with 

the true market portfolio. Ibbotson and Fall (1979) comment that an index consisting of 

major categories of assets still might be unable to reflect the true market portfolio 

because some assets such as human capital are left out. Kochman (1984) states that even 

if market indices are able to serve as proxy for the market portfolio due to their higher 

correlation but it does not mean that they can substitute for each other without some 

drawbacks. Haugen and Baker (1991) indicate that capitalization weighted indices are 

inefficient investments. Even the most comprehensive capitalization weighted indices 

will fall below or in the efficient frontier if the assumptions regarding capitalization 

weighted indices are not true. 

3.2 Indexes and Their Use 
The index of a stock exchange is an indicator which helps many stakeholders including 

investors, analysts, investment firms, government to name a few. These indexes are 

widely used as a benchmark in respective countries for calculation of Rm (Market 

Return) as a basis for fundamental analysis of stocks. Although there is severe criticism 

on the use of single index as market representative or equity market indexes as basis for 

calculating the risk premium, but still indexes are widely used. 
18Recently, these indexes are used to create index funds. These funds mimic the actual 

index and adjust their portfolio to represent the index. This helps them to gain a return 

which is comparable to market return. Since, these funds replicate the index, the fund 

managers’ do not require detailed analysis of the stocks and costs of active management 

are reduced. These indexes help these funds to passively manage the fund. These funds 

have a lower "churn" rate (the turnover of securities which lose fund managers' favor and 

are sold, with the attendant cost of commissions and capital gains taxes). 

                                                 
18 Stock Market Index. [Online] wikipedia. Available from: 
<http://en.wikipedia.org/wiki/Stock_market_index>[Acessed on 25th May,2008]. 
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3.3 Index Types and Methodologies 
19Generally, there are three weighting methods that are used in index calculation: equal 

weighting, value weighting and price weighting. 

3.3.1 Equal Weighted Index 

With an equal weighting approach, an equal dollar amount is invested in each component 

security without any concern to the size of the company.  Suppose there are hundred 

companies in an index, then each company will receive equal representation in the index 

without any concern to its price. This is achieved by investing equal dollar amount in 

every company. 

3.3.1.1 Costs and Benefits 

Equal-weighting a portfolio is one good way to randomize the errors. By equally 

weighting all the stocks, the index takes into account the effect of small and large 

capitalization stocks equally. Thus, in situations where small stocks are performing better 

than large stocks, equal weighted index will show abnormal returns as compared to 

market capitalization indexes. Equal weighted indexes, by giving equal weighting to 

every stock, allow individual stocks to impact the return of the index similarly. Each 

stock has same influence with out any regard for the capitalization of the stock. Equal 

weighted indexes result in higher volume of the stocks as the fund manager has to take 

into account the smaller stocks. This results in higher turnover in small stocks or 

companies which are not considered liquid in the market. It creates a problem for 

institutions as they can use equal weighting on institutional scale.  

Equal weighting indexes reduce the risk involved in the market capitalization indexes 

which allow concentration in few large stocks. But it introduces another risk which is risk 

associated with small illiquid stocks. Wei and Zhang (2006) compared the volatility of 

equal weighted and capitalization weighted indices and conclude that equal weighted 

indices have more volatility due to giving equal weight to less liquid, small stocks with 

                                                 
19 Sheldon Gao, (2002). Dow Jones Indexes The Dow You Should Know. [Online] Dow Jones Index. 
Available from: <http://www.djindexes.com>[Accessed on 23rd April,2008]. 
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higher risks. Equal weighted indexes are also criticized for involving illiquid or risky 

stocks, which are not considered investment grade by market capitalization index based 

investors, with the same weighting as stocks which are considered highly liquid and 

considered worth investment. Thus by comparing stocks equally, it blinds the investor 

from the actual potential of the stock itself. 

3.3.2 Priced Weighted Indexes 

20In a price-weighted index, stocks with a higher price receive a larger weighting in the 

computations.  Price-weighted indexes do not consider dividends paid by the stocks. The 

companies contained in these indexes change infrequently. Changes only occur as a result 

of special events like liquidations and mergers. Dow Jones Industrial Average (DJIA) is a 

prime example of price weighted index.  The Index value is the average of the prices of 

the stocks contained in the index. 

3.3.2.1 Index Divisor 

The index divisor is a computed number that keeps the index unchanged in the event of 

certain occurrences (e.g., dropping one company from the index and adding another 

company, mergers and stock splits). 

 (The methodology of Index Divisor change in explained in the Appendix under Change 

in Index Divisor for Price Weighted Method). 

 
The index divisor in price weighted index is calculated21 as  

 
Where n is the number of assets in the index and Pit is the price of the asset i at the time 

index is computed. 

                                                 
20 Robert W. Kolb and James A. Overdahl. [Online] Understanding Futures Markets. 6th Edition, Chapter 
9: Security Futures Products Introduction. Available from: 
<http://www.blackwellpublishing.com/ufm/>[Accessed on 30th March, 2008]. 
21 Neol, Goltz, Veronique, (2006). Assessing Quality of Stock Market Indices: Requirements for Asset 
Allocation and Performance. EDHEC Risk & Asset Management Research Centre, September 2006. 
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3.3.2.2 Costs and Benefits 

Price weighted indices are calculated by arithmetically averaging the prices of the stocks 

that are included in the index. This oldest method to calculate the index as it is very 

simple and easy to calculate. It is also easy to interpret as compared to the market 

capitalization or fundamentally weighted index. The major drawback with this type of 

indexation is that it is dependant upon the unitary value of the stock i.e. price of the stock. 

A high price stock will have higher weight in the index as compared to a low priced 

stock. Its return is also dependant upon the movement of high priced stocks than the low 

priced stocks. It does not take into account the trading volume and market capitalization 

of the respective stock. The most well known price-weighted index, and the first one, is 

the Dow Jones Industrial Average (DJIA). The Nikkei index in Japan is another example 

of this type of index.  

The DJIA is computed by adding the share prices of the 30 stocks comprising the index 

and dividing by the DJIA divisor. The divisor is used to adjust for stock splits, mergers, 

stock dividends, and changes in the stocks included in the index.  

3.3.3 Market Capitalization Index 

The Market Capitalization indices are widely used in the world. Each of the stocks in 

these indexes has a different weight in the calculation of the index. The weight is 

proportional to the total market value of the stock (the price per share times the number 

of shares outstanding).  

Each stock in the index gets the weight according to its market capitalization. The higher 

market capitalization stocks get higher weight in the index. S&P 500 Index and KSE 100 

Index are an example of Market Capitalization Indices. 

3.3.3.1 Index Divisor 

The market capitalization index is calculated through following formula 
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Where Io is the value chose for the index at a reference date 

(The methodology of Market Capitalization Index is given in Appendix under Calculation 

of S&P 500 Index). 

3.3.3.2 Costs and Benefits 

The market capitalization method is widely used for calculating the indices in the major 

stock exchanges in the world. Scheonfeld (2002) stated that market capitalization 

weighting is pre requisite for a good index. But it also accompanies certain drawbacks 

which opens room for other indexation methods such as fundamental indexation. The 

large capitalization stocks in the index overshadow the index.22 The 10 largest stocks in 

the S&P 500 accounted for 22 percent of its market value. The 50 largest stocks 

accounted for more than 50 percent. A single mega stock such as General Electric Co. or 

Microsoft Corp. carries more weight than hundreds of smaller stocks in the index. 

Strongin, Petsch and Sharenow (2000) concluded that due to heavy weighting of the large 

capitalization stocks, S&P 500 actually consists of 86 stocks and Russell 1000 consists of 

118 stocks only. 

The second draw back of the capitalization weighted indices is that it highlights23 the 

return of a large capitalization stock and overshadows the return of the small 

capitalization stock. This creates a drag on the return of the index as the majority of the 

stocks are going down but a single stock with huge capitalization results in the overall 

positive return for the index. 

It also has advantages for the investors. Equal weighted indices require restructuring if 

the price changes in the stocks are not similar. 24 Market cap weighted indexes are by far 

the most efficient way to invest in terms of taxes and trading fees. The changes in stock 

prices in the underlying index do not result in changes to the fund's composition. If a 

                                                 
22 Scott Burns, (2004). [Online] Dallas News. Available from: 
<http://www.dallasnews.com/sharedcontent/dws/bus/scottburns/columns/2004/stories/112804dnbusburns2.
9a325232.html>[Accessed on 20th June,2008]. 
23  Robert D.Arnot. Pacific Investment Management Company. [Online] Interview: Available from <. 
http://www.pimco.com/LeftNav/Product+Focus/2005/Arnott+Fundamental+Indexing+Interview.htm>[Acc
essed on 23rd June,2008]. 
24 Rob Arnot. [Online] Seeking Aplha. Available from: <http://seekingalpha.com/article/4506-rob-arnott-
discusses-fundamental-indexes-etf-prf> [Accessed 22nd June,2008]. 
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stock rises, its weighting in the index rises as well and vice versa. This results in lower 

turnover which reduces the commissions and transaction costs for the investors. 



 
 

 18

4 Stock Exchanges in Pakistan 
This chapter gives an overview of the stock exchange in Pakistan. The most vibrant stock 

exchange of Pakistan i.e. Karachi Stock Exchange and its indices are discussed in detail. 

The performance of Karachi Stock Exchange in 2002-2007 period is analyzed. Main 

focus is on the performance and upsurge of the KSE 100 Index. The regulations of the 

stock exchange are not discussed as it expands the research scope beyond effective 

control, but a brief review of the stock inclusion criteria and index recomposition 

regulations is given in this section. 

 

In Pakistan, there are three stock exchanges which are  

1. Karachi Stock Exchange 

2. Lahore Stock Exchange 

3. Islamabad Stock Exchange 

The Karachi Stock Exchange (KSE) came into existence25 on September 18, 1948. Later 

on, two other stock exchanges were established in Lahore and Islamabad in 1970 and 

1992 respectively. The KSE remains the main centre of activity where 75 to 80 percent of 

current trading takes place. 

4.1 Karachi Stock Exchange 
The largest and most vibrant stock exchange which is widely used as the prime source of 

comparison for Pakistan is Karachi Stock Exchange. Its main index is KSE 100 Index. 

It gained momentum in 1960 and made significant progress in listings and capitalization. 

However it lost momentum in 1970 due to political unrest and then nationalization 

polices adopted by the government. The policy of greater reliance on private enterprise 

restored the market sentiment in 1980s. The market, however actually regained its 

momentum in early 1990 when it was opened to international investors.  

                                                 
25 Attiya Y.Javid, (2007).Stock Market Reaction to Catastrophic Shocks; Evidence from Listed Pakistani 
Firms. PIDE working papers: 2007:37.  
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The Karachi Stock Exchange26 is maintaining three indices, which are in place i.e. KSE 

100 Index, KSE 30 Index and KSE All Share Index. Both the KSE 100 Index and KSE 

All Share Index are market capitalization-based indices. The KSE 30 Index is a new 

index which is based on the free float of market capitalization of the largest companies in 

the market. 

4.1.1 Performance of Karachi Stock Exchange 

Table 4-A summarizes the performance27 of Karachi Stock Exchange during 2003-2007. 

It is clearly visible that the market capitalization of the exchange companies has doubled 

in this period. The new company listings are increasing while the new debt instrument 

listing has decreased over the period. This indicates lack of focus of the exchange on the 

debt securities. Although the value of Average daily volume has increased over the years, 

but the volume itself has decreased. The number of listed companies have not increased, 

which is indicator of less penetration and representation of stock exchange in the 

economy.  

