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Stock market index (indices)



Stock market index – definition.
There are different “stock market indices” , 

such as Dow Jones Industrial Average, Nasdaq Composite 
Index, and others.

Different stock market indices are basically 
different groups of different stocks. 

What does a market index do over time?

Each market index will follow collective performance 
of all stocks that are in it over a period of time, using 

particular metrics and methodologies. 



Stock market index – definition.

Market stock indexes are collections or groups of different 
stocks selected to join the list (the portfolio).

Think of a big basket full of different amounts of shares 
from stocks of different companies! 

This does sound like “sectors” that we covered before - but 
stocks that join (or fall out of) an index are usually chosen 
based on their performance and market cap, not industry. 

Exceptions do apply though…   



Stock market index – definition.

Market stock indexes are closely followed by both 
traders and investors to understand general market 
conditions, which affect individual stock performances.

Three market stock indexes that are most followed are:

 1) Dow Jones Industrial Average (DJIA)

 2) Nasdaq composite Index (NQ)

 3) S&P 500.



Stock market index – definition.

Some market indexes track large portions of the market! 

Some indices will include only largest cap stocks, or all 
stocks on a particular exchange, while some indices are 
more narrowly focused on fractions of market or even on 

emerging markets across the world.  

It is not surprising that there are more than 5,000 indices 
today.



Index: Dow Jones Industrial Average (DJIA)
DJIA or simply DJ or Dow is a stock market index that tracks 

collective performance of selected 30 largest and most 
influential companies in the USA.

Top 10 holdings in DJIA



Index: Dow Jones Industrial Average (DJIA)

Note: DJIA portfolio 
has approximately 
25% of the US stock 
market value in total.

DJIA companies are falling under the “blue chip” umbrella traded at NYSE. 



Index: Dow Jones Industrial Average (DJIA)

DJIA portfolio has its own 
price that fluctuates 
depending on the prices of 
shares of each stock that is 
in the DJIA. Final DJIA price 
is sum of all prices per share 
of all stocks divided by 
special Dow Divisor (initially 
number of stocks in the 
DJIA). 

In this example, the closed 
price per share was $42,633.

Note: DJIA puts more importance to stocks with higher prices.



1) DJIA is widely accepted by investors to be the measure of 
stock performance in the USA.

2) The 30 companies that will constitute DJIA at any time point 
are selected by the editors of Wall Street Journal. 

3) General electric (GE) was the longest participant in the DJIA 
basket (over a century!) and was removed in 2018.

4) Changes in the DJIA are usually reported as change in points, 
not dollars. Points are calculated by change in the $ divided by 
the so called “Dow Divisor”. Dow Divisor was introduced to offset 
the effects of events in individual stocks, such as stock splits. 
However, stocks with higher prices will have stronger effect on 
DJIA points than lower priced ones…

Index: Dow Jones Industrial Average (DJIA)



Index: Dow Jones Industrial Average (DJIA)
DJIA or simply DJ or Dow is a stock market index that tracks 

collective performance of selected 30 largest and most 
influential companies in the USA.

…



Index: Nasdaq Composite Index (NQ)

Simply put - NQ is a stock market index of all stocks that are 
traded on the Nasdaq stock exchange (more than 2,500 

stocks).

Subset of NQ is NASDAQ 100 that includes largest and most 
actively traded companies. Daily average volume of shares 

traded has to be above 200,000 shares.

NASDAQ 100 excludes stocks that fall under the financial 
industry sector.



These companies are mostly technology stocks, but include 
also stocks from consumer discretionary, insurance, finance, 

health, industrial and transportation sectors. They are 
domestic and international. 

These companies are large and small caps.

NQ portfolio has more than 5,000 domestic and 
international stocks.

Index: Nasdaq Composite Index (NQ)



Index: Nasdaq Composite Index (NQ)

NQ portfolio has its own 
price that fluctuates 
depending on the prices of 
shares of each stock that is 
in the NQ. Final NQ price is 
defined by adding up market 
cap of all included assets 
based on their current price, 
which is divided then by a 
common divider. 

In this example, the closed 
price per share was $20,202.3.

Note: NQ puts more importance to market capitalization.



Index: S&P 500

Simply pout - S&P 500 is index of 500 leading companies in USA. 

S&P 500 companies are selected based on large market cap, liquidity, float, 
sector, finances, and trading history. They represent broader economy.

Note: when the total market value of all 500 companies drops by 5%, the 
value of the S&P500 also drops by 5%. 



S&P 500 includes companies that have at least $5.3 billion market 
cap, positive earning reports last four quarters, and it has to be US 
publicly traded company. So, it is focused on large caps.

Companies with larger market cap will affect S&P 500 price more 
than companies with smaller cap.

S&P 500 is considered by many as stock market’s benchmark.

Index: S&P 500



Index: S&P 500

Note: S&P 500 puts more importance to market capitalization.

S&P 500 portfolio has its own 
price that fluctuates 
depending on the prices of 
shares of all stocks in the 
S&P 500. Final S&P 500 price 
is defined by market cap of 
each company. 

In this example, the closed 
price per share was $5795.50.



Index: Rusell 2000

Simply pout - Russell 2000 tracks 2,000 small cap companies publicly 
traded at US stock market

These companies have market capitalization between $300 million to $2 
billion.

These companies have more volatile price movements.



Index: Rusell 2000

Russell 2000 excludes stocks whose shares trade for price less than $1 or 
if they are listed on pink sheets.

Russell 200 is considered by many as the benchmark for small to mid 
cap companies, and often as indicator of the economy health in the USA.

These companies have more volatile price movements.



Index: Rusell 2000

Russell 2000 portfolio has its 
own price that fluctuates 
depending on the prices of 
shares of all stocks in the 
Russell 2000. Final Russell 
2000 price is defined by last 
sale price and number of 
shares that can be traded of 
each stock included. 

In this example, the closed 
price per share was $2,359.04.

Note: S&P 500 puts more importance to small market capitalization.



Indices as benchmarks

Stock market indices are often used as benchmarks to 
which performance many large investors will compare their 

own investment success (or failure). 

For example, if their strategy and investments made 10% 
within a year while S&P 500 Index made 6%, we would say 

that their strategy and investment “beat the market”. 



Summary

Market indexes track collective performance of selected groups of assets. 

Market indexes reflect market consensus of up-trend (bullish) or down-
trend (bearish). 

Three major market indexes in USA are DJIA, NQ, and S&P500 but there 
is more than 5,000 currently available out there! 
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