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We can now definitely say d
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Speaking

Are 30 Stocks Enough?

Despite the small number of ]
companies are so large that the DJIAO?kS ncluded in the DIIA
he total value of all stocks on the Ne\:?if‘esenls about 25 M‘I \, the
result, the movement of the DJTA COiHCideOgﬂ;‘ Stock E\cmnéc\_m‘\\‘ :
Jarge number of stocks on the exchange > § fairly well with that m‘i

The 30 companies in the DIJIA do not r

companies On the exchange, nor do they n0 represent the smaller
firms listed on the American Stock Exchange O:nalrly Tepresent other
regional exchanges around the country. In ’facrte‘en' Sl
all of the cqmpanies in the DJIA were listed excﬂl;?telllv(i:?:: r\?zg‘
The exception occurred when Intel and Microsoft, companies listed Sn

the NASDAQ, were added in an attem i ;
‘ > pt to give a bigg
technology stocks. S

Why Update the DJIA?

! The main reason for upda
- make the sample more reflectiv
- economy.  For example, in April 1991,
; ~ was changed to better reflect the size of
~ Primerica, and USX were dropped from

~ Disney, and J.P. Morgan were added.
By the late 1990s, he NASEE R beginning {0 PerIE
S 1N & TOW. B a

~ better than the DJIA—beating it three out of four year N
result, Intel and Microsoft took the place of Chevron an o Y
even though they were listed on @ Jifferent exchange:

ting the companies in the DIJIA is to
e of the changing conditions in the
the composition of the index
the services sector. Navistar,
the index, while Caterpillar,

inning 0 perform

09
gure 8-=

4 g S00in Fi
For a long-term comparison, a chart of the DJIA appears with the
on page 141.
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time,
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Eastman

Communicmim
Kraft Foods. Pfizer, an
nearly half of the 30 firms in

years.
When firms ar¢ replaced i

[ntcrnational

n the DJIA, no historical revi;
other changes are made to the series. All that is done is to vl(ms or
new divisor so that the DJIA remains unchanged during the trvSC]-Qu a
stock 1S replaced by a higher one, the d‘;::%mon‘

1Sor is

So, if a low-priced
increased on the following day-

Are There Other Things We Should Know?

There are two worth mentioni i
_ ( ning. First, an i 3
ivzr(;aeiet(l)ﬂie the D{IA gives more weight to higher-p};iiréce—welghted
o ozzver?prlced ones. For example, a 10-percent §t00ks i
* e O(fr;ihng near $129 in July 2003) adds $1 o o
of Alcoa (tradineget?:jrn;%above. percent increaseziin%h = Fhe
ol at the same time) adds only $2 g()e A
.50 to the

The other w
stock dividends of ;Zlél‘ltiss of the DJIA is that it doe .
long-term gains in the m aﬁ 10 percent.” This means ths not adjust for
if some companies deczlir et. Stock prices will not t at 1t ur}derstates
stock dividends are relatively small and elnd to rise as fast
: relatively frequent

~ Because the series i
visibility given to i $ 1s updated so
Wall Street Joul’tl(;al; tl)ty i the Dow Jones (fi)er?)l(;ent.l y and because of the
;t]"hck prices on (p’r ed‘(s) a useful measure of ;ﬁtlon that publishes The
en stock price mOmeately) the New Y0rt-term movements of
ements over longer pe(r)'rkd Stock Exchange.
10ds are of concern,

divisor for the DIIA
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Table 8-1

e rerage
trial Averag
ones Indus
Dow J

The 30 Stocks in the -
: c ald’s
IFEan MObl[e' Merck & Company
3M Company General Electric ot
Alcoa Inc. | Motors :

i C8 er Inc.
s S:\I:rleﬁ-Packard "IIJ‘S: Coca Cola Co
g:;lglz—lt;fAmerica Intel Corporation Procter & Gan

i IBM United Technolc
CB::;:pg“gzrnﬁ)Cany Home Depot Verizon Commur
i n
Johnson & Johnso /al-Mart Stores
Gl (iozp' . it :2'211 Disney Company
I(E:ltl‘gg)ug r; i Kraft Foods Inc. 2
. I. DuPon

i 9
Source: Dow Jones Corporation, May 13, 200!

5 my. Figure §-]
over the years to keep abreast of changes in the egm:;) }')resem o
shows one of the more popular charts use )
movements of the average.

But, Is It Really an Average?

In 1884 the index really was an average, but it pro\’ed» difficult
to maintain because of the problem caused by stock splits. For
example, consider a simple DJIA which, on Monday,
priced $20, $30, and $40. The DIJIA for that d
+ $40)/3 = $30, or simply 30. Next, suppose
Tuesday except for a two-for-one split of th

holding one share of a stock worth
shares worth $10, and so his or her wea

had three stocks
ay would be ($20 + $30
that nothing happens on
e $20 stock (instead of
$20, someone NOW owns two
Ith remains unchanged).

divisor. Instead of di

divide by 2.667 so that fhe -
$40)/2.667 = 30, just a

s before,
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and

Dow Jones Industriq Average

; more than 3,000 companies that are primarily [;
York Stock Exchange (NYSE). primarily listed on the Ney

4 The DJIA includes 30 representative firms, and the size of the

ex depends on the market price of each firm's stock at any given
me. If the prices of the stocks in the average are rising, the DJIA
es up and the market is also presumed to be going up. If the prices
30 stocks are falling, the DJIA goes down, indicating that other
stocks in the market are also presumed to be going down. Over time,
e firms are deleted and others added, but the total number of
ocks is kept at 30.

