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Impact of dividends on indices (calculation example) 

 
1. Capitalization-Weighted Indices (e.g., S&P 500) 

 
How does a dividend payment impact a capitalization-weighted index? 
When a company pays a dividend, its stock price decreases by the dividend amount. This reduces the company's market capitalization, and consequently, its 
contribution to the index. 
 
Numerical Example 
Suppose: 

• Apple (AAPL) has a price of $200 and a market capitalization of $3,200 billion. 

• Microsoft (MSFT) has a price of $400 and a market capitalization of $3,000 billion. 

• The total market value of all companies in the index is $40,000 billion. 

• Apple pays a dividend of $2 per share. 

• Microsoft pays a dividend of $1 per share. 

Step 1: Calculate the market capitalization after the dividend payment 
 

• Apple’s new price: $200 - $2 = $198. 
• Apple’s new market capitalization: 

198/200×3200=3168 billion. 

Microsoft’s new price: $400 - $1 = $399. 
 
Microsoft’s new market capitalization: 

 
399/400×3000=2992.5 billion. 
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Step 2: Recalculate the total market value of the index  

• The total market value decreases from:  

40,000 billion→40,000−(3,200−3,168)−(3,000−2,992.5)= 39,976.5 billion 

 

Step 3: Impact on the index If the initial index value was 4,000 points, the new index value will be: 

Post-dividend index=4,000×39,976.5/40,000=3,998.1. 
 
Thus, the S&P 500 falls by 1.9 points due to the dividend payments. 

 
2. Price-Weighted Indices (e.g., Dow Jones Industrial Average) 

 
How does a dividend payment impact a price-weighted index? 
In the DJIA, stocks are weighted based on their price. Therefore, when a stock pays a dividend and its price decreases, it directly impacts the index, as the 
contribution of each stock depends on its price. 

 
 
Numerical Example 

Suppose: 
• The DJIA includes 3 stocks: Apple ($200), Microsoft ($400), and Coca-Cola ($60). 

• The divisor of the Dow Jones is 0.15. 

• Apple pays a dividend of $2 per share. 

• Microsoft pays a dividend of $1 per share. 
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Step 1: Post-dividend prices 

 
• Apple’s price drops to $198. 

• Microsoft’s price drops to $399. 

• Coca-Cola’s price remains $60. 

 

Step 2: Calculate the new index value.  

The index is calculated as:    

DJIA=Sum of prices/Divisor. 
  
Before the dividend: 

 
Initial DJIA = (200+400+600)/0.15=4,400. 
 

After the dividend: 
 
Post-dividend DJIA = (198+399+600)/0.15=4,386. 

 
Thus, the DJIA decreases by 14 points due to the dividend payment. 


