Wiley Trading Series

TENSILE
TRADING

THE 10 ESSENTIAL STAGES
OF STOCK MARKET MASTERY

GATIS N. ROZE
GRAYSON D. ROZE

WILEY



L
TENSILE TRADING

The 10 Essential Stages of Stock Market Mastery

Gatis N. Roze
Grayson D. Roze

WILEY



Cover image: © Servikos/Shutterstock
Cover design: Wiley

Copyright © 2016 by Gatis Roze LLC and Grayson Roze LLC. All rights reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.
Published simultancously in Canada.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form

or by any means, clectronic, mechanical, photocopying, recording, scanning, or otherwise, except as
permitted under Section 107 or 108 of the 1976 United States Copyright Act, without either the prior

written permission of the Publisher, or authorization through payment of the appropriate per-copy fee to the
Copyright Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, (978) 750-8400, fax (978) 646-
8600, or on the Web at www.copyright.com. Requests to the Publisher for permission should be addressed to
the Permissions Department, John Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 07030, (201) 748-6011,
fax (201) 748-6008, or online at http://www.wiley.com /go/permissions.

Limit of Liability/ Disclaimer of Warranty: While the publisher and author have used their best efforts in
preparing this book, they make no representations or warranties with respect to the accuracy or completeness
of the contents of this book and specifically disclaim any implied warranties of merchantability or fitness

for a particular purpose. No warranty may be created or extended by sales representatives or written sales
materials. The advice and strategies contained herein may not be suitable for your situation. You should consult
with a professional where appropriate. Neither the publisher nor author shall be liable for any loss of profit

or any other commercial damages, including but not limited to special, incidental, consequential, or other

damages.

For general information on our other products and services or for technical support, please contact our
Customer Care Department within the United States at (800) 762-2974, outside the United States at (317)
572-3993 or fax (317) 572-4002.

Wiley publishes in a variety of print and electronic formats and by print-on-demand. Some material included
with standard print versions of this book may not be included in ¢-books or in print-on-demand. If this book
refers to media such as a CD or DVD that is not included in the version you purchased, you may download this

material at http://booksupport.wiley.com. For more information about Wiley products, visit www.wiley.com.
Library of Congress Cataloging-in-Publication Data:

Names: Roze, Gatis N. | Roze, Grayson D,
Title: Tensile trading : the 10 essential stages of stock market mastery /
Gatis N. Roze, Grayson D. Roze.
Description: Hoboken, New Jersey : John Wiley & Sons, Inc., [2016] | Series:
Wiley trading | Includes index.
Identifiers: LCCN 2015051044 | ISBN 978-1-119-22433-4 (hardback); ISBN 978-1-119-22434-1 (ePDF);
ISBN 978-1-119-22435-8 (¢Pub); ISBN 978-1-119-22775-5 (obook)
Subjects: LCSH: Investments. | Investment analysis. | Speculation. | BISAC:
BUSINESS & ECONOMICS / Finance.
Classification: LCC HG4521 .R779 2016 | DDC 332.63/22—dc23 LC record available at
http://lcen.loc.gov/ 2015051044

Printed in the United States of America.
1098 7654321



PREFACE

Listen to what the market is saying about others, not
what others are saying about the market.

—Richard Wyckoﬁ'

he legendary Warren Buffett once said, “You only have to do a few things

right in your life so long as you don’t do too many things wrong.” This
simple bit of wisdom quite perfectly captures the essence of the book you have
in your hands today. Our goal as the authors of Tensile Trading is to give you the
knowledge and understanding necessary to do more of the right things and
fewer of the wrong things as you engage the markets.

Our story is unique in that we are a father-son team sharing the secrets
of the insider-structured investment methodology we both use to trade the
financial markets. This book’s candid details were forged from a father’s desire
to pass on to his son the skills and knowledge gleaned from 25 years of experi-
ence as a full-time trader-investor.