Table 4-A Performance of Karachi Stock Exchange 2002-2007 

(All values are in Pakistan Ruppee [Million] for Listed Capital and Value of Daily 
Turnover, other values are absolute values stated as original) 

 2003 2004 2005 2006 2007 
Total No. of Listed Companies 701 661 661 652 654 

Total Listed Capital  313,267.23 405,646.32 470,427.47 518,882.66 671,269.47 
Total Market Capitalization  951,446.50 1,723,454.36 2,746,558.97 2,771,113.94 4,329,909.79

KSE-100 Index 4471.6 6218.4 9556.61 10040.5 14075.83 
KSE-30 Index - - - 12521.54 16717.1 

KSE All Share Index 2833.1 4104.86 6444.64 6770.06 9956.76 
New Companies Listed  6 17 19 9 14 

Listed Capital of New Companies 4,562.60 66,837.00 30,090.30 14,789.80 57,239.90 
New Debt Instruments Listed  6 5 8 3 3 

Listed Capital of New Debt Instrument  2,749.00 4,775.00 10,900.00 3,400.00 6,500.00 
Average Daily Turnover (Regular) 309.21 343.7 365.64 260.69 268.23 
Average Value of Daily Turnover  15,686.23 17,408.96 33,583.29 31,610.71 25,262.97 
Average Daily Turnover (Future) 54.06 69.64 117.16 82.68 61.69 
Average Value of Daily Turnover  3,906.69 4,914.25 15,461.42 13,587.63 9,077.61 

                                                 
26 Karachi Stock Exchange Fact Book. [Online] Available from: <www.kse.com.pk> [Accessed on 15th 
May,2008]. 
27Karachi Stock Exchange (2008), [Table] Newsletter of Karachi Stock Exchange for Second Quarter of 
2008. 
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4.2 KSE 100 Index 
The KSE-100 Index was introduced in November 1999 with base value of 1,000 points. 

The Index comprises of 100 companies selected on the basis of sector representation and 

highest market capitalization, which captures over 80% of the total market capitalization 

of the companies listed on the Exchange. Out of the following 35 Sectors, 34 companies 

are selected i.e. one company from each sector (excluding Open-End Mutual Fund 

Sector) on the basis of the largest market capitalization and the remaining 66 companies 

are selected on the basis of largest market capitalization in descending order. 

4.2.1 Performance of KSE 100 Index 

Figure 4-B indicates the growth of KSE 100 index since 1996. It has grown from under 

1000 points to over 15000 points in just 12 years while major growth28 is achieved over 

last five years period i.e.2002-2007. 

Figure 4-A Growth of KSE 100 Index 1996-2007 

 

                                                 
28 Merril & Lynch, (2008).Karachi Stock Exchange, March 2008. Available from: 
<http://www.finance.gov.pk>. 
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The Karachi Stock Exchange 100 Index performance in 2007 was outstanding. As 

indicated by Figure 4-C, KSE 100 Index showed 40 percent29 increase in size as 

compared to S&P 500 (4 percent) and NASDAQ (9 percent).  

Figure 4-B Regional Index Performance 2007 

 
 

The historic return comparison30 of KSE 100 Index and Morgan Stanley Composite 

Index for Emerging Markets in Asia (MSCI-EM-Asia) is shown in Figure 4-D. It can be 

easily interpreted that during the period June 1996- June 2008, KSE 100 Index has 

performed better than the MSCI-EM-Asia. Especially in the period of June 2002-June 

2007, it has surpassed the MSCI-EM-Asia consecutively for five years. 

The Figure 4-E shows the performance of Asian Emerging Markets in 2008 up till June 

2008. The global food inflation has impacted these countries as well. The Pakistan stock 

market stands at fifth position out of the nine countries. The political uncertainty due to 

General Elections 2008 and weak economic indicators are major cause of this downfall. 

On 5th August 2008, KSE 100 Index stands at 1004231 points level which shows a 

decrease of 35 percent from its life high of 15676 on April 18th, 2008. Thus Pakistan has 

                                                 
29 BMA Capital, (2008). Pakistan Outlook 2008. 
30 Karachi Stock Exchange (2008), [Graph] Newsletter of Karachi Stock Exchange for Second Quarter of 
2008.  
31 Karachi Stock Exchange, (4th August, 2008). 
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shown a better performance than countries like China and Philippines which are 

politically stable than Pakistan. 

 

Figure 4-C Annual Return KSE 100 Index Vs MSCI EM Asia 

 
 

Figure 4-D Performance of Asian Emerging Markets in 2008 
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4.3 KSE 30 Index 
KSE-30 Index is calculated using the “Free-Float Market Capitalization” methodology. 

In accordance with methodology, the level of index at any point in time reflects the free-

float market value of 30 companies in relation to the base period. The free-float 

methodology refers to an index construction methodology that takes into account only the 

market capitalization of free-float shares of a company for the purpose of index 

calculation. 

Globally32, the Free-float Methodology of index construction is considered to be an 

industry best practice and all major index providers like MSCI, FTSE, S&P, STOXX and 

SENSEX have adopted the same. Morgan Stanley Composite Indices (MSCI), a leading 

global index provider, shifted all its indices to the Free-float Methodology in 2002. 

Under a Full-Market Capitalization Methodology, companies with large market 

capitalization and low free-float can be included in the Index. However, under the Free-

float Methodology, since only the free-float market capitalization of each company is 

considered for index calculation, it becomes difficult33 to include closely held companies 

in the index while at the same time preventing their undue influence on the index 

movement. 

4.4 List of Sectors in Karachi Stock Exchange 
1 Open-end Mutual Funds  

2 Close-end Mutual Funds 

3 Modarabas 

4 Leasing Companies  

5 Investment Banks/ Investment Companies/Securities Companies 

6 Commercial Banks 

7 Insurance 

8 Textile Spinning  

9 Textile Weaving  
                                                 
32 KSE 30 Index Fact Book. [Online] Available from: <http://www.kse.com.pk>. 
33 KSE 30 Index Fact Book. [Online] Available from: <http://www.kse.com.pk>. 
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10 Textile Composite  

11 Woollen  

12 Synthetic & Rayon  

13 Jute 31 Vanaspati & Allied Industries 

14 Sugar & Allied Industries  

15 Cement  

16 Tobacco  

17 Refinery  

18 Power Generation & Distribution 

19 Oil & Gas Marketing Companies 

20 Oil & Gas Exploration Companies 

21 Engineering 

22 Automobile Assembler 

23 Automobile Parts & Accessories 

24 Cables & Electric Goods 

25 Transport 

26 Technology & Communication 

27 Fertilizer 

28 Pharmaceuticals 

29 Chemical 

30 Paper & Board 

32 Leather & Tanneries 

33 Food & Personal Care Products 

34 Glass & Ceramics 

35 Miscellaneous 
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4.4.1 Stock Selection Rules 

According to the Karachi Stock Exchange Regulations34, the selection criteria for stock 

inclusion in the recomposition of KSE100 Index is given as following  

 

Rule # 1 Largest market capitalization in each of the 34 Karachi Stock Exchange sectors 

excluding Open-end Mutual Fund Sector 

 

Rule # 2 The remaining index places (in this case 66) are taken up by the largest market 

capitalization companies in descending order. 

 

Rule # 3 Company which is on the Defaulters’ Counter and/or its trading is suspended, 

declare Non-Tradable (i.e. NT) in preceding 6 months from the date of recomposition 

shall not be considered in the recomposition of KSE-100 Index. 

A number of the 34 top sector companies may also qualify for inclusion on the basis of 

their market capitalization. In other words, companies may qualify solely under rule 1, 

solely under rule 2, or under both. 

 

All the rules are equally important. It is only important in the screening phase of stocks 

that Rule 1 is applied first and followed by Rule 2 for selecting the companies. 

 

4.4.2 Recomposition of KSE-100 Index 

The recomposition of the KSE 100 index is an on going semi-annual recomposition 

process. It is based on following rules 

• Sector Rules 

• Market Capitalization Rules 

The detail of these rules is given in the appendix under Index Recomposition Rules. 

The regulations for revising the index are under the jurisdiction of the Board of Directors 

and Management of the Stock Exchange.  
                                                 
34 Karachi Stock Exchange General Regulations. [Online] Available from: <www.kse.com.pk>. 
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5 Methodology 
This chapter details the methodology of the research conducted on Karachi Stock 

Exchange. It briefly states the rational for the research and objective which is tried to be 

achieved through this research. The variables which are important in this research and 

impact the performance of index are studied with a focus on their relationship with each 

other and the factors which impact these variables are listed. The tests done to check the 

viability of hypothesis are explained in this section. The data sources section is important 

as it explain the actual source of the figures used in the report and referencing criteria. 

5.1 Rational 
Karachi Stock Exchange 100 Index depicted an abnormal growth of 40 percent in year 

2007. It has increased35 by 895 percent since January 2001. This abnormal growth has 

gained attention of investors as well as researchers. Market premium is abnormally high 

which creates problem in assessing the fair value of the stocks.  

It is a fallacy of Market Capitalization Indices that few stocks receive higher weighting 

than the others and results in an inflated index. Thus, KSE 100 Index also requires an in 

depth analysis to highlight the actual growth and performance of the index. This research 

is an attempt to explore a small part of this area of analysis by targeting the index 

methodology in specific and impact of different stocks on the index return in general. 

5.2 Objective 
The objective of this research is to analyze the KSE 100 Index and its accuracy in 

representation of the returns generated by the companies in the index. This analysis will 

help us in testing the hypothesis of this research, as mentioned under hypothesis heading. 

The methodology of the research is to reconstruct the KSE100 index on Equal weighted 

method and price weighted method. The returns generated by the Equal Weighted and 

Price Weighted Index are compared with the existing Market Capitalization Weighted 

                                                 
35 Merril & Lynch, (2008).Karachi Stock Exchange, March 2008. Available from: 
<http://www.finance.gov.pk>. 
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KSE 100 Index. The difference, if any, in the returns of the Indices built on different 

methods will help in explaining the true nature of the return generated by KSE 100 Index. 

5.3 Problem Statement 
“Karachi Stock Exchange 100 Index results in an inflated return due to the methodology 

adopted in the creation of Index.” 

5.4 Variables 
The dependant variable in this research is the Return of the KSE 100 Index. It is 

dependant upon three other variables i.e. Methodology of Index Calculation, Price of the 

Stocks and Market Capitalization. These variables are shown in the Table 5-A. 

Table 5-A Variables and Types 

VARIABLE TYPE 

Return of KSE 100 Index Dependant 

Methodology of Index Calculation Independent 

Price of Stocks Independent 

Market Capitalization of Stocks Independent 

 

The independent variables such as Price of Stocks and Market Capitalization of Stocks 

are also dependant upon some independent variables. But in this research, we have not 

broken down these variables into further components as it will make the analysis 

complex. But these factors are analyzed in the event study of the returns of the KSE 100 

Index. 

Some of the variables which affect the independent variables of this study are given 

below 

Price of Stocks 

• Dividends and Bonus Expectations 

• Company Fair Value 

• Comparative Position to Industry 

• Industry Attractiveness 
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• Economic conditions of the country 

Market Capitalization of Stocks 

• Price of the Stocks 

• Number of Outstanding Shares 

Methodology of Index Calculation 

• Purpose of Index Creation 

• Benefit of the Methodology 

• Drawbacks of the Methodology 

• International Acceptance of the Methodology 

• Regulation of the Stock Exchange 

• Demand of the Investors 

5.5 Entity Relationship (E-R) Diagram.  
The Entity Relationship (E-R) diagram is shown below in Figure 5-B.  The entities are  

• Return of KSE 100 Index 

• Methodology of Index Calculation 

• Price of Stocks 

• Market Capitalization of Stocks 

The Methodology of Index Calculation can impact the Return of KSE 100 Index more 

than any other independent variable. Therefore it is shown as dominant upon the 

independent variable of return of KSE 100 Index.  
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The symbols used in the E-R Diagram are explained as below 
 

 = The Dependant Variable 
 

 = The Independent Variable 
 

5.6 Hypothesis 
H1 The KSE 100 Index is inflated due to the Market Capitalization rule of 

calculating the Index. 

H2 The KSE 100 Index has more risk associated to it due to its method of 

calculation. 

