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Preamble

Since 1896, there have been innumerable
ways to track stock markets all around the
world, starting from the ubiquitous Dow Jones
Index. During last 113 odd years, we have
seen multitudes of indices floated by stock
exchanges, investment companies, researchers
and many others. To put it in perspective, an
index 1s intended to and more-or-less does
provide a flavor of market movement and is
of immense value to stock traders, investors,
governments, common man and even to movie
producers.

The use of index has gone much beyond just
tracking the market, to actively investing in
its futures and different derivative products
by the financial community, making the index
more and more important. [t has also branched
out to provide different sub-indices covering
industry sector, size of market capitalization
and so on. Some index providers have also

gone beyond the boundaries of a single
market and have floated regional and global
indices which again help investors tracks the

markets collectively and invest in them as per
their liking.

Worldwide, majority of indices are based
on aggregate of market capitalizatiuﬁ of
constituent stocks. This method of index
calculation is very popular since it gives
weightage to overall value of a company,
arrived atby multiplying number ofoutstanding
shares of a company by its market price. There
are other methods in vogue, which cover the
minority part of the stock index space. These
alternative methods include fundamentals-
based indexing, price-based indexing, shariah-
based indexing, ethics-based indexing, green
indexes and so on.

By nature the market-capitalization based
index is less volatile since a change in price of
a constituent stock does not have a linear effect
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