We built our message upon our real-world experiences as two indepen-
dent investors, not institutional money managers. Instead of profcssionals
advising clients or managing other people’s assets, we are individuals who
are dedicated to educating other investors. Our unfiltered, brutally honest
guidance is structured as a comprchensive 10-stage roadmap that we our-
selves have put to use every day (Figure P.1). This book addresses each stage
in a separate chapter. This all-encompassing investment system is designed to
increase your probabilities for consistently profitable investing, It is our belief
and experience that only you will have the greatest level of passion for making
your assets grow—it’s something no adviser or money manager can match.
In fact, as an individual investor, you have a surprising number of significant
advantages over institutional money managers. We therefore encourage you

xi



K.

PREFACT

-t

Reuvisit, Retune, Refine

Selling

FIGURE P.1 Your Roadmap to Success

not to be seduced by their familiar siren call. They will try to convince you that
the game is too complex, too difficult, too time consuming, With the Tensile
Trading roadmap before you, their song becomes little more than deceittul
persuasion. Trust us, you can do it, you will do it, and we will show you how.
We have been amazed to see what people can achieve with discipline and
focus, and without the distraction of clients.

Novice investors may marvel at the lengthy preparation period needed

to invest successfully—that is, the fact that Tensile Trading addresses six



foundational stages before even arriving at the buying stage. More experi-
enced investors, however, will recognize the supreme importance of such
preparation and the impact these foundational elements have during the later
crucial stages of buying and selling equities. These sorts of high-leverage activ-
ities provide the building blocks for a profitable, long-term investment system
and are invaluable pieces of your asset growth equation.

The road to successful investing is not an easy one. It has no shortcuts or
back roads, despite what some may claim. It is paved with emotional hurdles
and will challenge your commitment, but that is precisely why we are here
with you. With the detailed direction we provide, the emotional control we
encourage, and the disciplined focus we advocate, these obstacles will be little
more than speed bumps preceding the freedom of the open road.

= A Message from Gatis

I have been an active investor since age 16 and a full-time trader since 1989.
I have taught investment classes at the postcollegiate level since 2000. One of
the most persistent and recurring questions I receive from my circle of fellow
traders is “Why do you spend your time teaching?” I was at an investment sem-
inar one year where one of my former students—Ilet’s call him James—gave a
presentation that unexpectedly provided an answer to this question. This par-
ticular student left a high-tech management job to trade the financial markets
at just about the same time I began teaching investment courses part-time. As
investors who traded only our own accounts, we had, in some sense, been rid-
ing the same bus together for quite a few years before this insightful evening,

James recapped the lessons he felt were key to his personal metamorphosis
from experimental novice to consistently profitable investor. His presentation
stressed the importance of managing emotions, developing a junk information
filter, and other valuable bits of wisdom. As I listened to him speak, his words
began to offer powerful insights into my motivations as an educator. I realized
that I become inspired and energized in the presence of other eager investors
like James. Interpersonal interaction pushes me to be a more well-rounded
person, while teaching allows me to flex my irreverent attitude and exercise
my independent trading personality. For me, the classroom setting turns trad-
ing into a team sport of sorts.

[ realized during James’s talk that I benefit from the variety of investors
and students with whom I cross paths because I embrace change and am
genetically programmed to be a lifelong learner. With years of classroom
experiences to think back on, I am constantly surprised at the education I
receive from teaching others. Perhaps not surprisingly, the same has held
true during the writing of this book. As you will come to see, I emphasize

ol
FOV43dd | =8
-



B
<

PREFACE

the importance of review and reflection at every step of the way. In the
stock market, looking back at where you have been allows you to see more
clearly where you are headed. Writing a book that covers the details of my
trading experiences has served this function to a strikingly potent degree.
As aresult, its words truly are my greatest hits of sorts, carefully refined and
remastered.

What I believe makes this book unique is that its words stem from an
unusual place in my heart. Approaching normal retirement age, my most
significant objective has become to pass down to my son, Grayson, the hard-
earned expertise | have accumulated throughout many years of experience
trading the markets. This knowledge has become his intellectual inheritance,
if you will. It makes me happy to think that my readers can benefit from the
same intellectual inheritance that I am proud to pass on to him. This pro-
gram inculcated in Grayson an understanding and passion for the market,
as well as the discipline necessary to implement this investing methodology.

