The Standard and Poor’s 500 Index (S&P 500) is a collection of 500 stocks that is meant to represent the United States economy.  The feature that makes this basket more special than most other baskets is that each stock in the index has a weight attributed to it.  A carefully selected model can value the S&P 500 and demonstrate when the model is either underpriced or overpriced.  From that information certain trading strategies can be placed on the S&P 500 ETF and the model components in order to take statistical arbitrage of the mispricing.  When the model and the ETF converge the original trades are unwound and the profit is accounted for.
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