H3  Large Cap stocks affect the return of the Index. 

H4  KSE 100 Index does not represent the Economy (GDP) of Pakistan. 

5.7 Tests 
This research is primarily focused on the returns generated by KSE 100 Index based on 

the three different Indexation Methodologies. Therefore, it dose not include statistical 

tests to a greater extent.  

 

 

Return of KSE 100 Index 

Price of Stocks Market Capitalization 
of Stocks 

Methodology of Index 
Calculation 

Figure 5-A Entity Relationship Diagram 
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The Indices are built through following methods 

1. Price Weighted Method 

2. Equally Weighted Method 

3. Market Capitalization Method 

Hypothesis 1, H1, is tested by construction of Indices and the returns generated are 

compared with each other to identify if the KSE 100 Index depicts an inflated return. An 

Event study is conducted to identify the factors which impact the performance of each 

type of index. This helped in isolating the factors which are responsible for excessive 

return of the KSE 100 Index through market capitalization method. 

Hypothesis 2, H2 is tested by calculating the variance and standard deviations of the 

returns of the indices. These results are used in calculating the coefficient of variance to 

confirm or reject the H2.  

Hypothesis 3, H3, is tested by calculating the covariance and correlation coefficients 

between the prices of the stocks and the returns generated by the Indices. These results 

were graphed to identify any consistent relationship but it showed a positive and strong 

correlation but not a consistent relationship. The relationship between the market 

capitalization of stocks and the returns generated by different methodologies is plotted 

and its shows a stronger and positive correlation.  
The returns of the indices are checked for consistency of depicting the direction of the 

market by running the regression of the returns with each other. This helped in finding 

out the relationship and dependency of the returns of the Indices. The F-test and T-test 

were used to check the significance of the results of the regression. This test was helpful 

as it highlighted the fact that any method used to construct the index will not hamper the 

direction of the market i.e. it is going up or downward. By changing methodology, we 

will be able to generate a return which is realistic and true depiction of the activity in the 

stocks across the board. 

Hypothesis 4, H4, is tested by dividing it into four parts. The first part is to check the 

correlation between the GDP growth rate and KSE 100 Index return. This correlation 

indicates the reliability of KSE 100 Index as an indicator of the economy. This 

correlation value is then compared with correlation values of different countries. In the 

second part, GDP composition and KSE 100 Index composition by sectors is compared. 
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This gave a clear picture if KSE 100 Index is able to represent the economy as whole or 

not. In the third part, trading volume of stocks and its representation of each stock in the 

total trading volume of KSE 100 Index on one day is calculated. This helped in 

identifying the stocks which have dominant trading volume. This trading volume of each 

stock is correlated to its market capitalization to prove if high market capitalization of a 

stock impacts its trading volume.  In the last part, the market capitalization of each stocks 

and its share in the total market capitalization is calculated. Similarly, Sector wise market 

capitalization is calculated to identify the dominant sectors. All these different parts 

helped in proving the hypothesis. 

5.8 Softwares 
The software used for the data retrieval from the website of Business Recorder was 

Internet Explorer (version 6.0).  The data was manually copied into Microsoft Excel. The 

graphs and tables are generated from Microsoft Excel (version 2003). The report is 

written in Microsoft Word (version 2007). 

5.9 Data Period 
The data is collected over a period of from 1st January, 2008 till 18th April, 2008 which is 

a period of 3.5 months resulting in 76 observations (as 76 working days were there in this 

time period) of the Karachi Stock Exchange 100 Index. The data consists of 100 

companies’ daily prices and market capitalization. The primary data size consists of 

22,800 values excluding the values generated by different tests and index methodologies.  

5.10 Companies 
The 100 companies (list of companies is given in Appendix under Symbols of KSE 100 

Index Companies) were included in the research based upon on their inclusion in the KSE 

100 Index at 1st January 2008. The companies are represented through their symbols 

through out the text. Their detailed names are given in the Appendix under Symbols of 

KSE 100 Index Companies. 
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5.11 Data Sources 
The data regarding the share prices and market capitalization of the companies was 

collected from the website of the Business Recorder. The research reports of different 

brokerage houses and associations are taken from their websites and their references are 

given in the footnotes for respective report. The economic indicator figures such as trade 

balance or the value of Ruppee are taken from the website of Business Recorder and 

cross checked from the economic data section of the website of Karachi Stock Exchange. 

The figures used in the report, which are copied from other reports, are referenced in the 

footnotes accordingly. The data taken from wikipedia website are referred to wikipedia in 

the footnotes. The detailed references from wikipedia are not given in the report. 

The research papers mentioned in the references and bibliography are obtained through 

JSTOR and Google website. The published research papers are quoted with author name 

and date of publication in the text and references are given in the reference section. While 

unpublished articles like interviews and general comments of different authors are 

referred in the footnotes respectively. All the research papers, even if they are not directly 

used in the report, are mentioned in the bibliography. Any source or reference of any 

published work, missing or misrepresented, if reported to the author will be adjusted 

accordingly. Extreme precaution has been exercised to avoid plagiarism, but if someone 

has any issue with copy rights, the author can be contacted for necessary amendments. 
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6 Analysis 
In this section, the KSE 100 Index will be tested for the hypothesis stated in the 

methodology section. Event study is done to analyze the abnormal returns generated by 

the different index methodologies on respective dates and identify the factor responsible 

for this volatility. The four hypothesis as proposed in the methodology section are tested 

in this chapter. Each hypothesis is either proved or rejected on the basis of the analysis 

of the results of the tests for respective hypothesis. 

6.1 Hypothesis 1 

The KSE 100 Index is Inflated due to the Market Capitalization rule of 

calculating the Index. (Hypothesis is accepted) 
The Hypothesis 1, H1, Hypothesis 1, H1, is tested by construction of Indices on the three 

different methods i.e. Market Capitalization Method, Equal Weighted Method and Price 

Weighted Method and the returns generated are compared with each other to identify if 

the KSE 100 Index depicts an inflated return. An Event study is conducted to identify the 

factors which impact the performance of each type of index. This helped in isolating the 

factors which are responsible for excessive return of the KSE 100 Index through market 

capitalization method. The analysis resulted in the confirmation of the H1 as KSE 100 

Index is dominated by few large capitalization stocks and sectors (Hypothesis 4) and 

results in inflated index. 

Table 6-A, indicates that KSE 100 index return is lowered by 39 percent and 45 percent 

of the return by market capitalization method as compared to Equal weighted return and 

Price weighted return. This indicates that Market Capitalization method highly inflates 

the Index values.  

The theoretical reason, as explained in the Market Capitalization method,  is that Market 

Capitalization methods overvalues the return of high market capitalization stocks and 

under values the return of low market capitalization stocks. Through this behavior, a 

slight increase in a large market capitalization stock results in a magnified return of the 

index. Where as the equally weighted index, by giving equal weighting to all the stocks, 
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does not show excessive return as the index will only rise if all the stocks rise 

substantially. One stock is unable to impact the return of the index as compared to the 

market capitalization index.  

The factor affecting the results of different methodology indices are identified through 

Event Study. 
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Table 6-A  Return of KSE 100 Index through different methodologies 

S.No Date Market Capitalization Equally Weighted Price Weighted
1 1-Jan-08 - - - 
2 2-Jan-08 -2.29% -1.21% 0.15% 
3 3-Jan-08 4.82% 4.16% 3.98% 
4 4-Jan-08 1.88% 0.74% -0.45% 
5 7-Jan-08 -0.68% -0.04% 0.36% 
6 8-Jan-08 1.10% 0.99% 1.15% 
7 9-Jan-08 -0.37% -0.28% -0.30% 
8 10-Jan-08 -1.29% -1.25% -1.28% 
9 11-Jan-08 -1.19% -1.37% -1.36% 
10 14-Jan-08 0.96% 0.93% 0.90% 
11 15-Jan-08 0.05% 0.33% 0.61% 
12 16-Jan-08 -1.48% -1.23% -1.03% 
13 17-Jan-08 -1.25% -0.90% -0.39% 
14 18-Jan-08 1.47% 0.23% -0.69% 
15 21-Jan-08 -0.18% -0.21% -0.33% 
16 22-Jan-08 -0.65% -0.06% 0.19% 
17 23-Jan-08 0.20% 0.41% 0.29% 
18 24-Jan-08 -0.49% 0.09% 0.93% 
19 25-Jan-08 1.00% 0.23% -0.36% 
20 28-Jan-08 0.17% 0.52% 0.25% 
21 29-Jan-08 0.93% 0.38% -0.14% 
22 30-Jan-08 -0.13% 0.12% 0.23% 
23 31-Jan-08 0.19% 0.64% 0.90% 
24 1-Feb-08 -0.30% -0.14% -0.61% 
25 4-Feb-08 0.13% 0.25% 0.23% 
26 6-Feb-08 0.19% -2.60% -2.65% 
27 7-Feb-08 -0.18% 0.16% 1.15% 
28 8-Feb-08 -0.39% -0.40% -0.32% 
29 11-Feb-08 -0.38% -0.59% -0.26% 
30 12-Feb-08 1.53% -0.11% -1.21% 
31 13-Feb-08 0.13% -0.05% -0.68% 
32 14-Feb-08 1.18% 0.35% -0.12% 
33 15-Feb-08 0.50% 0.11% 0.03% 
34 19-Feb-08 3.09% 1.35% 0.51% 
35 20-Feb-08 0.22% -0.37% -0.29% 
36 21-Feb-08 0.96% 0.65% 0.01% 
37 22-Feb-08 0.06% 0.45% 0.32% 
38 25-Feb-08 -0.22% 0.34% 0.49% 
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S.No Date Market Capitalization Equally Weighted Price Weighted
39 26-Feb-08 0.73% 0.26% -0.06% 
40 27-Feb-08 -0.24% 0.64% 0.91% 
41 28-Feb-08 0.39% 0.39% 0.70% 
42 29-Feb-08 -0.95% 0.01% 0.25% 
43 3-Mar-08 -0.79% -0.16% 0.03% 
44 4-Mar-08 -0.54% -0.26% -0.12% 
45 5-Mar-08 1.50% 0.67% 0.20% 
46 6-Mar-08 1.24% 0.35% 0.17% 
47 7-Mar-08 -0.38% -0.05% 0.01% 
48 10-Mar-08 -1.14% -0.87% -0.58% 
49 11-Mar-08 0.21% 0.07% 0.18% 
50 12-Mar-08 1.52% 0.74% 0.49% 
51 13-Mar-08 -0.64% 0.11% 0.23% 
52 14-Mar-08 0.08% 0.36% 0.50% 
53 17-Mar-08 -0.29% -0.14% 0.04% 
54 18-Mar-08 -2.11% -1.68% -1.02% 
55 19-Mar-08 1.62% 0.70% 0.52% 
56 20-Mar-08 0.20% 0.06% -0.33% 
57 24-Mar-08 1.26% -0.12% -0.06% 
58 25-Mar-08 -0.39% -0.92% -0.12% 
59 26-Mar-08 0.50% 0.40% 0.50% 
60 27-Mar-08 0.50% 0.06% -0.41% 
61 28-Mar-08 -0.04% -0.07% -0.02% 
62 31-Mar-08 -0.94% -0.69% -0.50% 
63 1-Apr-08 0.56% 0.98% 1.62% 
64 2-Apr-08 0.81% 1.37% 1.78% 
65 3-Apr-08 0.08% 0.28% 0.39% 
66 4-Apr-08 0.83% 0.38% 0.12% 
67 7-Apr-08 -0.02% 0.13% 0.13% 
68 8-Apr-08 0.03% 0.07% -0.14% 
69 9-Apr-08 -0.45% -0.43% -0.20% 
70 10-Apr-08 -0.64% -0.22% -0.38% 
71 11-Apr-08 0.82% 0.66% 0.70% 
72 14-Apr-08 0.05% 0.82% 1.29% 
73 15-Apr-08 0.65% 0.39% 0.07% 
74 16-Apr-08 -0.65% -0.30% -0.02% 
75 17-Apr-08 1.19% 1.13% 0.02% 
76 18-Apr-08 0.35% 0.86% 0.60% 

Total Return  14.15% 8.63% 7.67% 
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6.1.1 Event Study 

The Table 6-A presents the returns generated by the KSE 100 Index based on the three 

different methodologies. To analyze the factors which impact the returns of the respective 

methodologies, an in depth event study of the returns is carried out. 

