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How Much Do You Really Know About Stock Market Indexes?

While you may follow the various stock indexes on the nightly business news, how
much do you know about their histories, how they work, and why they're
important? We pulled together some information and interesting facts about some
of the major indexes that can help you put the numbers you hear in context.

Stock market indexes combine groups of stocks based on various criteria and
compute their value in one calculation, helping financial professionals and
individual investors track Wall Street’s performance.

Broad stock market indexes trace their origins back to May 26, 1896, when Charles
Dow and Edward Jones, the co-founders of Dow Jones & Company, published the
Dow Jones Industrial Average (DJIA) in The Wall Street Journal. Their goal was to
quantify the daily price movements of stocks and provide a reliable measure of the
stock market’s performance. Little did they know that over the following 129 years,
their pioneering index would help shape how the public views and invests in the
market.!

Originally composed of 12 companies, the DJIA looked to reflect the major sectors
of the late 19th-century American economy. In time, the DJIA itself would evolve,
and the concept of stock indexes would grow in number, size, and importance.’

Today, many people focus on three main indexes: the DJIA, the Standard & Poor's
500 (S&P 500) composite index, and the Nasdag Composite. These indexes provide
a broader and more nuanced measure of the stocks and have become an integral
part of financial markets, impacting investment strategies and providing crucial
performance benchmarks.

Understanding Points vs. Percentage

You've probably seen headlines about the market "dropping 500 points" or "soaring
800 points." While those headlines grab attention, they don’t always tell the whole
story. Today’s indexes have grown so much over time that a 500-point move means
something very different than it did decades ago. For example, a 500-point drop
when the Dow was at 10,000 would have been a 5% decline. Today, with the Dow
around 40,000, the same 500-point drop is barely over 1%.
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It's not the number of points that matters—it's the percentage change. This
perspective can help you put market moves in a better perspective. Financial
headlines are designed to grab attention, but focusing on the percentage
movement can be a better measure of the market's true volatility.

Now, before we go further, a quick disclaimer: The Dow Jones Industrial Average is
an unmanaged index generally considered representative of large-capitalization
companies on the U.S. stock market. The S&P 500 Composite Index is an
unmanaged index that is considered representative of the overall U.S. stock
market. The Nasdag Composite is an index of the common stocks and similar
securities listed on the Nasdaq stock market and considered a broad indicator of
the performance of stocks of technology and growth companies. Index
performance is not indicative of the past performance of a particular investment.
Past performance does not guarantee future results. Individuals cannot invest
directly in an index. The return and principal value of stock prices will fluctuate as
market conditions change. And shares, when sold, may be worth more or less than
their original cost.

Now, back to the blog.

The Dow Jones Industrial Average

When Dow created his index in the late 19th century, he picked 12 stocks
representing important industries like agriculture, coal, oil, and steel. The
calculation was simple: they added the daily prices of those 12 stocks and divided
them by 12. The result was the average that the index tracked.

The DJIA remains a price-weighted index as opposed to some others, which are
weighted by market capitalization. With a market-cap index, the companies with
the most value have the most impact on the index.?

Looking at the original 12 DJIA stocks provides a fascinating glimpse into the more
agrarian and burgeoning industrial nature of the U.S. economy at the turn of the
last century.

Original Dow Jones - 1896°
Industrial Average Stocks |

1. American Cotton Oil Laclede Gas

2. American Sugar 8. National Lead

3. American Tobacco 9. Tennessee Coal & Iron

4. Chicago Gas 10. North American

5. Distilling and Cattle 1. U.S. Leather
Feeding 12. U.S. Rubber

6. General Electric




Since its inception, the DJIA has undergone significant evolution, adapting to the
changing landscape of the American economy and, therefore, remaining relevant
to investors and market analysts today.

In 1916, the number of stocks represented by the DJIA increased to 20 and
remained at that level until moving up to its current 30-count in 1928 to reflect
the (soon-to-end) economic boom of the Roaring 1920s.

