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Can You Ignore the Stock Market?  
 
Four key steps show you how to make your cl ients see green. 
 
by Neal Frankle, CFP 
 
Last month I  wrote about the importance of paying 
attention to the overal l  health of the market.  Many 
people wrote to me; they wanted to understand 
this better. A few people took except ion to what I  
wrote. I  thought i t  might be useful to explain why 
you and your cl ients just can’t  ignore the overal l  
heal th of  the stock market i f  you want to grow 
your money safely.  

  

Let ’s use the case of Maggie and Sam to i l lustrate. They’ve lost 
more than $1 mi l l ion in the stock market since 2000 by “ invest ing 
conservatively.”  Their  broker assured the couple that buying high-
qual i ty mutual funds and holding onto them through rough markets 
would al low them to grow their  money safely.  Seven years later, 
$1 mil l ion dol lars l ighter,  with the Dow Jones Industr ial  Average 
just gett ing back to where i t  was, and the NASDAQ index st i l l  50 
percent below i ts peak, they are worr ied. 

Maggie and Sam’s problem is not earning money to fund their  
ret i rement dreams. They are smart and successful:  she is a heart 
surgeon and he is a wel l -heeled attorney. Yet they’ve lost a 
fortune, and they can see that no matter how much they earn, i t  
can’t  possibly offset the damage done by l istening to their  
broker’s advice, so they are looking for an al ternat ive. I ’ l l  bet you 
have one or two cl ients l ike Sam and Maggie. 

These two aren’t  the only intel l igent,  af f luent investors I ’ve met 
who are frustrated and fr ightened by their  investment resul ts, and 
2000 wasn’t the only bear market investors had to endure. Based 
on 100 years of evidence, a bear market ravages investors every 
3.3 years, and the average loss is 27 percent.  That ’s enough to 
scare anyone. According to the American Associat ion of Ret ired 
Persons (AARP), 35 percent of  al l  ret i rees go back to work after 
they ret ire.  Could i t  be because the market cracks and scrambles 
their  nest eggs?  

Do you have cl ients who rely on their  investments for ret irement 
income? 

I ’m reminded of my Uncle Jim, who wouldn’ t  l is ten to me, and 
ret i red in 1999 with $700,000. His plan was to create income from 
his ret irement package and l ive happi ly ever af ter.  Interest rates 
were too low for J im, so he decided to invest in growth mutual 
funds to create the income he wanted. By the end of 2002, his 
$700,000 had dropped in value to less than $400,000 thanks to an 
inhospitable market.  His savings had lost 43 percent of  i ts value. 
Then, instead of $700,000 working for him, he had $400,000 
working for him. That meant a lot  less income. Faced with this 
disturbing real i ty,  J im sold his beaut i ful  home to buy a smal l  
condo and had to go back to work. J im didn’ t  have 70 years to 
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“ think long-term” as his broker and other “ f inancial  experts”
suggested he should. J im needed that income today.  

What can Jim, Sam, Maggie and everyone else do to protect 
themselves from catastrophic loss in the future? Since we know 
that a crash comes every 3.3 years on average and the typical  
loss is more than 27 percent,  i t  is cr i t ical  for investors to invest 
only when the r isks of  doing so are relat ively low.  

Of course whenever you invest in the stock market you take on 
risk. However, we know that certain t imes are r iskier than others. 
Just as you check the weather forecast before you embark on a 
road tr ip,  I ’m suggesting that you check the market ’s temperature 
before you hi t  the f inancial  road. 

There are a number of  ways you can do this for your c l ients and 
yourself .  The method I l ike best is watching the major market 
indices, such as the Dow, S&P 500 and the NASDAQ.  

Four Keys to Stock Market Investment Success  

1. Look for Volume Explosion. I  look for days when the 
volume explodes. For example, i f  the Dow trades two 
bi l l ion shares on average, and today the Dow trades 2.2 
bi l l ion shares, that is a signi f icant increase in volume. 

2. Check Index Prices. When that happens, I  pay attent ion to 
what happens to the pr ice of  the index. Cont inuing our 
example, i f  the Dow closes higher today to boot,  I  know 
that large inst i tut ions are fal l ing over themselves try ing to 
buy shares, which means pr ices are moving up. (Keep in 
mind that 85% of al l  the money in the stock market is 
concentrated in very few hands — those of the mutual 
funds, pension plans, insurance companies and other 
f inancial  inst i tut ions.) 

3. Search Increases in Traded Shares. We know that one 
sign of  a healthy market is a big increase in the numbe of 
shares traded, coupled wi th the index moving higher. I f  I  
see two or more of  these strong days, I ’m more prone to 
invest.  

4. Note Higher Volume on Lower Indexes. I f  you see the 
opposite happen (higher trading volume on lower indexes) 
i ts t ime to protect your money — sel l  and put the proceeds 
in money market.  

This method is not perfect — at t imes you wi l l  get false posi t ives. 
I f  that happens, you should change direct ions. But think of  th is 
strategy as an insurance pol icy. Yes, you might z ig when you 
should zag, but the cost of  that mistake is small  compared to 
watching a smal l  loss turn into a catastrophic loss. 

The method I recommend (and use for my cl ients) whi le not 
perfect, has done an outstanding job. People who wait  for 
perfect ion shouldn’t  leave their  homes. Seat bel ts aren’ t  perfect. 
Sometimes people get hurt  because  they used them. Never the 
less, do you want your chi ldren in a car without those belts 
strapped on t ightly? Probably not.  

Think of  “ taking the market ’s temperature” as a seat bel t  for you 
and your cl ients.  Friends don’t let  fr iends invest without i t .   

I  strongly suggest that you watch the major indices for c lues on 
the market ’s health before you invest.   

 
Neal Frankle is the author of Why Smart People Lose a Fortune: 5 
Steps to Restor ing Your Wealth and Sanity .  He helps aff luent 
cl ients establ ish and implement a safety-net strategy to protect 
their  wealth.  He also helps other professionals, such as CPAs, to 
do the same thing for their  c l ients.   

The mater ial  in this art ic le is general informat ion and not meant to 
provide specif ic investment,  tax or legal advice. Investing in the 
stock market involves r isk.  
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