First, the range of the returns for each method is calculated. The range was ruled as one 

standard deviation above and below the average return of the respective index. This range 

helped in identifying the returns which were above or below the average return of 

respective index. Secondly, all those returns which are out of range are identified and 

indicated in the Table 6-B. Lastly, the date which have returns out of the range were 

analyzed for the factor which might have impacted the return. These factors may include 

results of any specific company, abnormal trading activity in a stock, industry specific 

news, national or international news or anything which can help in understanding the 

return. 

The ranges of respective index return are shown in the Table 6-B.  
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Table 6-B Event Study of KSE 100 Index (Jan-Apr 2008) 

DATE MARKET CAPITALIZATION EQUALLY WEIGHTED PRICE WEIGHTED
2-Jan-08 -2.29% -1.21% 0.15% 
3-Jan-08 4.82% 4.16% 3.98% 
4-Jan-08 1.88% 0.74% -0.45% 
8-Jan-08 1.10% 0.99% 1.15% 
10-Jan-08 -1.29% -1.25% -1.28% 
11-Jan-08 -1.19% -1.37% -1.36% 
16-Jan-08 -1.48% -1.23% -1.03% 
18-Jan-08 1.47% 0.23% -0.69% 
24-Jan-08 -0.49% 0.09% 0.93% 
6-Feb-08 0.19% -2.60% -2.65% 
7-Feb-08 -0.18% 0.16% 1.15% 
12-Feb-08 1.53% -0.11% -1.21% 
19-Feb-08 3.09% 1.35% 0.51% 
5-Mar-08 1.50% 0.67% 0.20% 
12-Mar-08 1.52% 0.74% 0.49% 
18-Mar-08 -2.11% -1.68% -1.02% 
19-Mar-08 1.62% 0.70% 0.52% 
1-Apr-08 0.56% 0.98% 1.62% 
2-Apr-08 0.81% 1.37% 1.78% 

14-Apr-08 0.05% 0.82% 1.29% 
17-Apr-08 1.19% 1.13% 0.02% 
Average 0.19% 0.12% 0.10% 

Upper Range 1.26% 0.95% 0.93% 
Lower Range -1.26% -0.95% -0.93% 

 

The following dates depicted the returns which were out of the range in the ascending 

order of dates. Some of the returns which were slightly out of range were ignored in the 

in depth analysis and focus is kept on main events. 

2nd January 2008 (-2.29%) 

The KSE 100 Index lost 313 points, continuing the downtrend after the death of Benazir 

Bhutto, Chairperson Pakistan Peoples Party on 27th December, 2007. The index shed 

1539 points totally, in consecutive four sessions including today. The country wide 

reaction to the death of Benazir Bhutto resulted in heavy losses and complete halt in the 

business activities and normal life of the citizens. Highest volumes (18.39 million shares) 
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of the day were depicted by the Bosicor Refinery Limited (BOSI) which declined by Rs.1 

closing at Rs.19.30. 

3rd January 2008 (4.82%) 

The KSE 100 index recovered 634 points after shedding 1400 points after the death of 

Benazir Bhutto, Chairperson Pakistan Peoples Party on 27th December, 2007. The market 

rebound as it discounted the tragic news and after positive sentiment shown by the 

Peoples Party Leaders. The stocks prices rose across the board. Highest trading volume 

(11.31 Million shares) was shown by Oil and Gas Development Company (OGDC) 

which traded at its upper lock36 of that day i.e.  Rs.119.05. It is interesting to note that 

market capitalization of OGDC is 13 percent of the total market capitalization of the 

index, which influences the return of KSE 100 Index substantially.  

4th January 2008 (1.88%) 

The rally started on 3rd January, 2008 continued on the second consecutive day as well. 

The stock market recovered 263.18 points. The highest trading volume (16.49 Million 

shares) of the day was depicted by National Bank of Pakistan (NBP) as it stood at upper 

lock as its price increased by Rs. 11.30.  

10th January 2008 (-1.29%) 

After a rally of three days post Benazir Bhutto Incident, the country wide damages 

estimates started to pour into the market. These damages were caused due to burning and 

damaging the public and private property during the riots through out the country. These 

estimates impacted the financial sectors as hundreds of branches of banks were damaged 

and insurance sectors which faced multi billion rupees in claims. Thus market discounted 

these estimate and remained negative. 

                                                 
36 Upper and Lower Locks are the ranges of the price of stock specified by the Karachi Stock Exchange. 
Any stock price cannot cross the range in either direction in a particular day. Presently, these locks are 
calculated as 5 percent higher and lower value of the closing price of the previous day of each stock. 
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16th January 2008 (-1.48%) 

The news of increase in the electricity and oil prices by the government on 15th January, 

Rising Inflation (14 percent year on year basis) figures indicated by SPI in the second 

week of January, resulted in a negative investment sentiment. The shares prices fell 

across the board. NIB Bank (NIB) showed the highest volumes (32.10 million shares) 

with a drop of Rs.1.10 in the price, closing at Rs.21.85.  

19th February 2008 (3.09%) 

The market showed a massive rally after the General Elections 2008 conducted on 18th 

February 2008. The peaceful conduct of the elections and results in favor of the Peoples 

Party and Muslim League (N) resulted in the confidence of the investors. OGDC depicted 

the highest volumes (44 million shares) of the day and traded near to its upper cap of the 

day i.e. Rs.129.75.  

5th March 2008 (1.52%) 

The stock market rebounded after three consecutive sessions dominated by the bears37. 

The Index increased due to the activity in the Energy, Telecom and Banks sector. OGDC 

showed the highest volumes (22.6 million shares) of the day and advanced by 3 percent 

to Rs.130.50.  

12th March 2008 (1.52%) 

The stock market depicted an increase of 227.64 points. The highest gains were posted 

from the banks, followed by telecom and energy sectors. Lucky Cement (LUCK) 

advanced 2.46 percent or Rs.3.30 showing the highest volumes of 33.23 Million shares. 

18th March 2008 (-2.11%) 

The market showed a fall of negative 2.11 percent, continuing its downward trend for the 

second day of the week. The reason of downfall was increased political activity in the 

                                                 
37 Bears represent the investors who foresee market as going down in future and take a negative stance. The 
bulls represent the investors who foresee market as going upward in the future and take an aggressive 
stance.  
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country regarding the issues of speaker on 18th March, oath taking by the members of the 

National Assembly and announcement of Candidate for the Prime Minister by the ruling 

coalition. The day was led by cement sector specifically Lucky Cement (LUCK) and DG 

Khan Cement (DGKC). 

19th March 2008 (1.62%) 

The activities at the political front such as election of the speaker on 18th March, oath 

taking by the members of the National Assembly and announcement of Candidate for the 

Prime Minister in the preceding weeks resulted in a downfall of the stock market. After 

peaceful completion of these activities, the stock market recovered on 19th March.  A 

healthy trading activity was witnessed across the board of the index. 

6.1.2 Conclusion 

The event studies indicate that whenever a high market capitalization stock increase such 

as Oil and Gas Development Corporation (OGDC), the market capitalization method 

overstates the impact of the news. This is evident through out on the dates of excessive 

returns in the market capitalization index. The equally weighted and price weighted 

indices truly represent the impact of the external event but do not magnify the impact as 

the market capitalization index as high market capitalization stocks cannot impact these 

indices in the same manner.  

If the news is worthwhile and has impact on all the stocks, only in this case the equally 

weighted and price weighted indices shows the same return. 3rd January, 2008 return 

confirms this observation as the tragic death of Benazir Bhutto and its impact on the 

economy was truly reflected by the three indices. 

In some situations, where the economic news is not supporting the market, it is evident 

from the downfall of the equal weighted index and price weighted index at the same time.  

The market capitalization index can be manipulated by the investors by purchasing stocks 

of a large capitalization stocks and pushing the index upward, while all other stocks are in 

negative. 
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6.2 Hypothesis 2 

The KSE 100 Index has more risk associated to it due to its method of 

calculation. (Hypothesis is rejected) 
Hypothesis 2, H2 is tested by calculating the variance and standard deviations of the 

returns of the indices. These results are used in calculating the coefficient of variance to 

confirm or reject the H2.The Coefficient of Variance being a true measure of risk 

behavior results in a lower value for Market Capitalization methods than other methods. 

This results in rejection of the H2. 

The Figure 6-A indicates a higher dispersion in the returns of the Index based on Market 

Capitalization method than the other two methods. KSE 100 Index shows more volatility 

in its returns as compared to Price Weighted Index and Equally Weighted Index. 

 

Figure 6-A  Returns of KSE 100 Index on Different Methodologies 
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It is highlighted by the Table 6-C as following  

Table 6-C Variance of KSE 100 Index according to Different Methods 

 MARKET CAPITALIZATION EQUALLY WEIGHTED PRICE WEIGHTED
Variance 0.000115 0.00007 0.000068 
Standard Deviation 0.010715 0.008366 0.008229 
Returns 14.15% 8.63% 7.67% 
Coefficient of Variance 0.076 0.097 0.107 

 
The standard deviation and variance of returns based on Market Capitalization method is 

0.010 compared to 0.008 of equally weighted and Price weighted returns. 

This indicates that the volatility of returns is higher due to the market capitalization 

method which results in higher risk of the market.  

But the true measure to compare the return earned by KSE 100 Index for each unit of 

return is coefficient of variance for each method. The Coefficient of Variance indicates 

that Market Capitalization method has a lower risk per unit of unit than the other 

methods. This is mainly due to the high return earned by the market capitalization 

method which is resulting in lower risk per unit even with the highest standard deviation. 

Also, few higher capitalization stocks are responsible for the high return. Thus the small 

capitalization stocks do not participate in the index return as much as the large 

capitalization stocks. This reduces the variance of the index as its dependant upon few 

variables (stocks) than other methods. 

Equally weighted and price weighted indexes has a very close value of the coefficient of 

variance having 0.097 and 0.10 unit of risk per unit of return respectively. Their return 

and variances are lower than the Market Capitalization Index, but their coefficient of 

variance values are higher. This is due to the fact that Equal Weighted Index gives equal 

representation to the small stocks in the index as well. This increases the risk of the index 

as small stocks are not frequently traded and their returns are higher in line with their 

risks. Thus, small stocks increase the risk behavior of these indices, thus resulting in 

higher coefficient of variances. 
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6.3 Hypothesis 3 

Large Cap stocks affect the return of the Index. (Hypothesis is accepted) 
The H3 is tested by calculating the correlation of price of stocks with the return generated 

by different methodologies of index. This is further rested by calculating the correlation 

between the market capitalizations of the stocks with the returns of the different indices. 

These correlations depicted a positive impact of capitalization on the index return, thus 

confirming the H3. 

The correlation is calculated for price of each stock with KSE 100 Index. The results are 

sorted on the basis of price. Then these results are grouped into 7 groups as indicated in 

the Table 6-D. The correlation indicates the average of the correlation of the companies 

in the respective group. The number of companies in each group is indicated in the last 

column indicated as No of Companies. 

The correlation between the market capitalization and KSE 100 Index was also same. The 

reason was that there was no change in the number of shares of the companies in the 

study period. Also, the results of correlation of market capitalization with the stock 

exchange return were exactly the same like the price correlation with stock exchange 

return. 