Original 30 Dow Jones 1928*

Industrial Average Stocks

1. Allied Chemical 16. Nash Motors
2. American Can 17. North American
3

. American Smelting 18. Paramount Publix

/.. American Sugar
5. American Tobacco
5. Atlantic Refining
. Bethlehem Steel
8. Chrysler
9. General Electric
10. General Motors Corporation
1. General Railway Signal
12. Goodrich
3. International Harvester
14. International Nickel
15. Mack Truck

19. Postum Incorporated
20. Radio Corporation

21. Sears Roebuck & Company
22. Standard Oil

23. Texas Company

24. Texas Gulf Sulphur

25. Union Carbide

26. U.,S. Steel

27. Victor Talking Machine
28. Westinghouse Electric
29. Woolworth

30. Wright Aeronautical

The transformation of the companies in the DJIA reflects the broader shifts and
developments in the U.S. economy and stock market over time. DJIA’s continued
ability to adapt has made it more than just a measure of stock prices but a
barometer of economic health and investor sentiment.

Today’s DJIA looks completely different from what it was in 1928. None of the
storied names of the past are still included, acknowledging the shift away from a
U.S. economy dominated by manufacturing and heavy industry to one more
diversified into services and technology.

Remember: The companies mentioned are for illustrative purposes only. It should
not be considered a solicitation for the purchase or sale of the securities. Any
investment should be consistent with your objectives, time frame, and risk
tolerance.
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Current Dow Jones 2025° |
Industrial Average Stocks \ 4
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1. 3M 16. JPMorgan Chase

. Amazon 17. McDonald's

.. American Express 18. Merck

. Amgen 19. Microsoft
5. Apple 20. NIKE

~. Boeing 21. NVIDIA

. Caterpillar 22. Procter & Gamble
8. Chevron 23. Salesforce
9. Cisco Systems 24. Sherwin-Williams
10. Coca-Cola 25. Travelers
1. Goldman Sachs 26. UnitedHealth Group
12. Home Depot 27. Verizon Communications
15. Honeywell International 28 Visa
14. International 29. Walmart

Business Machines 30. Walt Disney Company

15. Johnson & Johnson

Interesting DJIA Facts

General Electric was the only original DJIA member
to remain listed for over 120 years. It was removed in
2018 and replaced by Walgreens Boots Alliance.
Walgreens would have a short tenure on the Dow,
being replaced by Amazon in 2024.°




A committee from S&P, Dow Jones Indices, and

The Wall Street Journal determines which companies
should be part of the DJIA. They are said to prioritize
companies they believe have strong reputations,
steady growth, and high investor interest.®

The S&P 500

Next to the DJIA, the S&P 500 is probably the most well-known U.S. stock market
index. It is broader based than the DJIA, consisting of 500 of some of the largest
U.S. public companies. Because of its wide array of large companies, the S&P 500 is
considered by many to be a better proxy for the entire stock market than the DJIA.

Created by Standard & Poor's, the S&P 500 was updated to include 500 stocks in
1957. The new index took a while to catch on with investors. Its reputation as a
proxy for the U.S. equity market was cemented in 1968 when the S&P 500 became
one of the economic indicators used by The Conference Board to forecast
economic trends.’

Unlike the price-weighted DJIA, the S&P 500 is market-cap weighted. This means
that companies with a larger total market capitalization account for a higher
percentage of the index's overall value.’

To be selected for inclusion in the S&P 500, companies need to meet certain
requirements, including:’

e Be based in the U.S.
e Be a corporation and offer common shares of stock
* Have a market capitalization of at least $20.5 billion




e Trade on a major U.S. exchange

e Have shares that are highly liquid

e Have positive earnings in the most recent quarter and have positive earnings
when adding up the last four quarters

Over the years, the S&P 500 has become an accepted economic indicator. Many
people think of it as more than just a good way to measure the strength of the
stock market; they also consider it a way to evaluate the overall health of the
economy.

The S&P 500

Spans 11 specific economic
sectors, including:™

1. Information Technology 7. Consumer Staples
2. Health Care 8. Energy

3. Financials 9. Utilities

4. Consumer Discretionary 10. Real Estate
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.Communication Services 11. Materials

6. Industrials

Interesting S&P 500 Facts

There are actually 503 stocks in the S&P 500 as of
March 2025. This is due to some stocks having more
than one share class.”



While the DJIA has no original companies left, the

S&P 500 has five components that have been part of
the index since 1957. The five are: General Electric,
AT&T, ExxonMobil, Coca-Cola, and Procter & Gamble.”?

During the 2008 financial crisis and the Great
Recession, the S&P 500 dropped nearly 57% from
October 2007 to March 2009. It recovered all of its
losses by March 2013.°

Nasdag Composite

The Nasdaq Composite is an index that includes most of the securities traded at
the Nasdaq stock exchange, the world's largest electronic stock exchange.

