
Course 4: Understanding Stock 
Indexes and What They Represent 

What Is the Dow? 

The Dow Jones Industrial Average (Dow) tracks 30 large U.S. companies, like Apple, Coca-Cola, 
and Nike. 

●​ It’s price-weighted, so higher-priced stocks have more influence. 
●​ It’s often used as a snapshot of the U.S. stock market’s overall health. 

👉 Quick Example: If Microsoft’s stock price goes up, it has a bigger effect on the Dow than a 
cheaper stock like Coca-Cola. 

What Is the S&P 500? 

The S&P 500 tracks 500 of the largest U.S. companies. 

●​ It’s market-cap weighted, meaning bigger companies like Apple or Amazon count more 
than smaller ones. 

●​ It’s considered the best benchmark for the U.S. stock market. 

👉 Tip: When people say “the market is up” or “the market is down,” they’re usually talking about 
the S&P 500. 

What Is the Nasdaq? 

The Nasdaq includes more than 3,000 companies, mostly in tech and growth industries. 

●​ Known for big names like Apple, Microsoft, and Tesla. 
●​ Includes both large companies and smaller startups. 
●​ Often used as a gauge of how tech stocks are doing. 

👉 Quick Example: If the Nasdaq rises but the Dow falls, it may mean tech companies are doing 
better than older, traditional industries that are the Dow Industrial Average (DOW). 
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Stock Indexes in the Real World 

Story 1: Maya and the Morning News 

Maya is a junior who likes to watch the morning news with her dad. She always hears things like, 
“The Dow was up 200 points today,” but never knew what it meant. 

One day, her dad explains that the Dow is just a list of 30 big companies. When their stock prices 
go up or down, the Dow does too. Suddenly, Maya realizes the news isn’t just random numbers — 
it’s a way of showing how the market is doing. 

Story 2: Daniel and the S&P 500 Project 

Daniel, a sophomore, is doing a class project on investing. His teacher tells him to research the 
S&P 500. 

At first, it’s overwhelming — 500 companies? But then he learns that the index is like a giant 
scoreboard. If the S&P 500 is up, most of the biggest U.S. companies are doing well. Daniel 
compares it to checking the overall score of a basketball game, instead of focusing on just one 
player’s stats. 

Story 3: Priya and the Nasdaq Tech Boom 

Priya is obsessed with tech. She follows companies like Tesla and Apple, and dreams of being a 
software engineer. 

She notices the Nasdaq is often in the news. When the Nasdaq rises, it usually means tech stocks 
are strong. When it falls, tech companies are struggling. Priya realizes the Nasdaq isn’t just 
numbers; it’s a reflection of the industries she’s most excited about. 

FAQs: Understanding Stock Indexes 

Q: Why are stock indexes important?​
They show how groups of companies — and the market overall — are performing. 

Q: Which index is the most important?​
The S&P 500 is the most common benchmark for the overall U.S. market. 

Q: Why does the Dow only track 30 companies?​
It was created over 100 years ago, when the market was smaller. It’s still used today as a quick 
snapshot. 

Q: Is the Nasdaq only tech companies?​
No, but it’s heavily weighted toward tech, so it often reflects the tech sector’s performance. 
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Q: Can you invest directly in an index?​
Not exactly — but you can invest in index funds or ETFs that mirror them. 

Think About It 

1.​ Why do you think investors use indexes instead of just watching individual stocks? 

2.​ If you had to pick, which index would you follow most closely — Dow, S&P 500, or 
Nasdaq? Why? 

3.​ How is a stock index like a scoreboard in sports or a report card in school? 

4.​ If the S&P 500 is up but the Nasdaq is down, what might that tell you about the market? 

 

Terms to Know 

●​ Stock Index – A group of stocks used to measure market performance. 
●​ Dow Jones Industrial Average (Dow) – Tracks 30 large U.S. companies. 
●​ S&P 500 – Tracks 500 of the largest U.S. companies; key benchmark of the market. 
●​ Nasdaq – Index with over 3,000 companies, focused on tech and growth. 
●​ Market Cap – The total value of a company’s stock (stock price × number of shares). 
●​ Price-Weighted Index – An index where higher-priced stocks count more (like the Dow). 
●​ Market-Cap Weighted Index – An index where bigger companies count more (like the 

S&P 500). 
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