Table 6-D Correlation between Price of Stock and Index Return 

PRICE CORRELATION NO OF COMPANIES 
0-50 -0.19 27 

50-100 0.18 17 
100-200 0.38 18 
200-300 0.07 11 
300-500 0.28 12 
500-1000 0.3 9 

1000-onwards 0.18 6 
 
The results of this correlation clearly indicate a pattern. With an increase in the price of 

the stocks, its impact on the KSE 100 Index increases. The highest correlation is in the 

group of Rs.200-300 (0.38) followed by the Rs.500-1000(0.30) and Rs.300-500 (0.28). 

Although the group of Rs.0-50 has the highest number of companies, but it has a negative 

correlation with the KSE 100 Index. 
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This indicates that stocks with higher price have a higher impact on the KSE 100 Index. 

The results of the correlations and price groups are depicted as following in Figure 6-B. 

 
Figure 6-B- Correlation between Stock Price and Index Return 

 
The graph between the price of stock and return of KSE 100 Index do not show a linear 

relationship. Thus in Figure 6-C, the graph is plotted between the market capitalization 

and the correlation of the KSE 100 Index return. This indicates a relatively linear 

relationship between the two variables. Thus a stock with higher market capitalization 

has a higher correlation of return with the index, thus confirming that KSE 100 Index is 

influenced by the higher market capitalization. The stock with highest market 

capitalization (OGDC; Rs.596 Billion Market Capitalization) has the highest correlation 

(0.98) with the index return. 
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Figure 6-C Correlation between Market Capitalization of Stocks and Index Return 

 
 

The detailed values of Market Capitalization and Correlation with the Index along with 

the respective symbol of the company are given in the Appendix under Correlation of 

Market Capitalization with the KSE 100 Index. 
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6.4 Hypothesis 4 

KSE 100 Index does not represent the Economy (GDP) of Pakistan. 

(Hypothesis is accepted)  
Hypothesis 4, is tested in four different parts. In the first part, Correlation between GDP 

growth rate and KSE 100 Index is compared with different countries. Then GDP 

composition and KSE 100 Index composition according to the sectors is compared. The 

stocks and sectors which have dominance in the market capitalization and daily trading 

volumes are also analyzed in later sections. These figures and results indicate that KSE 

100 Index cannot represent the economy of Pakistan in an effective manner. Therefore H4 

is accepted. 

Stock Market Index serves as an indicator of the economy of the country. The Karachi 

Stock Exchange flag ship Index i.e. KSE 100 Index is widely regarded as a benchmark by 

the analysts and investors. There are multiple criticisms on this indicator as its does not 

reflect the actual state of economy. 

In this section many of these criticisms will be analyzed so that it is helpful for future 

investors to consult this Index for their decision making, keeping in mind its inherent 

flaws or lack of representation. 

6.4.1 Correlation of GDP with the KSE 100 Index 

The data taken for this analysis is for the time period of 1997-2007. GDP growth rates for 

United States of America, United Kingdom, Japan, India and Pakistan are taken from the 

World Bank Development Indicators Database. The indices of theses countries are i.e. 

S&P 500, FTSE 100, Nikkei 225, BSE 30 and KSE 100 Index respectively and their 

closing values are taken from Yahoo Finance website.  

Table 6-E shows the values for the GDP size (in US$ Billion), KSE 100 Index closing 

values, GDP Growth Rate in percentage and KSE 100 Index Return in Percentage.  

The correlation value indicates the correlation between the GDP Growth Rate and KSE 

100 Index Return. The value of 0.30 indicates a weak positive correlation. KSE 100 

Index cannot fully indicate the growth rate of economy. Although it is helpful in 
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determining the direction of growth of economy but it cannot give a reliable estimate of 

the economy growth rate. When we compare this correlation to the correlations between 

S&P 500 Index and United States (0.61) and correlation of India and BSE 30 Index 

(0.80), it is clear that KSE 100 Index is not a strong indicator of economy (indicated by 

GDP) of Pakistan. Thus, it is shown by the correlation value that KSE 100 Index is not a 

true indicator of the GDP of the country. 

 
Table 6-E Correlation of GDP Growth Rate and Index Return 

DATE USA S&P 500 UK FTSE 100 JAPAN NIKKEI 225 INDIA BSE 30 PAK KSE 100
1998 4.18 26.67 3.34 8.02 -2.15 -12.8 5.99 2.83 2.55 -40.08 
1999 4.45 19.53 3.02 6.32 -0.02 34.76 7.13 57 3.66 34.06 
2000 3.66 -10.14 3.81 0.46 2.83 -29.15 3.94 -16.88 4.26 7 
2001 0.75 -13.04 2.35 -17.99 0.16 -27.78 5.15 -23.47 1.86 -15.56 
2002 1.6 -23.37 2.06 -30.93 0.26 -16.58 4.09 -1.83 3.22 112.2 
2003 2.51 26.38 2.67 23.08 1.46 29.3 8.61 75.23 4.95 65.53 
2004 3.64 8.99 3.26 10.51 2.72 5.6 6.9 15.1 6.38 39.06 
2005 3.06 3 1.86 18.71 2.62 46.21 8.43 51.31 8.35 53.68 
2006 2.88 13.62 2.82 7.69 3 4.41 9.35 42.05 6.6 5.06 
2007 2 3.53 2.6 -5.21 2.3 -21.81 8.9 25.25 6 40.2 

Correlations 0.61 0.26 0.15 0.8 0.3 
 

6.4.2 The KSE 100 Index do not represent the GDP composition  

The representation of different sectors in the Karachi Stock Exchange are shown in Table 

6-G and the representation of different sectors38 of economy in GDP of Pakistan are 

shown in Figure 6-D. The largest share in the market capitalization of KSE is of the 

Commercial Banks (17 percent) where as Finance and Insurance together account for 

only 4.6 percent of the GDP of the country in 2006. Although the manufacturing sector of 

GDP (18.2 percent) is fairly represented by different sectors (Major Sectors: Oil & Gas 

Exploration; 19 percent, Fertilizer; 5 percent, Technology and Communication; 4 

percent) of KSE (52 percent). But it is important to note that Oil and Gas Sector itself 

accounts for 19 percent which is not a large part of Manufacturing sector of GDP. The 

most important sector of GDP i.e. Agriculture (21.6 percent) have little representation in 

the KSE 100 Index, mainly through industries which are producing finished goods based 

                                                 
38 Ministry of Finance, Pakistan, (2007). Economic Survey of Pakistan. Chapter 1, p-43. 
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on these agriculture goods. Thus, its is important that either the KSE 100 Index includes 

the sectors which represent GDP according to its sectors or a new index should be 

introduced which can be used as a benchmark for the GDP. Currently, Commercial 

Banks and Oil and Gas Exploration sectors holds about 50 percent of the market 

capitalization of the Index but account for less than 10 percent of the GDP of Pakistan.  

Figure 6-D GDP Composition by Sectors of Pakistan 

 

6.4.3 Trading Volume Is Concentrated In Few Stocks 

The Table 8-C in Appendix under Daily Trading Volume of Stocks in KSE 100 Index 

shows the trading volume of stocks of KSE 100 Index on 7th August, 2008. It shows that 

only 46 companies have trading volume of 100,000 shares or above.14 companies have 

zero trading volume. 50 percent of trading volume is concentrated in 6 companies only. 

98 percent of the trading volume of the KSE 100 Index is concentrated in 40 companies.  

These statistics show that investors are following only few stocks of the KSE 100 Index. 

Apart from the political uncertainty and book closure of few stocks (which is an ongoing 
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process for the index companies), these trading volume figures indicate that KSE 100 

Index is skewed towards few stocks and smaller stocks which are included due to the 

inclusion criteria, KSE 100 index do not fulfill the job of representing all the companies 

in the index itself.  

This trend can be related to the large market capitalization stocks impact on the index. 

This is supported by the figures shown in Table 6-F, which shows the stocks sorted in 

descending order of their market capitalization. The correlation between the percentages 

of total volume of shares of index by a company with the percentage of market 

capitalization of a company in the Index is 0.361. This correlation is positive and 

indicates that the market capitalization of any company impacts its trading volume. This 

is supported by the fact that 25 percent of the total volume of shares traded in single day 

is in 11 companies with 53.87 percent of the market capitalization of the total index. 

These facts indicate that the trading volume of KSE 100 Index is concentrated in few 

stocks and volume is dominated by the market capitalization of the stocks. 

Table 6-F  Share in Trading Volume and Market Capitalization of Stocks of KSE 

100 Index 

S.NO SYMBOL SHARE IN 
TOTAL VOLUME

CUMULATIVE
SHARE 

SHARE IN TOTAL 
CAPITALIZATION 

CUMULATIVE SHARE

1 Oil and Gas Dev. 6.02% 6.02% 17.06% 17.06% 
2 MCB Bank 2.70% 8.72% 6.01% 23.07% 
3 Pak Petroleum 3.52% 12.24% 5.90% 28.97% 
4 Habib Bank Ltd 1.12% 13.36% 4.88% 33.85% 
5 P.T.C.L.A 1.85% 15.21% 4.65% 38.50% 
6 National Bank 7.00% 22.20% 3.47% 41.97% 
7 United Bank 1.74% 23.94% 2.61% 44.57% 
8 Stand.Chart.Bank 0.04% 23.98% 2.48% 47.05% 
9 Jah.Sidd. Co. 0.37% 24.35% 2.36% 49.42% 
10 Nestle Pakistan 0.00% 24.35% 2.25% 51.67% 
11 Fauji Fertiliz 1.36% 25.70% 2.20% 53.87% 
12 P.S.O. 1.36% 27.06% 2.13% 56.00% 
13 Pak Oilfields 2.25% 29.32% 1.98% 57.98% 
14 Allied Bank 0.09% 29.41% 1.67% 59.64% 
15 Engro Chemical 5.72% 35.13% 1.47% 61.11% 
16 Kot Addu 0.08% 35.20% 1.44% 62.55% 
17 Arif Habib Sec. 11.87% 47.08% 1.28% 63.83% 
18 UniLever 0.00% 47.08% 1.14% 64.97% 
19 Royal Bank Ltd 0.02% 47.10% 1.11% 66.08% 
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S.No Symbol Share In 
Total Volume 

Cumulative 
Share 

Share In Total 
Capitalization 

Cumulative Share 

20 Pak Tobacco 0.00% 47.10% 1.11% 67.19% 
21 Bank Al-Falah 1.73% 48.83% 1.04% 68.22% 
22 Hub Power 1.13% 49.97% 0.98% 69.21% 
23 NIB Bank 9.22% 59.19% 0.93% 70.14% 
24 Dawood Herc. 0.01% 59.20% 0.93% 71.06% 
25 Rafhan Maize 0.00% 59.20% 0.87% 71.94% 
26 Lucky Cement 4.88% 64.08% 0.87% 72.81% 
27 Fauji Fert Bin 1.54% 65.62% 0.86% 73.67% 
28 Lakson Tob 0.00% 65.62% 0.85% 74.52% 
29 EFU Life Assur 0.01% 65.63% 0.84% 75.36% 
30 GlaxoSmith 0.01% 65.64% 0.83% 76.19% 
31 Habib Metro Bank 0.06% 65.70% 0.81% 77.01% 
32 EFU General Ins 0.01% 65.71% 0.79% 77.80% 
33 Sui North Gas 0.32% 66.03% 0.75% 78.55% 
34 ICI Pakistan 0.15% 66.18% 0.71% 79.27% 
35 Shell Pakistan 0.14% 66.32% 0.68% 79.95% 
36 National Refinery 0.06% 66.38% 0.65% 80.59% 
37 Bank AL-Habib 0.15% 66.54% 0.63% 81.22% 
38 Pak Services 0.00% 66.54% 0.62% 81.84% 
39 Adamjee Insurance 0.06% 66.59% 0.62% 82.46% 
40 Sui South Gas 0.13% 66.73% 0.56% 83.02% 
41 B.O.Punjab 2.52% 69.24% 0.55% 83.57% 
42 Packages Limited 0.05% 69.29% 0.55% 84.12% 
43 Faysal Bank 0.22% 69.51% 0.53% 84.65% 
44 Ibrahim Fibres 0.00% 69.51% 0.52% 85.17% 
45 Attock Petroleum 0.03% 69.54% 0.50% 85.67% 
46 Colgate Palm 0.00% 69.54% 0.49% 86.15% 
47 Abbott (Lab)  0.00% 69.55% 0.48% 86.63% 
48 Indus Motor 0.03% 69.58% 0.46% 87.09% 
49 Saudi Pak Bank 0.23% 69.81% 0.46% 87.55% 
50 Meezan Bank 0.03% 69.84% 0.46% 88.01% 
51 Askari Bank 1.37% 71.21% 0.45% 88.46% 
52 Pak Reinsur 0.07% 71.28% 0.44% 88.90% 
53 Azgard Nine 5.40% 76.68% 0.44% 89.33% 
54 D.G.K.Cement 7.22% 83.90% 0.43% 89.77% 
55 Attock Refinery 3.18% 87.08% 0.41% 90.18% 
56 Unilever Foods 0.00% 87.08% 0.41% 90.59% 
57 Siemens Pak 0.00% 87.08% 0.40% 90.99% 
58 AL-Ghazi Trac. 0.00% 87.09% 0.39% 91.38% 
59 Bestway Cem  0.00% 87.09% 0.35% 91.73% 
60 Intern Ind 0.06% 87.14% 0.34% 92.07% 
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S.No Symbol Share In 
Total Volume 