“Nasdaq” is short for National Association of Securities Dealers Automated
Quotations. It ranks second only to the New York Stock Exchange (NYSE) in total
market capitalization.*

Launched in 1971, Nasdaq became the home for many smaller companies that
couldn’t meet the more stringent requirements of the NYSE. This made Nasdaq
more appealing to startups and other fledgling businesses, including high-tech
startups like Intel in 1971, Apple in 1980, and Google in 2004.**

The Nasdaq Composite is a capitalization-weighted index. That means the largest
companies like Amazon, Microsoft, and Nvidia have more sway over the index
results than some small firms.*?

Since the Nasdaq exchange is heavily weighted with technology stocks, the Nasdaq
Composite is regarded as a measure of the health of the technology sector. While
tech-heavy, the Nasdag Composite’s other largest weightings are in consumer
services, health care, and industrial stocks.*®




Sector Breakdown of
Nasdaq Composite'

Basic Materials 1.05% 0.81%
Energy 0.67% 0.96%
| Is 4.03% Consumer Staples 1.89%
2.62% Health Care 5.58%
18.81% Technology 59.90%
3.66%

Source: Nasdaq, April 2,2025

Since the Nasdag Composite is composed mostly of growth stocks, it tends to be
more volatile than the DJIA or S&P 500. That means the index can fall harder and
faster during market downturns.14 That was seen in the first half of 2020, when
the Nasdag Composite led the way down as U.S. stocks tumbled into a bear market
at the start of the COVID lockdowns and with the tariff-related sell-off earlier this
year.



Interesting Nasdaq Composite Facts

In the late 1990s, the Nasdaq Composite became
a popular index as it surged during the early

Internet craze. When the dot-com bubble burst, it
caused a significant downturn and the index took

years to recover.”®

While the Nasdaq exchange does not have a physical
location, since it is an electronic marketplace, it does
have a venue called the MarketSite, located in Times
Square, New York, primarily for marketing purposes,
like the opening and closing bell.”




The Importance of Indexes

We covered the three main indexes, but there are many others. For example, the
Russell 2000 is an index for small-cap stocks, while the Wilshire 5000 covers
almost all publicly traded companies in the U.S. Some indexes have more targeted
versions of themselves, like the Nasdag 100 or the Dow Transportation Index.
There are also indexes such as the FTSE 100, which is the U.K!s best-known stock
index, and the Nikkei 225, which follows the most prominent companies on the
Tokyo Stock Exchange. So, if there is a stock exchange, company size range, or
sector of the economy, an index probably tracks it.?°

Stock market indexes are important because they allow institutional and individual
investors to track the performance of different stock market segments. While we
encourage our clients to be long-term investors, we know some monitor the
indexes daily. But indexes are for more than just keeping score at home.

In the past few decades, professional money management firms have created
investment solutions that allow investors to buy shares in portfolios that closely
mirror the performance of a certain index.

Many mutual funds and exchange-traded funds (ETFs) were created to purchase
shares of all the stocks in an index at the proper weightings to closely replicate its
results. Of course, the mutual fund or ETF performance will not be exactly the
same as the index it tracks due to fees, expenses, and other factors.?*

Stock index investing has grown into a major industry, with assets totaling more
than $15 trillion.? For a company, it’s a big deal to be included in an index. For
example, when a new firm is added to the S&P 500, all the funds tracking the index
must rebalance their holdings and buy the latest stock, which can boost the share
price. The reverse may be true for the company that gets replaced in the index.??

An Index in Not a Strategy

“Just buy the S&P 500” has become a common refrain in investing conversations,
especially when markets are trending up. While there’'s value in broad-market
exposure, relying solely on an index like the S&P 500 isn't a strategy—it’s a starting
point. Indexes like the S&P only represent a narrow slice of the market, primarily
large-cap U.S. companies. That means investors who go all-in on the index may
unknowingly sacrifice diversification and expose themselves to more concentrated
risk, especially during periods of volatility.

The Bottom Line

A well-constructed investment strategy should be aligned with your personal goals,
not just market trends. Diversification, active rebalancing, and an allocation that
reflects your unique time horizon and risk tolerance are key to staying on track.
That’s where we come in. If you'd like to review your portfolio strategy or better
understand how to balance growth with protection, we're here to help.
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markets mentioned, opinions are subject to change without notice. Information is based on sources
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not consider the effects of inflation and the fees and expenses associated with investing. The S&P 500 is
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A diversified portfolio does not assure a profit or protect against loss in a declining market.
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