I am thankful for my teaching career because it has provided me with
the opportunity to educate and involve Grayson and others in the world of
investing that I love so deeply. Where other investors and traders with my
track record would not divulge 100 percent of their secrets, I have no such
reluctance. Where my own best interests once stood, I now have my son’s and
students’ in their place. _

As you read this book, rest assured that I have not simply put together
an investment program that I can market to stroke my ego. Instead, I have
detailed my comprehensive strategic roadmap and feel proud to share it
with you, just as [ am proud to teach it to my son. My motivation behind
this program’s success is largely to create a program that will provide both
him and you with the strongest foundation possible for all future investing
endeavors.

My son has now graduated from college and developed his own love of the
markets, and our work together on this book has evolved into a wonderful
collaborative project between us. The teacher has become the student, as he
has begun to provide me with his lessons and perceptions gleaned from his
own investing experiences. I have an unbending faith in the Tensile Trading
program, not only because of my own validation of its principles and my
decades of experience from which it is derived, but also because of the
amazing metamorphosis that I have witnessed firsthand as my son has enthu-
siastically and profitably embraced the lessons I have taught him. Based on my
own trading results as well as the growth I have seen among the thousands
of students I have educated, I am confident that this book and the program
it covers will yield similarly satisfying results in your own investing efforts.
Good luck, and remember: trade well; trade with discipline!



A Message from Grayson

My first encounter with the stock market came at the young age of 10, when
my father printed out a series of price charts and taught me the meaning of
trend. With a thick pink highlighter and a basic knowledge of rudimentary
price movements, I accompanied him to a number of his investment courses,
where I demonstrated my newfound understanding to his students by drawing
trend lines on the various charts they would challenge me with. As my partici-
pation in these courses became a more regular occurrence, my appreciation
for the meaning of these charts, lines, and numbers quickly grew.

By the time I started high school, I was managing a diverse portfolio of
stocks, mutual funds, and exchange-traded funds (ETFs) alongside my father.
Even at this young age and with a relatively basic level of experience, I was
able to trade successfully, thanks to a simple yet effective methodology and
an established set of specific routines. These core foundations have been an
invaluable element of my investing approach and remain the basis of my trad-
ing process today. It is rare to find a teenager who is willing to listen to the
advice and tutoring of his father, and T was certainly no exception to that
trend. But when it came to the stock market, it was impossible for me to deny
the value in his teachings. My belief in this book stems from the impact that
the Tensile Trading program has had on my own financial management. I have
lived its words and put them to use, and for that reason, I have nothing but
confidence in it.
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for me, starting in the carly 1990s as I transitioned from a Silicon Valley career
to becoming my own full-time money manager. The initial catalyst for what
turned out to be a very successful journey is due in equal parts to the late
Paul Ferwerda and Dr. Henry “Hank” Pruden. In 1990, I had the sheer good
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things relating to the stock market and investing—a passion that is still burn-
ing brightly today. I've continued to pass the Pruden-Ferwerda torch to many
future generations of investors, including my own son.

I am also grateful to Bruce Fraser, who taught these Wyckoft courses
alongside Hank Pruden. It was a unique time and place that attracted a truly
extraordinary cadre of investors to their classes at GGU in San Francisco.
Fortuitously, I was one of a troupe of stock market technicians who banded
together to study for the carly Chartered Market Technicians (CMT) certifica-
tion. I was lucky to have had their enthusiasm and fellowship as we worked
to achieve that degree, and I salute each and every one of those early Wyckof-
fians. A piece of their shared wisdom and inspiration resides within this book.
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met Harvey, he had just retired from Baraban Securities, where he had trained
over 30,000 individuals for certification as stockbrokers. With our shared
zeal for the markets, we developed a deep and abiding friendship that has
spanned the years, no matter what the distance. I owe him a profound debt for



challenging me to share my stock market experiences and investment knowl-
edge with others. This book is a direct result of my efforts to meet Harvey's
challenge and undertake the teaching of postcollege investment courses.