Cumulative 
Share 

Share In Total 
Capitalization 

Cumulative Share 

61 Ist.Capital Sec. 0.20% 87.34% 0.34% 92.41% 
62 New Jubilee Ins. 0.00% 87.34% 0.34% 92.75% 
63 Nishat Mills 2.36% 89.70% 0.32% 93.07% 
64 Atlas Honda 0.00% 89.70% 0.32% 93.39% 
65 K.E.S.C. 0.35% 90.05% 0.32% 93.71% 
66 Cres. Comm.Bank 0.23% 90.27% 0.31% 94.02% 
67 Soneri Bank 0.09% 90.36% 0.31% 94.32% 
68 JS Global Cap. 0.00% 90.36% 0.30% 94.63% 
69 P.I.A.C 0.11% 90.47% 0.30% 94.93% 
70 P.N.S.C. 0.01% 90.48% 0.30% 95.22% 
71 WorldCall Telecom 1.95% 92.43% 0.29% 95.51% 
72 Pak Suzuki 0.05% 92.48% 0.28% 95.79% 
73 Ghani Glass 0.00% 92.48% 0.27% 96.06% 
74 JS Investment 0.00% 92.48% 0.25% 96.31% 
75 Pak.Int.Con.Ter. 0.25% 92.74% 0.25% 96.56% 
76 Pakistan Cement 0.95% 93.69% 0.24% 96.80% 
77 Javedan Cement 0.00% 93.69% 0.23% 97.02% 
78 Mybank Ltd 0.08% 93.76% 0.22% 97.24% 
79 IGI Insurance 0.00% 93.77% 0.22% 97.46% 
80 Mari Gas  0.06% 93.83% 0.22% 97.68% 
81 Bata (Pak) 0.00% 93.83% 0.21% 97.89% 
82 Fauji Cement 1.49% 95.32% 0.19% 98.08% 
83 Pak.PTA Ltd. 0.42% 95.74% 0.19% 98.27% 
84 Fazal Textile 0.00% 95.74% 0.18% 98.45% 
85 Pioneer Cement 0.35% 96.09% 0.18% 98.62% 
86 PICIC Growth 0.37% 96.46% 0.16% 98.78% 
87 Pak Elektron 0.16% 96.62% 0.15% 98.93% 
88 Pak Refinery 0.06% 96.67% 0.15% 99.08% 
89 Thal Limited 0.00% 96.68% 0.15% 99.22% 
90 Attock Cement 0.00% 96.68% 0.14% 99.37% 
91 Kohinoor Energy 0.00% 96.68% 0.14% 99.51% 
92 Bosicor Pakistan 1.90% 98.58% 0.12% 99.63% 
93 Maple Leaf Cem. 1.11% 99.69% 0.10% 99.73% 
94 Habib Sugar 0.01% 99.70% 0.10% 99.83% 
95 Orix Leasing 0.00% 99.70% 0.05% 99.88% 
96 Habib Mod 0.26% 99.96% 0.05% 99.93% 
97 Agriautos Ind 0.04% 100.00% 0.04% 99.97% 
98 Bannu Woollen 0.00% 100.00% 0.02% 99.98% 
99 Samin Tex. 0.00% 100.00% 0.01% 99.99% 
100 Wazir Ali 0.00% 100.00% 0.01% 100.00% 
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6.4.4 KSE 100 Index Dominated By Few Stocks 

The fact that the KSE 100 Index is dominated by few stocks is clearly visible from Table 

6-F. Oil and Gas Development Corporation (OGDC) holds 17 percent and MCB Bank 

Limited (MCB) holds 6 percent of the total market capitalization of KSE 100 Index. 10 

companies hold 50 percent of the total market capitalization of KSE 100 Index. 46 

companies out of the total of 100 companies in the index account for less than 10 percent 

of the total market capitalization. This is also indicated in Hypothesis 3 that large 

capitalization stocks impact the KSE 100 Index return. 

The KSE 100 Index is also dominated by few sectors. Table 6-G indicates39 that 

Commercial Banks sector hold 3240 percent of the total market capitalization of the KSE 

100 Index. Oil and Gas Exploration companies hold 19 percent of the market 

capitalization of KSE 100 Index. These two sectors combined contribute to 50 percent of 

the market capitalization of the Index. 19 sectors out of 34 sectors in KSE 100 Index 

constitute less than 10 percent of the Total Market Capitalization of the Index. This 

results in a skewed index return towards the dominant stocks and sectors. 

                                                 
39 The Open Ended Mutual Funds Sector is not included in the Market Capitalization of the KSE 100 Index.  
40 Karachi Stock Exchange, (March, 2008).KSE News Letter for Second Quarter, 2008.  



 
 

 54

 
Table 6-G Share of Different Sectors in KSE 100 Index Market Capitalization 

S.No Sector Name Market Capitalization(Rs) Percentage Share Cumulative Share
1 Commercial Banks 1,473,343,014,350 32% 32% 
2 Oil & Gas Exploration Companies 855,617,824,535 19% 50% 
3 Investment Banks/Cos./Securities 272,747,773,189 6% 56% 
4 Insurance 234,904,195,520 5% 61% 
5 Fertilizer 209,044,166,210 5% 66% 
6 Technology & Communication 203,499,854,190 4% 70% 
7 Oil & Gas Marketing Companies 200,795,383,190 4% 75% 
8 Cement 153,955,692,779 3% 78% 
9 Food & Personal Care Products 151,186,553,850 3% 81% 
10 Power Generation & Distribution 109,779,670,036 2% 84% 
11 Automobile Assembler 85,370,533,680 2% 85% 
12 Textile Composite 84,673,190,198 2% 87% 
13 Chemicals 76,982,636,390 2% 89% 
14 Pharmaceuticals 61,873,838,334 1% 90% 
15 Refinery 60,948,808,787 1% 92% 
16 Tobacco 57,966,269,060 1% 93% 
17 Miscellaneous 43,802,999,220 1% 94% 
18 Paper & Board 42,351,821,449 1% 95% 
19 Closed-End-Mutual Funds 36,133,584,934 1% 96% 
20 Synthetic & Rayon 33,086,480,165 1% 96% 
21 Transport 31,371,519,933 1% 97% 
22 Engineering 28,091,512,585 1% 98% 
23 Cable & Electrical Goods 25,707,476,253 1% 98% 
24 Textile Spinning 20,469,004,920 0% 99% 
25 Sugar & Allied Industries 19,598,579,141 0% 99% 
26 Glass & Ceramics 10,644,543,660 0% 99% 
27 Automobile Parts & Accessories 7,835,368,083 0% 99% 
28 Jute 7,758,240,817 0% 99% 
29 Leather & Tanneries 6,953,470,000 0% 100% 
30 Modarabas 6,885,589,786 0% 100% 
31 Leasing Companies 6,619,676,806 0% 100% 
32 Textile Weaving 1,843,255,760 0% 100% 
33 Vanaspati & Allied Industries 628,365,569 0% 100% 
34 Woolen 451,046,500 0% 100% 
 Total 4,622,921,939,879   
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6.5 The Effect of Change of Index Calculation 
Methodology on the Returns 

The KSE 100 Index needs modifications. It can be built according to Equal Weighted or 

Price Weighted Method as desired by different investors. In this section, the relationship 

between these three methodologies is analyzed. This is done in order to avoid any 

potential misrepresentation of the KSE 100 Index, if developed according to different 

methodology. The results show that KSE 100 Index can be safely built according to 

different methods without impacting its ability to show the direction of the market. The 

returns may be inflated or deflated, but the return of index according to these 

methodologies have a strong correlation and returns will not go in opposite direction if 

different methodology is employed. 

The covariance of the returns of KSE 100 Index based on different methods is calculated 

to analyze the relationship between the methods and the impact of the methods on the 

KSE 100 Index. 

Table 6-H Covariance of Returns of Different Index Methodologies 

COVARIANCE MARKET CAPITALIZATION EQUALLY WEIGHTED PRICE WEIGHTED
Market Capitalization 0.000365048   

Equally Weighted 0.000222669 0.000162377  
Price Weighted 0.000176579 0.000140571 0.000140301 

 

The Table 6-H indicates that all the methods have a very weak positive covariance. As 

covariance is a relative measure and these results do not indicate the relationships in a 

significant manner, correlations of these returns should be calculated. 

The Table 6-I indicates the correlation of the returns based on the three different methods 

as following 

Table 6-I Correlation of Returns of Different Index Methodologies 

Correlation Market Capitalization Equally Weighted Price Weighted 
Market Capitalization 1   

Equally Weighted 0.781264031 1  
Price Weighted 0.458284277 0.848270683 1 
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The returns of KSE 100 index based on equally weighted and price weighted is higher 

than any of the correlation between equally weighted and price weighted with the market 

capitalization weighted method. 

These correlations indicate that return of market calculated through any method will 

generally have a consensus on the direction of market i.e. it is having positive or negative 

return, but the magnitude of these returns differ through each method. 

The correlation between market capitalization and equally weighted index is 0.781 which 

is a high value. 

6.5.1 Regression Analysis 

(The summary tables of the Regression Analysis are present under heading Regression 

Analysis Summary Tables in the Appendix). 

The Regression analysis of Market Capitalization Index and Equally Weighted Index 

indicates a beta of 0.61. This value suggests that KSE 100 Index increase is due to 

increase in price of almost all companies. This is also confirmed by the event studies that 

during the period of research, KSE 100 Index was impacted by political environment, 

which led to increase and decrease in the prices of all the stocks due to uncertain 

situations. 

The beta of Market Capitalization Index and Price Weighted Index is 0.35 and the beta of 

Price Weighted Index and Equally Weighted Index is 0.81.The high beta value of price 

weighted and equal weighted indices indicate that increase in prices of companies with 

higher prices (not higher market capitalization) result in same performance of the index 

as done by the index in which all companies have equal representation. 

The t-values, p-test and F-values of the regression analysis of these indices are 

significant. This indicates that a strong relationship between the returns of all the 

methodology of indices exists as supported by the positive beta values. This means, if 

KSE 100 Index methodology is changed or modified, it will continue to indicate the 

direction of the market. The returns may be inflated or deflated but its direction will not 

be impacted to a greater extent.  
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7 Conclusion 
This research focused on the returns generated by the KSE 100 Index. The analysis of the 

methodology involved in the creation of KSE 100 Index reveal flaws in the Index. The 

KSE 100 Index is dominated by two sectors (Commercial Banks and Oil and Gas 

Exploration Companies). Less than five companies hold half of the market capitalization 

of the Index.  

