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Forecasting the S& P500 with Classification and Regression Tree
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Abstract
This study attempts to propose an aternative way to detect the buy and sell signals by
combining classification and regression tree and KD technical indicator and use it to make
prediction of the S&P 500 Index. The empirical results indicate that the proposed method
outperforms the buy-and-hold strategy and trading rule directly used KD technical indicator.
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KD 18 322 21.45% 15.58%

1 03/05/1985~01/24/1990 CART 17 387 87.76%  47.80%
Buy and hold 1 1238 81.22% 12.22%

2 01/25/1990~12/15/1994 KD 20 402 44.25% - 24.45%
CART 20 440 52.53% 25.90%
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