
































Understanding Oscillators and Other Indicators

SUMMATION INDEX

The McClellan Summation Index is calculated as the sum total of all previous McClellan
Oscillator values, plus a starting constant to establish the Index's neutral value. If the McClellan
Oscillator level for today was +50, then the Summation Index reading would increase by +50 points
today. A Summation Index can be calculated for a Volume Oscillator as well as the more commonly
referenced A-D Oscillator. We have done extensive research on the McClellan A-D Summation Index

and have found this indicator to be tremendously useful for interpreting the probable future direction
of the market.
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Figure 9 shows the McClellan A-D Summation Index compared to the Dow Jones Industrial
Average (DJIA). The Summation Index moves more slowly than the Oscillator and is useful for
gauging the intermediate term trend of the market. This companion tool of the McClellan Oscillator
moves in synchrony with the general trend of the market, so knowing which direction the Summation
Index is moving gives useful information about the intermediate term direction of the market. The real

utility in it comes from watching its behavior when it approaches extended values away from its
neutral level at +1000.

Sherman and Marian noticed in their early work that most of the time the Summation Index
had a total amplitude of just over 2000 points from tops to bottoms. When it exceeded that normal
range of values, something significant was going on in the market. They decided to set the neutral
level of the Summation Index at +1000. This way, Summation Index values more than slightly below
0 would be a rare and meaningful occurrence. When the Summation Index went significantly below 0
or above +2000, they knew that it was in extended territory outside its normal range. We have kept
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For the A-D Summation Index, our assigned neutral level is +1000, therefore in the formula
above, K = +1000. For the Volume Summation Index, K = 0.

Another source of possible differences in Summation Index values results from using data
from different sources. The values for advances and declines in most newspapers usually agree or
are very close. Different McClellan Oscillator values will result if preliminary numbers are used for
these calculations. The numbers for advances and declines reported right at the close of the market
are nearly always adjusted later for late settlements and other transactions, so we prefer to use the
later numbers. Although we may use any available source for preliminary calculations, for our final
calculations we use data from BARRON'S, the Dow Jones Business and Financial Weekly. For
daily calculations done between issues of BARRON'S, we use data from other sources. If there are
any small differences in the data, they are usually not significant enough to result in a different
reading of the market’s condition and the preliminary McClellan Oscillator values are good enough
to use in the mean time.

In every issue of The McClellan Market Report, we list the data for advances and declines,
10% Trend, 5% Trend, McClellan Oscillator, and Summation Index. We use the best data available
and check the Summation Index reading to ensure it is properly calibrated. In this way, we endeavor
to present to you the most accurately calculated values possible. The same holds true for the
calculation table of the Volume Oscillator and Summation Index. The latest week’s calculations are
done without the benefit of the B4RRON'S numbers, so minor variations in Oscillator and
Summation Index values may be noted from issue to issue as BARRON'S data is entered to upgrade
prior data.

SUMMATION INDEX INTERPRETATION

The book Patterns For Profit, written by Sherman and Marian McClellan in 1970 and
updated in 1989, outlines the important rules for interpreting McClellan Oscillator and Summation
Index patterns and behavior. Readers are urged to read the book themselves to gain a better basis for
understanding these indicators. Copies may be ordered from McClellan Financial Publications, P.O.
Box 39779, Lakewood, WA, 98496-3779. We will not repeat all of the rules for interpretation here
as they are listed in Patterns For Profit, but it is useful to highlight a couple of the more important
rules.

The stock market has a major bear-bull-bear cycle lasting approximately 4 years. The typical
pattern is for the stock market to make higher price highs as it reaches the end of the mature bull
market while the Summation Index reaches one or more lower highs. As the market heads into a
bear market decline, the McClellan Oscillator will go below zero showing the trend to be down, and
this will cause the Summation Index reading to move lower.

In a bear market, The Summation Index typically goes down through 0 in conjunction with
the market breaking down through some previous price support level. Bear markets are also usually
characterized by the Summation Index accelerating downward as it passes down through zero. These
two characteristics are very important to watch for as the Summation Index goes down toward the
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