This has resulted in a skewed index toward these sector and companies. The small 

companies and other sectors in the Index do not get similar representation. The 

composition of the KSE 100 Index is not consistent with the composition of the economy 

of Pakistan. The correlation between the GDP growth rate and KSE 100 Index return is 

not as strong as observed in the case of developed countries. Thus, it create a problem for 

investors and analysts to use KSE 100 Index as an indicator of the economy in their 

forecasting and future plans.  

Therefore, it is highly recommended that KSE 100 Index should be re engineered. The 

KSE 100 Index can be simultaneously maintained according to different index 

methodologies. This will be helpful for investors to figure out abnormal activity (creation 

of a bubble) in KSE 100 Index which might be due to one large capitalization stock.  

The representation of each company in KSE 100 Index should not be dependant upon 

market capitalization only. If the stock selection criteria cannot be effectively changed, 

then upper lock of market capitalization for a single company in determining the return of 

the index should be in place to reduce the inflation and manipulation of Index.  

Sectoral Indices should be introduced in Karachi Stock Exchange similar to Bombay 

Stock Exchange as it will be helpful in determining the performance of individual sectors 

in the economy.  

KSE 100 Index is efficient in representing investment grade companies (blue chips), so a 

separate Index should be formulated for representing the economy of Pakistan, as the 

companies included KSE 100 Index are amongst the best in the industry. This Economy 

Index should be matched with the economy composition of Pakistan as banks and oil 

companies are not the back bone of the economy. 
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The penetration of the Karachi Stock Exchange is very low in the agricultural industry, 

which impacts its representation ability of the economy. The management of Karachi 

Stock Exchange needs to promote the benefits of listed companies to the business 

community of Pakistan. This will improve the reliability of the Indices of the Karachi 

Stock Exchange. 
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8 Appendix 
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8.1 Change in Index Divisor for Price Weighted Index 
Assume that the Dow Jones company decides to delete Boeing from the index and 

replace it with Dow Chemical. Boeing stock trades at $6.00 and Dow Chemical trades at 

$47. The current level of the index is 1900.31 with a divisor of .889. 

Before the Change 

Total 30 stock prices = $1,689.375 

 

 

 

 

 

 

After the Change (No New Divisor Is Used) 

Total new 30 stock price: $1,689.375 - 6+47 = $1,730.375 

 

 

 

If the divisor is not changed the DJIA will be 46 points higher as a result of the 

component change. Thus, a new divisor must be calculated. 

A new divisor is computed as follows: 

 

 

 

 

The new divisor is given by: 

 

 

Thus, to keep the index value unchanged, the new divisor must be 0.9106. 

Divisor
P

Index
N

i
i∑ == 1

31.1900
889.0

375.689,1
==Index

43.1946
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375.730,1
==Index
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                    Prices of Sum NewDivisor New =

9106.0
1900.31

375.730,1Divisor New ==
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8.2 Calculation of S&P 500 Index on Market 
Capitalization Method 

The value of the S&P 500 index is reported relative to the average value during the 

period of 1941-1943, which was assigned an index value of 10.  

Assume that the S&P 500 index consists of three stocks ABC, DEF and GHI.  

Table 9.2 shows how the value of these 3 firms will be weighted. 

 
 

Table 9.2 
Calculation of S&P 500 

 
 

 
 Outstanding 
 Shares 

 
 

 
  
 Price 

 
 

 
 
 Value 

 
Company ABC 

 
100 

 
Η 

 
$50 

 
= 

 
$ 5,000  

Company DEF 
 

300 
 
Η 

 
40 

 
= 

 
12000  

Company GHI 
 

200 
 
Η 

 
10 

 
= 

 
  2000  

 
 
Current Market Valuation 

 
 = 

 
$19,000  

If the 1941B43 value were $2,000, then $19,000 is to $2,000 as X is to 10.  
Current Market Valuation 
1941B43 Market Valuation 

 
 $19,000 
 $2,000 
  
        $190,000 
 95.00 

 
 = 

 
 = 
 = 

 
X   
10 
 
$2,000X 
X  

Source: CME, AInside S&P 500 Stock Index Futures.@ 

  
 

The S&P index is calculated as: 

 

 

 

 

Where: 

O.V. = original valuation in 1941-43 

Ni,t = number of shares outstanding for firm i 

Pi,t = price of shares in firm i 
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8.3 Symbol of KSE 100 Index Companies 
Table 8-A Name and Symbols of Companies of KSE 100 Index 

S.No Name of Company Company Symbol 
1 Abbott Laboratories Abbott 
2 ABN Amro Bank ABN AMRO Bank 
3 Adamjee Insurance Company Adamjee Insur 
4 Agriautos Industries Agriautos Ind 
5 Al- Ghazi Tractors AL-Ghazi Trac. 
6 Allied Bank Allied Bank 
7 Arif Habib Securities Arif Habib Sec. 
8 Askari Bank Limited Askari Bank 
9 Atlas Honda Company Limited Atlas Honda 
10 Attock Cement Company Limited Attock Cement 
11 Attock Petroleum Limited Attock Petroleum 
12 Attock Refinery Limited Attock Refinery 
13 Azgard Nine Azgard Nine 
14 Bank of Punjab B.O.Punjab 
15 Bank Alfalah Limited Bank Al-Falah 
16 Bank Alhabib Limited Bank AL-Habib 
17 Bannu Wollen Industries Bannu Woollen 
18 Bata Pakistan Bata (Pak) 
19 Bestway Cement Bestway Cem 
20 Bosicor Pakistan Bosicor Pakistan 
21 Colgate Palmolive Limited Colgate Palm 
22 Crescent Commercial Bank Cres. Comm.Bank 
23 DG Khan Cement Company Limited D.G.K.Cement 
24 Dawood Hercules Dawood Herc. 
25 EFU General Insurance Company EFU General Ins 
26 EFU Life Insurance Company EFU Life Assur 
27 Engro Chemical Limited Engro Chemical 
28 Fauji Cement Company Limited Fauji Cement 
29 Fauji Fertilizer Bin Qasim Limited Fauji Fert Bin 
30 Fauji Fertilizer Limited Fauji Fertiliz 
31 Faysal Bank Limited Faysal Bank 
32 Fazal Textile Mills Fazal Textile 
33 Ghani Glass Ghani Glass 
34 Glaxo Smithkline GlaxoSmith 
35 Habib Bank Limited Habib Bank 
36 Habib Metropolitan Bank Limited Habib Metro Bank 
37 Habib Modaraba Habib Mod 
38 Habib Sugar Mills Habib Sugar 
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S.No Name of Company Company Symbol 
39 Hub Power Company Limited Hub Power 
40 Ibrahim Fibres Limited Ibrahim Fibres 
41 ICI Pakistan Limited ICI Pakistan 
42 IGI Insurance Company Limited IGI Insurance 
43 Indus Motor Company Limited Indus Motor 
44 International Industries Limited Intern Ind 
45 First Capital Securties Ist.Capital Sec. 
46 Jahingir Siddiqqi Company Limited Jah.Siddiq.Co. 
47 Javedan Cement Company Limited Javedan Cement 
48 JS Global Capital Limited JS Global Cap. 
49 JS Investments JS Investment 
50 Karachi Electric Supply Corporation K.E.S.C. 
51 Kohinoor Energy Kohinoor Energy 
52 Kot Addu Power Plant Company Limited Kot Addu 
53 Lakson Tobacco Limited Lakson Tob 
54 Lucky Cement Company Limited Lucky Cement 
55 Maple Leaf Cement Company Limited Maple Leaf Cem. 
56 Mari Gas Company Mari Gas Company 
57 MCB Bank Limited MCB Bank 
58 Meezan Bank Limited Meezan Bank 
59 My Bank Limited Mybank Ltd 
60 National Bank Limited National Bank 
61 National Refinery Limited National Refinery 
62 Nestle Pakistan Limited Nestle Pakistan 
63 New Jubilee Insurance Company Limited New Jubilee Ins. 
64 NIB Bank Limited NIB Bank 
65 Nishat Mills Limited Nishat Mills 
66 Oil and Gas Development Corporation Oil and Gas Dev 
67 Orix Leasing Limited Orix Leasing 
68 Pakistan International Airlines Corporation P.I.A.C. 
69 Pakistan National Shipping Corporation P.N.S.C. 
70 Pakistan State Oil Limited P.S.O. 
71 Pakistan Telecommunication Company Limited P.T.C.L 
72 Packages Limited Packages Limited 
73 Pakistan Elektron Limited Pak Elektron 
74 Pakistan Oilfields Limited Pak Oilfields 
75 Pakistan Petroleum Limited Pak Petroleum 
76 Pakistan Refinery Limited Pak Refinery 
77 Pakistan Reinsurance Company Limited Pak ReInsur 
78 Pakistan Services Limited Pak Services 
79 Pakistan Suzuki Company Limited Pak Suzuki XD 
80 Pakistan Tobacco Company Pak Tobacco 
81 Pakistan International Container Terminal Limited Pak.Int.Con.Ter. 
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S.No Name of Company Company Symbol 
82 Pakistan PTA Limited Pak.PTA Ltd. 
83 Pakistan Cement Company Limited Pakistan Cement 
84 PICIC Growth Fund PICIC Growth 
85 Pioneer Cement Limited Pioneer Cement 
86 Rafhan Maize Productions Limited Rafhan Maize 
87 Samin Textile Limited Samin Tex. 
88 Saudi Pak Bank Limited Saudi Pak Bank 
89 Shell Pakistan Limited Shell Pakistan 
90 Siemens Pakistan Limited Siemens Pakistan 
91 Soneri Bank Limited Soneri Bank 
92 Standard Chartered Bank Limited Stand.Chart.Bank 
93 Sui Northern Gas Company Limited Sui North Gas 
94 Sui Southern Gas Company Limited Sui South Gas 
95 Thal Limited Thal Limited 
96 Uni Lever Pakistan Limited UniLever 
97 Uni Lever Foods Limited Unilever Foods 
98 United Bank Limited United Bank 
99 Wazir Ali Industries Wazir Ali 
100 World Call Telecom Company Limited WorldCall Telecom 
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8.4 Index Recomposition Regulations 
These regulations are taken from the Karachi Stock Exchange Regulations available on 

its website. 

8.4.1 Sector Rules 

Sector rules govern the selection (or deletion) of companies on the basis of being the top 

Capitalization stock in each of the 34 KSE sectors (excluding Open-end Mutual Fund 

sector). Two rules are recommended to undertake selection in this area-one, a time based 

rule and the other is a value-based rule. Application can be triggered by compliance with 

either rule. 

8.4.2 Time-based rule 

A company (not in the index) which becomes the largest in its sector (by any amount of 

value) will enter the index after maintaining its position as largest in the sector for two 

consecutive recomposition periods. 

8.4.3 Value-based rule 

A company (not in the index) which becomes the largest in its sector by a minimum of 

10% greater in capitalization value than the present largest in the sector (in the index) 

will enter the index after one recomposition period. 

 

8.4.4 Capitalization Rule 

Capitalization rules govern the selection (or deletion) of companies on the basis of being 

among the largest capitalization companies in the stock market. Only one rule applies 

here-time based rule. 

8.4.5 Time-based rule 

A company (not in the index) may qualify for entry if it exceeds the market cap value of 

the last stock in the index selected on the basis of market cap for two recomposition 



 
 

 66

periods. A qualifying company automatically pushes out the lowest cap selected stock in 

the index. 

