An index is like a ruler. It is a way of measuring the performance, or price movement, of just about anything.
You'll see the plural of an index as both "indices" and "indexes".
In the financial world, indexes are created to track items such as publicly traded stocks, bonds, and consumer prices for
common goods and services. Below are a few examples of indexes and what they measure. Keep scrolling down to learn more about indexes.

The DOW

S&P 500

S&P 400
Index

Is an index that tracks
30 large, publicly
owned blue chip
companies trading on
the New York Stock
Exchange (NYSE) and
the NASDAQ

An index of the 500
largest U.S. publicly
traded companies.
The S&P 500 is widely
regarded as the best
gauge of large-cap U.S.
equities.

Investors who buy
and hold mid-cap
stocks are typically
looking for long-term
growth and the
potential to outperform
large-cap stocks in the
long term.

Russell 2000 Wilshire 5000

Is an index measuring
the performance of
approximately 2,000
smallest-cap American
companies

Is the broadest stock
market index of
publicly traded
American corporations.
It is often used as a
benchmark for the
entire (whole) U.S.
stock market.

Here Is an Example of How an Index Works






Suppose we created an index to track the price of a gallon of milk.
When we start tracking let's say milk costs $2.00 a gallon.
The starting index value is 1.
When milk goes to $2.50, our index goes to 1.25, which reflects a 25% increase in the price of milk.
If milk the goes to $2.25, the index goes to 1.15. The .10 change reflects a 10% decrease in the price of milk.

If you were a milk dealer you might find a milk index useful. Instead of going to the store each day to write down the prices of each
competitor's milk and averaging them together, the index would provide that data for you.
Stock market indexes are used by traders, economists, and academics, but each uses the information in a different way.
For the average person, the day to day change in the stock market should have no relevance to their life, so why pay attention? I don't
know. Maybe people pay attention because the media focuses so much attention on the day-to-day change in indices like the S&P 500 or
Dow Jones.
Most people should develop a long-term investment plan that uses index funds, which own all the stocks listed in an index, and they
should leave their investments alone for years and not obsessively watch the market.

How You Can Actually Use an Index
Sometimes its hard to know how well your portfolio or financial adviser is performing. You might hear numbers like 3%, 5% or
10% growth but what does that really mean? Are those good numbers? The answer is--it depends.
Some years the investment markets have a great year and go up by double-digit percentages. Other years, those same markets
might have a year of 1% growth or even declines. You should measure the performance of your portfolio or financial adviser
against an index. You might compare your stock portfolio to the S&P 500. If that index rose 9% in a certain year, you might
expect your stock portfolio to rise 6% or more. (Most portfolios are a little more conservative than the index and there are some
fees involved.)
If your portfolio outperforms the index, congratulations, but if your portfolio consistently underperforms the index by a large
margin, ask some questions. Every portfolio will have years where they outperform or severely underperform an index. You
should only be worried if it underperforms over multiple years. Don't just look at the percentage gain or loss as a

judgement on performance. The only way to truly gauge the performance of your portfolio is to compare it against
the correct index.

