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STOCK MARKET INDEXES
67 45 265 213 39 55 78 40 54

W hat did the stock market do today? This ques
tion is usually answered with a reference to one of 
the many indexes that measure market performance. 
A m ong the first such indexes were those compiled 
by Dow-Jones, which publishes indexes for indus
trials, rails, and utilities as well as a composite index 
for 65 stocks. Standard & P oor’s and the New 
Y ork  Stock Exchange also publish often quoted 
indexes which similarly consist of a composite series 
along with various component series. In many cases 
indexes also provide breakdowns for individual in
dustries. Other indexes are published by m ajor 
newspapers such as The N ew  York Times and by 
other exchanges such as the American Stock E x 
change.

The first Dow-Jones Industrial Index, introduced 
on M ay 26, 1896, was an average of the prices of 
12 m ajor stocks of that period. In 1916 the list of 
stocks was broadened to 20 and in 1928 the number 
was increased to 30, where it stands today. Standard 
& P oor ’s present index, begun in 1957 when the 
older Standard & P oor ’s indicators were phased out, 
uses 425 industrial stocks. The newest of the three 
indicators— the New Y ork  Stock Exchange Index—  
was inaugurated on July 14, 1966. Historical data 
for the series has been provided back to 1939.

The number o f stocks included in different series 
varies. The Dow-Jones indexes, for example, use 
a relatively small number of stocks, many of which 
are so-called “ blue chips.”  These are usually stocks 
of large, well-established companies. In contrast, 
the Standard & P oor ’s composite average uses 500 
stocks. The New Y ork  Stock Exchange Index is 
considered the most comprehensive market indicator. 
It includes all the comm on stocks listed at any one 
time on the Exchange, and currently includes over 
1,200 comm on stocks.

Market analysts have varying opinions of the value 
of different series. Some argue that the Dow-Jones 
averages do not give a true indication of overall 
market activity since many small companies are 
neglected. Others suggest that the emphasis on the 
larger companies is appropriate because the shares 
of these companies are so widely held. The Standard

& P oor ’s indexes, which cover many more stocks 
than the Dow-Jones averages, nevertheless draw 
similar criticism because their method of computation 
gives greater weight to the large companies. Some 
analysts also criticize the inclusion of only New Y ork 
Stock Exchange stocks in these two indexes as well 
as in the Exchange’s index, but others cite the large 
proportion of total transactions on registered ex 
changes accounted for by that exchange.

The makeup of stock indexes varies over time. 
The New Y ork  Stock Exchange Index depends on 
what stocks are currently listed on the Exchange. 
The composition of the Dow-Jones and Standard & 
P oor ’s indexes, with fixed numbers of stocks in
cluded, also changes. Substitutions are made from 
time to time to reflect the overall market better. 
Changes may also be necessitated by a company 
merging or changing its principal type of business.

Various methods are used in calculating indexes. 
Each of the Dow-Jones averages is derived by adding 
up the price of each of the included stocks and then
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dividing the total by a specific number. W hen the 
number of stocks used in the Dow-Jones Industrial 
Average was increased in 1928, this divisor was 30. 
Since that time the divisor has been changed periodi
cally in order to make adjustments for stock divi
dends, stock splits, and reverse stock splits. These 
adjustments are made to preserve comparability of 
current and past data. W hen a stock splits, for ex 
ample, the investor holding the stock usually suffers 
no loss in the dollar value of his holdings. Yet, 
unless some adjustment is allowed for in an index, 
the lower price of one share of stock resulting im
mediately from the split will bias the index 011 the 
low side. W hen a split occurs in a stock included 
in a Dow-Jones list, the divisor is lowered to offset 
the downward shift in the price of the stock. If the 
other market values in the index remain constant, 
the index stays at the same level. The New Y ork 
Stock Exchange and Standard & P oor ’s indexes use 
different methods of calculation. The former multi
plies the price of each stock by the number of listed 
shares of the respective stocks. The latter multiplies 
the price of each stock used by the number of out
standing shares. In this way these indexes are ad-

STANDARD & POOR'S INDEXES
Price Index
1941-43 =  10

Source: U. S. Department of Commerce, 
Survey of Current Business.

justed automatically for stock splits since a decrease 
in price is offset by an increase in the number of 
listed or outstanding shares. Standard & P oor ’s 
expresses the total value of outstanding shares as a 
percentage of the average market value during the 
period 1941-43. The resulting figure is then divided 
by 10, making it much lower than its Dow-Jones 
counterpart. The New Y ork  Stock Exchange In
dex is expressed in relationship to the average price 
of all listed comm on stocks on December 31, 1965. 
This index must make adjustments to eliminate 
changes due to new listings or delistings o f stock on 
the New Y ork  Stock Exchange. The different 
relative positions of the rails and utilities indexes in 
the Dow-Jones and Standard & P oor ’s charts sug
gest not only different methods of computation but 
also the use of different stocks.

M ary A nn Chappell 

DOW -JONES STOCK AVERAGES

Dow-Jones Index

Source: U. S. Department of Commerce, 
Survey of Current Business.
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