In 1884 the Dow Jones Corporation began to publish the
ge closing price of 11 active stocks in its Q;stomer’s Aﬁemoonf
7, a short publication that later evolved into The Wallé itzj:s
al. By 1886 the average included 12 stocks, and by 19 lu:i ; ;0
ded to 20.! Finally, in 1928 it was expanded to inc

jonally
These stocks, listed in Table 8-1, have changed 0ccasto

2 (
p nies in the averag
Jones Corporation has a complete history of the compa

from 1884 on its website at http:/dowjones.com:
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: k Table 8.5
: N[PA and the 0008 and SQ.A\’“—“:;‘"'?HN Balay
s ance, Bijy;,
tic product s "h":l: ,",‘ Dollay,
o g ~ 1 (200¢
c:snsumplion expenditures 314,075 s ¥ %) %G
e domestic investment 99455 It 1,34p.9 7
s of goods and services 1,579.8 ';,2/,1_ ARy U
-337.7 :i:a A
1,336.7 / H/'f, A4
Sz)éls o
1874 dag o
; Liolg @ oy
S 3 o IS 47i0 e o
ornment consumption & gross investment 2 87}. 288.6 5 i
e BTG

surce: Bureav of Economic Analysis. First quarter 2009 advance estimat
€5 Some totals mg
may not

due to rounding.

Collecting and Reporting the Data
§ . Payacticc, data for exports and imports of goods are collected

ntinuously by the Census Bur}eau from declarations filed with the
Customs Office by international shippers. Other techniques are
used to estimate the monthly volume of services. Because of the
pature of the data, trade figures are normally released 45 days after the
" close of the reference month.

The Census Bureau releases trade figures in several formats.

tial trade figures are reported monthly, and year-to-date figures are

i i individual months.
sined by adding up the trade balances for individual
e < se shown in Table 8-2 and Figure 8-5,

ali uch as tho .
:siilllzlzeifeg%)u;etsﬁes BEA and publishefi as part of the NIPA. 'T}i\‘:;
ans that the size of the trade deficit W}ll be small 1f ttfxe rte}i:)ﬂ ‘::rter
 month, approximately 3 times larggr if the reptc:rt 1saroer annganzed,,
approximately 12 times larger if the nurg1 ersa o e
cordingly, we have to be careful not t0 clcmonie

nthly figure with a relatively small quarterly one: it
In Figure 8-5, annualized quarterly data are US il

: 58 t

ance on goods and services from 19 el

either ge shown as the difference be e;tn ¢ top of the graph)
ices exports and overall imports '® . ¢ the figure

tean be plotted separately a5 shown at th°
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Trade Deficit

; in international
L O?Zhen 2 o;un:rye eﬂgﬂgesw track the ﬂov;’
sransactions. The best known is the bﬂl_‘”'ce_ o; bocl;oum in 1
that replaced the balance or merchandise rade éb-lit\‘ w'
The word “balance” in the title allows L D o .
as well as a deficit. However, because imports have excee_wb :
for so long. our international trade statistics are §ommonl§ T
2 » goods and services accounts.

improperiy—called the deficit or

NIPA (Again)

Trade statistics, like many other statistics generated by the
Department of Commerce, are directly related to the national
and product accounts. Table 8-2 (a version of Table 2-3 on pa
follows the familiar approach of dividing the economy into
T'lb time we want to focus on the foreign sector, otherwise known as
“pet exports of goods and services,” to see how the balarce on goods
and services is computed. 3

The advanced first-quarter estimate in current dollars for 2009
sho.w the total value of all exports at $1,536.7 billion. This was :*‘f—\m
by imports of $1.874.4 billion, leaving a $33 illi ey

- g a $337.7 billion deficit in the
balano_e on goods and services. These numbers are -
annualized basis and show the net balance that w repongfi st

; would occur if exports

The impo 3
(mac;;!::;tse;naid Senfitc categories are further divided into eoods

s, with Te tablg showing goods exports ol
’59;.'0_ billion—from which we can
-3 billion deficit on goods alone."’

.
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Figure 8-4
The Wilshire 500 - ]
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1965

h re 5000 is a value-weighted index based on 1l

;gmately 5?000 companies. This index ‘m\\ § e

> as a leading indicator for both 11\\‘«{\\“ < e
SN S,

Historical Record

ock market indices behave as leading ndicatom

The Wilshire 5000 is no o

wPS slow (o recover after the recession of ,‘k\m”‘ ;\\\\“‘?‘h

with respect to the recovery that  follows \hc\ ‘\\:}\\*\ \\\\\>
s yel to be seen, but we should realize that \\\‘l\\" \\lt our
o (ools are pcrl‘cc! which is why we look at mare than one

en time.

Most st
ons and recoveries.

CCOSNIONS

us:  Leading fort
Ine, New Yok, NY 10022

Wilshire Associates,
Daily

Daily

None

Stock report listing most d
Pttpy/wvawa wilshite.com
htpy/www.EconSources £

ally papers
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the index was first created i 1974, there were
11 LN B

ine

imately 5.000 companies in the index. Since then, the numbey

in the index changed with the number of firms listed on
x\lg\ and ‘_\I-\SD:\Q‘ with the total listing
: but never equaling, 5,000.° Each of these companics
must be headquartered, and their stock issues must also be traded, in
he US. to be eligible for the index. If a company has more than one
class of stock, 1;16[1 the various stock issues are combined into ga
primary issue for purposes of computing total market capitalization
(number of shares times market value). Finally. the index is
reconstituted monthly to account for firms tt

at have entered the
market. merged, or gone bankrupt.

The market capitalization of the
December 31, 1980—this is also the b
the fndex closed at 8,999 4 on May 13, 2009 (Which was its actual
;losmg value), then the market increased by a factor of 6.4 (or

,999.4/1,404.6 =‘6.4) over the same period. The published index
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