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You need to start here to get a perspective on what it’s like to be a Rules-Based Trader, and what it’s like to learn, backtest, 
and follow a blueprint. This is the best place to start… with a longer-term pattern.

Once you get this pattern down, the shorter-term ones will be easier to digest and follow. Now that I’ve gotten your 
attention, let’s get started.

Everyone starts from the bottom in nearly every business. It takes time to go from a stock boy to the manager, so why 
wouldn’t it take time to go from a novice trader to a seasoned veteran.

I know this now but didn’t see it as clearly as I needed to when I first embarked on my new career.

Five thousand dollars and an individual account later, I was up and running. Interestingly enough, I actually started making 
money in the beginning. Thinking I knew what I was doing following some early success was my first mistake. Then the 
ultimate trading catastrophe happened to me.
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Once Every 4-Years

Why You Need to Start Here

This is a report that I run every 4-years.

It is a report that educates on a pattern that identifies how the markets behave around a Presidential election and the first 
year following the election. Then I look at how the markets perform in the subsequent years of a President’s term in office.

I write this for subscribers to my software, students of my online education products, and everyone else who is looking 
into my online options analytics software and online education.

I am going to educate you on what I have studied about this pattern and what I have picked up from my friend Jeffrey 
Hirsch, author of the Stock Trader’s Almanac, which his father Yale Hirsch, started in 1967.

I’m going to show you what typically happens with this pattern.  Then I’ll o°er my perspective as to why this time around 
the market action may not play out as it has in past cycles.

With the global pandemic of COVID-19 and escalated racial tensions as major concerns in 2020, what happens in 
resolving those issues could make for the first year, at least, of the next Presidential term to play out differently.

With the education on this pattern under your belt, I will also discuss how to be a Rules-Based Trader and if one can utilize 
the Presidential Cycle Pattern in their trading.

What is Rules-Based Trading and Why One Needs to Learn to Become a 
Rules-Based Trader
Rules-Based Trading. If you are hearing these words for the first time, rest assured you are not the only one.  Most traders 
have never heard of this style of trading, let alone know where to start. Well, it starts here. I am going to use the 
Presidential Cycle Pattern because it is a long-term pattern and I feel it best to start with a longer-term pattern first in 
teaching one to be a Rules-Based Trader.



I decided to listen to a stock market analyst on TV (my pattern M.O. at the time) and put the entire balance of my trading 
account into one trade (my version of money management).

I lost it all and then some (margin call), on a typical Monday afternoon (Black Monday, 1987). Don’t think it can’t happen to 
you! It can. It probably did when you fast forwarded 20 years to 2007 and it happened again. This time it just took longer, 
thanks to the circuit breakers in the markets. During the highs and lows of my career as a trader, I managed to graduate 
from what I believe are the three trader types.

There are many classifications of traders in the world, but they all boil down to one of these: 

1. Institutional Traders
2. Large Speculators
3. The Retail Public

Institutional Traders work for large firms or banks, brokerages, mutual funds, and hedge funds, and have 100 million or 
more to work with. They make their money through long-term speculation, arbitrage, and hedging. They also make 
money taking the other side of large trades, which allows them to lock in small profits from these trades. The last thing 
institutional traders do is look at low-risk global opportunities and trade them. They focus on mostly currency or interest 
rate trades but may also include equity positions as well. These traders make up about 2-3% of the players but wield a 
powerful amount of volume with their deep pockets. 

Large Speculators are traders who have larger than average pockets, usually a million or more to trade with. They know 
enough about trading to make a living and a good living at that. These traders usually work for themselves or a small 
firm and focus primarily on trading the way the institutions do, but with smaller pockets. They represent 7-8% of the 
entire investors out there. 

The Retail Public makes up the rest of the pot. This is everyone from your average retiree with a 401k plan or an IRA, to 
the executive who trades (and loses) on the side, to novice traders trying to make it to the level of a large speculator. 