8.4.6 Rules for new issues 

A newly listed company or a privatized company shall qualify to be included in the 

existing index (after one recomposition period) if the market capitalization of the new or 

privatized company is at least 2% of the total market capitalization. 
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8.5 Correlation of Market Capitalization with the KSE 
100 Index  

Table 8-B Correlation of Market Capitalization and KSE 100 Index Return 

S.No Company Symbol Market Capitalization in Rupees Correlation 
1 Wazir Ali 250760400 -0.63 
2 Bannu Woollen 331197750 -0.96 
3 Samin Tex. 704951000 0.03 
4 Orix Leasing 2046141825 0.52 
5 Habib Mod 2066400000 0.68 
6 Agriautos Ind 2136000000 -0.69 
7 Unilever Foods 2179790400 0.88 
8 Fazal Textile 3461906250 0.76 
9 Pak ReInsur 3997890000 0.58 
10 Habib Sugar 4032000000 0.60 
11 Bata (Pak) 4762800000 0.66 
12 Kohinoor Energy 5117649720 -0.57 
13 Javedan Cement 5703600000 -0.33 
14 Pioneer Cement 6484803000 0.61 
15 Pak Elektron 6872328000 0.84 
16 Bosicor Pakistan 7155905300 -0.64 
17 Ghani Glass 7473276600 0.89 
18 Attock Cement 7645659255 0.90 
19 Attock Petroleum 7645659255 0.90 
20 Thal Limited 7703748800 -0.64 
21 Maple Leaf Cem. 7910597250 0.30 
22 Pak.PTA Ltd. 7949587800 -0.07 
23 PICIC Growth  8221500000 0.58 
24 Pak Refinery  8925000000 -0.14 
25 Mybank Ltd 9758589500 0.03 
26 Saudi Pak Bank 9945787500 -0.37 
27 Fauji Cement 10191355650 -0.55 
28 Pak.Int.Con.Ter. 10556024050 0.60 
29 Atlas Honda 10691803320 0.15 
30 AL-Ghazi Trac. 11159170360 -0.75 
31 Pakistan Cement 12139309430 -0.25 
32 Mari Gas Company 12151387500 0.45 
33 JS Investment 12390000000 0.76 
34 P.N.S.C. 12413959600 -0.75 
35 Intern Ind 12447190600 0.01 
36 Colgate Palm 12994664000 -0.75 
37 WorldCall Telecom 13085856180 0.41 
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S.No Company Symbol Market Capitalization in Rupees Correlation 
38 P.I.A.C. 13366767360 -0.14 
39 Ist.Capital Sec. 13489367500 0.49 
40 Siemens Pakistan 13599303000 -0.33 
41 Bestway Cem 13978821780 0.21 
42 IGI Insurance 14248833900 -0.30 
43 JS Global Cap. 14285840000 -0.26 
44 Cres. Comm.Bank 14469703050 -0.80 
45 Soneri Bank 14811210000 -0.75 
46 Pak Services 15448995000 0.02 
47 Abbott  18062605350 -0.70 
48 Meezan Bank 18279580280 0.41 
49 Attock Refinery 18537012000 -0.12 
50 Sui South Gas 19430498880 0.32 
51 Ibrahim Fibres 20493462000 0.77 
52 Pak Suzuki XD 20821874700 -0.66 
53 Nishat Mills 21451230225 0.89 
54 K.E.S.C. 22351109570 -0.83 
55 Indus Motor 22601430000 -0.07 
56 Lakson Tob 24385798800 -0.87 
57 New Jubilee Ins. 25047624000 -0.09 
58 Askari Bank 25874677875 -0.68 
59 Rafhan Maize 26195815860 0.42 
60 Faysal Bank 26482225000 -0.84 
61 Shell Pakistan 27123938015 0.86 
62 Bank AL-Habib 27468132860 -0.57 
63 ICI Pakistan 28412830810 0.91 
64 National Refinery 28747992700 -0.45 
65 Azgard Nine  29441655915 0.81 
66 D.G.K.Cement 29917849800 0.98 
67 UniLever 31386850680 -0.15 
68 Packages Limited 31473553500 0.72 
69 GlaxoSmith  31744973400 -0.24 
70 B.O.Punjab  32706119190 -0.61 
71 Habib Metro Bank 34024413000 -0.52 
72 Sui North Gas 37476436725 0.29 
73 Hub Power  38,070,379,760 0.70 
74 Pak Tobacco 38132449650 -0.45 
75 Fauji Fert Bin 38578743000 0.53 
76 NIB Bank 38641533840 -0.74 
77 Lucky Cement 38716125000 0.98 
78 Adamjee Insur 40280629400 0.69 
79 EFU Life Assur 40425000000 0.38 
80 Bank Al-Falah 44172375000 0.46 
81 Kot Addu 46653419600 0.74 
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S.No Company Symbol Market Capitalization in Rupees Correlation 
82 ABN AMRO Bank 49316172240 -0.77 
83 Dawood Herc. 49953432825 -0.17 
84 Arif Habib Sec. 56550000000 0.67 
85 Fauji Fertiliz 71307021900 0.93 
86 Nestle Pakistan 71652368000 -0.46 
87 Engro Chemical 71728705900 0.92 
88 EFU General Ins 75810000000 0.88 
89 Allied Bank  80116854985 0.09 
90 Pak Oilfields 80918416800 0.94 
91 P.S.O.  89618991000 0.93 
92 Stand.Chart.Bank 1.37441E+11 -0.86 
93 Jah.Siddiq.Co. 1.438E+11 -0.59 
94 United Bank  1.63898E+11 -0.05 
95 P.T.C.L 1.91719E+11 0.96 
96 Pak Petroleum 2.05122E+11 0.93 
97 Habib Bank 2.08725E+11 0.65 
98 National Bank  2.09847E+11 0.54 
99 MCB Bank 2.69845E+11 0.63 
100 Oil and Gas Dev 5.96969E+11 0.98 
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8.6 Daily Trading Volume of Stocks of KSE 100 Index 
The data for this trading volume is taken on 7th August, 2008. 

 
Table 8-C Daily Trading Volume of KSE 100 Index Companies 

S.NO SYMBOL VOLUME
1 Arif Habib Sec. 10,508,500
2 NIB Bank 8,161,500 
3 D.G.K.Cement 6,390,500 
4 National Bank 6,192,900 
5 Oil and Gas Dev. 5,328,000 
6 Engro Chemical 5,064,100 
7 Azgard Nine 4,780,000 
8 Lucky Cement 4,319,200 
9 Pak Petroleum 3,119,500 
10 Attock Refinery 2,818,400 
11 MCB Bank 2,385,600 
12 B.O.Punjab 2,228,800 
13 Nishat Mills 2,085,400 
14 Pak Oilfields 1,995,600 
15 WorldCall Telecom 1,728,500 
16 Bosicor Pakistan 1,680,000 
17 P.T.C.L.A 1,636,600 
18 United Bank 1,537,400 
19 Bank Al-Falah 1,533,000 
20 Fauji Fert BinSPOT 1,366,000 
21 Fauji Cement 1,319,500 
22 Askari Bank 1,212,700 
23 P.S.O. 1,202,300 
24 Fauji Fertiliz 1,200,000 
25 Hub Power 1,004,000 
26 Habib Bank Ltd 988,900 
27 Maple Leaf Cem. 981,500 
28 Pakistan Cement 840,500 
29 Pak.PTA Ltd. 372,500 
30 PICIC Growth 331,000 
31 Jah.Sidd. Co.XR 326,000 
32 K.E.S.C. 306,500 
33 Pioneer Cement 306,500 
34 Sui North Gas 283,800 
35 Habib Mod 231,000 
36 Pak.Int.Con.Ter. 224,000 
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S.No SYMBOL VOLUME
37 Saudi Pak Bank 207,500 
38 Cres. Comm.Bank 200,500 
39 Faysal BankXD 192,700 
40 Ist.Capital Sec. 178,300 
41 Pak Elektron 139,800 
42 Bank AL-Habib 136,200 
43 ICI Pakistan 135,200 
44 Shell PakistanXD 122,800 
45 Sui South Gas 117,500 
46 P.I.A.C.(A) 99,000 
47 Allied Bank 80,600 
48 Soneri Bank 76,200 
49 Mybank Ltd 68,500 
50 Kot Addu 66,800 
51 Pak Reinsur 59,400 
52 Mari Gas XD 57,300 
53 Habib Metro Bank 53,100 
54 National Refinery 52,600 
55 Adamjee Insurance 51,700 
56 Intern Ind 50,200 
57 Pak Refinery 48,800 
58 Packages Limited 44,200 
59 Pak Suzuki 43,700 
60 Agriautos Ind 34,100 
61 Stand.Chart.Bank 34,000 
62 Attock Petroleum 28,500 
63 Indus Motor 26,900 
64 Meezan Bank 24,000 
65 Royal Bank Ltd 16,300 
66 Dawood Herc. 11,000 
67 Habib Sugar 9,500 
68 EFU Life Assur 8,400 
69 EFU General Ins 8,000 
70 GlaxoSmith 6,600 
71 P.N.S.C. 4,900 
72 AL-Ghazi Trac.SPOT 3,800 
73 Thal Limited 3,800 
74 JS Investment 2,900 
75 Attock Cement 2,500 
76 UniLever 2,180 
77 Pak Tobacco 1,800 
78 IGI Insurance 1,800 
80 Ghani Glass 1,100 
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S.No SYMBOL VOLUME
82 Orix Leasing 500 
83 Nestle Pakistan 100 
84 Lakson Tob 100 
85 New Jubilee Ins. 100 
86 Javedan Cement 100 
87 Rafhan MaizeSPOT 0 
88 Pak Services 0 
89 Ibrahim Fibres 0 
90 Colgate Palm 0 
91 Unilever Foods 0 
92 Bestway Cem XR 0 
93 Atlas Honda 0 
94 JS Global Cap. 0 
95 Bata (Pak) 0 
96 Fazal Textile 0 
97 Kohinoor Energy 0 
98 Bannu Woollen 0 
99 Samin Tex. 0 
100 Wazir Ali 0 

  Total 88,507,780
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8.7 Regression Analysis Summary Tables 
Table 8-D Regression Market Capitalization and Equally Weighted Indices 

REGRESSION  
SUMMARY OUTPUT      

Regression Statistics     
Multiple R 0.781264031     
R Square 0.610373487     
Adjusted R Square 0.605036137     
Standard Error 0.005257997     
Observations 75     
ANOVA      

  Df SS MS F Significance F
Regression 1 0.003161627 0.003161627 114.358913 1.3522E-16
Residual 73 0.002018197 2.76465E-05   
Total 74 0.005179824       

  Coefficients Standard Error t Stat P-value Lower 95% 
Intercept -1.55979E-07 0.000616612 -0.000252962 0.999798856 -0.001229063
X Variable 1 0.610028253 0.057044653 10.69387269 1.3522E-16 0.496338426

 
 

Table 8-E Regression Market Capitalization and Price Weighted Indices 

REGRESSION  
SUMMARY OUTPUT      

Regression Statistics     
Multiple R 0.458284277     
R Square 0.210024478     
Adjusted R Square 0.199202896     
Standard Error 0.007364187     
Observations 75     
ANOVA      

  Df SS MS F Significance F
Regression 1 0.001052516 0.001052516 19.40792655 3.55589E-05
Residual 73 0.003958881 5.42313E-05   
Total 74 0.005011398       

  Coefficients Standard Error t Stat P-value Lower 95% 
Intercept 0.00035838 0.000863608 0.414979965 0.679373668 -0.001362788
X Variable 1 0.351972706 0.079894966 4.405442833 3.55589E-05 0.19274227
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Table 8-F Regression Equally Weighted and Price Weighted Indices 

REGRESSION  
SUMMARY OUTPUT      

Regression Statistics     
Multiple R 0.848270683     
R Square 0.719563152     
Adjusted R Square 0.715721551     
Standard Error 0.004387686     
Observations 75     
ANOVA      

  Df SS MS F Significance F
Regression 1 0.003606017 0.003606017 187.3081601 7.65611E-22
Residual 73 0.001405381 1.92518E-05   
Total 74 0.005011398       

  Coefficients Standard Error t Stat P-value Lower 95% 
Intercept 6.21827E-05 0.000511484 0.121573149 0.903571115 -0.000957203
X Variable 1 0.834365558 0.060964641 13.68605714 7.65611E-22 0.712863206
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