Teaching investment courses has been an integral part of my own journey
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their spirited dedication, they have made me refine my methodologies and
sharpen my communication skills, all the while helping me become a more
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Grayson Roze. It was his idea to start this project based on my class syllabus.
More important, it was his boundless energy, passion for investing, and writ-
ing prowess that produced this book. I am indebted to Grayson for making it
happen. I look at him with both wonder and appreciation-—thankful that he
took such a deep-seated interest in his father’s life work from such an unusu-
ally early age. His dedication to our partnership in writing this book has been
an extraordinary gift from a son to his proud father.
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STAGE 1

Money Management

hink of your future in the market as a road trip. Your journey does not

start 50 miles down the street; rather, it begins at home when you choose
your destination, spread out the map on the kitchen table, and carefully plan
the route for your upcoming adventure, keeping the big picture in mind.
Proper money management is the mapping stage of your road trip. Before
you pull onto the investing highway, you must thoroughly determine your
personal financial position, truthfully establish your investment goals and mo-
tivations, and develop a deep understanding of how to advance from where
you are today. So what exactly is money management? Frustrated with the ab-
sence of one agreed-upon definition within the financial world, I polled more
than 80 investors throughout my classes—a combination of continuing edu-
cation classes, daylong seminars, and multiweek sessions—to see what we
could come up with. Collectively, we created the following comprehensive
definition, which encompasses all that is necessary for a proper and effective

money management plan:

First and foremost, money management is an ongoing process. More de-
scriptively, it is a documented, personally appropriate financial framework
that describes the types of investments and strategies you feel will align
best with your personal goals, objectives, and priorities. These guide-
lines describe the rules and tools you deem appropriate in managing your
wealth. They acknowledge your risk tolerance and the risk management
techniques you employ to protect your assets. Finally, they provide an
ever-changing, lifelong timeline and roadmap recording the methodologies
and resources you use to ensure disciplined stewardship of your assets as
you attempt to maximize the return on your investments.

As an educator, my objective is to equip you with the tools and skills nec-

essary for you to become profitable as an investor and consistently replicate
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MONEY MANAGEMENT

that profitability. Ultimately, these should be your goals, too. Your aim as an
investor should be to make the right preparations and the wisest decisions to
move the probabilities in your favor and become consistently profitable, and
creating a detailed money management plan is the first step toward this goal.
It is all about:

1. Knowing what you have,

2. Knowing how to protect it,
3. Knowing how to grow it, and
4

Writing it out in a personalized investment plan.

Too frequently, novice investors display a harmful overeagerness by choos-
ing to jump in head first to step 3—growing your assets—while ignoring
steps 1, 2, and 4. Buying a stock may be the most flashy and exciting of our
four elements, but to pursue this item first is to kill your odds of success
and lower your probability of making money on a consistent basis. Only after
you’ve completed the first three steps (Figure 1.1) and written it out into a
clear, actionable plan are you ready to actually jump into the market.

The first task—in reaching any goal—is to lay a solid foundation. You
must start with the basics and work your way up. At the most fundamental
level, this means you must learn to speak the language of the market. Every
profession—from medicine to engineering to accounting to law—has its
own unique vocabulary, and the stock market is certainly no exception. For
example, knowing the difference between a market order and limit order
could be the difference between a profitable trade and a losing trade. There
is an extensive collection of glossaries and resources online that help explain
the investment language. Find the one that works for you, and refer back to
it frequently.

In addition, you must take the time to learn the structure of the market. For
example, Dow Jones, Standard & Poor’s (S&P), and the Frank Russell Com-
pany all create unique indexes or groupings of equities. They are then paid a
licensing fee by users of their indexes. Understand that while these indexes may
appear different, all three companies are slicing and dicing the exact same total
market made up of the exact same stocks (Figure 1.2). Because the equities

Step 1 Step 2 Step 3
Asset Creation sset Protection Asset Growth
" ——— —

FIGURE 1.1 Three Steps: Asset Creation, Asset Protection, Asset Growth