Let’s talk about the last group, the retail public. When we look at evolution, each life form on this planet has its place in 
line. By that I mean we have a basic understanding of what our predators are and who our prey is; I don’t necessarily 
mean in terms of kill or be killed, but in social structure as well. The same is true when it comes to a barbaric business 
such as trading. I want to first review the social structure of the classification we intend to make our money from, Retail 
Traders.
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THE PROBLEM - 70% of all traders (those who trade inside of one year) lose all their money trading. Now, who in the 
group above, do you think will gobble things up? The Institutional Traders, the Large Speculators, or the Retail Public? 
You guessed it! Institutional traders and large speculators have two things going for them - money and experience - and 
they usually go hand in hand. These traders may have spent years perfecting their craft, and their experience and 
knowledge will keep them at the top of the “food chain”. The retail public, however, are sitting ducks when it comes to 
trading. Why? Because Retail Traders approach trading the wrong way.

They don’t trade with a plan; they trade with emotion. They are looking for an emotional high, and short term, high 
stakes trading provides it for them.

THE OPPORTUNITY – If 30% make money, then who makes what? Well, we know the institutions make most of that 
money, followed by the large speculators. If this is the case, then perhaps, less than 5% of retail traders can make money 
over time. You’re probably wondering where the opportunity is? It’s in following a set of rules. You see, most retail 
traders make mistakes because they don’t follow any set of rules. They buy and sell without rhyme or reason, have 
terrible risk controls, and basically hold losers too long and sell winners too soon. If we could pattern ourselves opposite 
the retail trader, we will win over time. Of that small percentage of retail traders, the 1-percenters are the ones making 
the majority of the money.

THE CHALLENGE – The challenge is a clear one. We need to develop and trade a set of rules to help us get through 
the critical phase of trading, or what I call the survival phase. There is a learning curve to get through and being able to 
develop and trade an unemotional trading pattern is a big step in completing that challenge. Imagine taking a few karate 
lessons and then having to face a 5th degree black belt in the ring for 3 rounds of total contact karate. Or how about 
taking a few golf lessons, and then have to face Tiger Woods in front of a large crowd at a PGA tournament? I could go 
on and on, but my point is that trading is like any sport or business; it takes time and training to become elite. Once you 
understand the rules of engagement, rules-based trading is where you want to ultimately end up.

Take a look at our 3 types of traders and see if you can spot where you fit in. Let’s see what it’s going to take to get you 
to the third category, the Rules-Based Trader. 

Discretionary Trader – a discretionary trader is one who trades based on someone else’s work, regardless of the 
person. A discretionary trader could be one who takes a trade based on a “hot tip” from their friend or family member. A 
discretionary trader could also be one who takes a position based on hearing the news on the radio on their way into 
work that morning. Emotion drives this trader, as “Greed” kicks in and makes this trader do things that he/she shouldn’t. 

Indicator Junkie – Ok, here’s a group that finds a set of indicators and feels that he or she has just discovered the holy 
grail of trading. I did that once early on.  The year was 1989 and I was using a Compaq 386 computer and MetaStock. I 
found this magic indicator and thought that was the end of my search. It was time to make millions! Problem was that it 
didn’t work as well going forward as it did looking back.

There are thousands of different indicators out there when you mix the common ones with the Guru indicators. My 
conclusion on this is that most of them are lacking due to the nature of the math behind the indicator. 
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Rules-Based Trader - What is a Rules-Based Trader? To me, they are the one who researches a pattern or set of 
patterns in the market that take place repeatedly and are able to trade them for profit.

These patterns can be trending or channeling. They can be volatility breakout patterns or contrarian patterns such as 
Elliott or Gann. They can be used on 5-minute bars or monthly bars. Whatever your pattern is, it needs to be 
rules-based; something that cannot be second-guessed and contains both rules for entry and for exit. 

If you are just entering the world of the Rules-Based Traders, the Presidential Cycle Pattern could be a GREAT WAY 
for you to get started. It is long-term in nature and allows you to see the strategy presented and backtested. It will also 
give you plenty of time to see it play out in reality through 2024.

Only then will we know if the long-term winning streak will continue on this particular pattern.

Presidential Pattern to Presidential Strategy

Let’s take a look at how we turn a pattern into a trading strategy. This will be the long-term strategy that we discuss, and 
it’s important to understand the steps taken to get to a full-blown trading strategy. 

The idea – This is a pattern that you may have spotted, which MIGHT actually allow you to profit from its future repetition 
on a particular stock or market. The first question I ask myself before the research begins is this: Is there a repeatable 
pattern here, be it technical or fundamental, and is there a possibility that I can profit from it? 

Our preliminary research behind the Presidential Cycle Pattern is that every 4 years we elect (or re-elect) a US President. 
If you look at the long-term track record of the stock market, you might see what I see.

That is, the markets themselves seem to be weaker the first two years of a Presidential term, and stronger during the 
last two years. Why is this? Well as traders, we really don’t have to understand why, but for those of you who have the 
need for knowledge, here are some opinions behind the pattern. (some also shared by Hirsch)

During the first two years of a 4-year Presidential term

• A new President and Vice President, as well as a new Cabinet are in office
• New Senate and House of Representatives are seated as well
• A new agenda, as the first 100 days in office are documented by the press

During the last two years of a 4-year Presidential term…

• Campaigning begins to try and get re-elected
• More public programs get pushed to Americans
• This helps stimulate the economy… and people remember this

8

Statistically, the market should be weaker for the first two years of a new government term and stronger for the last two 
years. S&P 500 market performance from 1950 to 2015 was analyzed by The Schwab Center for Financial Research.  
They wanted to determine how closely market performance correlated with the Presidential cycles. Sixteen election 
cycles were analyzed.
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The first year of the cycle coincides with the first year of the US President’s term.  The analysis found that in 9 of the 16 
cycles, the index finished lower than the rest of the years in a President’s term.

The third year of the cycle was determined to be the best year for equities.  The third year showed an increase in equity 
prices, rising in all but 2 of the 16 cycles analyzed.

The average return was 16.4%. The last year of the cycle, which is also the next election year, was also good for 
equities. Overall, stocks rose in 81% of the cycles analyzed and realized an average return of 6.6%.

Here is a bit more information on the Presidential Cycle Pattern from Investopeida.com.  They provided data that 
Schwab wrote about in 2016 about the S&P 500 and the average returns of the S&P in each year of the Presidential 
cycle.

Year after the election: +6.5%

Second year: +7.0%

Third year: +16.4%

Fourth year: +6.6%

You can see the first two years aren’t that dramatic of a drop, but it does show a noticeable gain in year three.

Here is a link that shows the average annual rate of return for the S&P 500 from 1950 to 2020.

https://www.officialdata.org/us/stocks/s-p-500/1950

From 1950 to 2019, the stock market experienced gains in 73% of calendar years.  Year three though of Presidential 
election cycles saw the S&P 500 garner an annual increase 88% of the time.

Compare that to the first two years over that amount of time where it saw a gain of 56% and 64%.

They point out an exception to this first year not being the best year theory.  Donald Trump’s first two years went like 
this.  His first year the S&P500 went up 19.4% and his second year then saw a drop of 6.2%.

The gains of that first year are largely attributed to the individual and business income tax break that was passed in late 
2017.  Then here comes year three and again the S&P 500 saw a hefty increase of 28.9%.

The fourth and final year of President Trump’s run is a true outlier

The first two months started off with a carry-over of the upward momentum exhibited throughout 2019. The markets 
were trading at all-time highs on February 19, 2020.  Based on the Presidential Cycle Pattern one could have expected 
the markets to have a gain for the year.  It might not have had as much of a gain as the third year of Trump’s run since 
the pattern shows the last year isn’t as robust as the third, but a gain for 2020 would have us potentially at historic 
highs.
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The Markets as Represented by the SPX in Trump’s first 4-years in Pictures

Year 1 (01-03-2017 to 12-29-2017)

Year 2 (01-02-2018 to 12-28-2018)
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Year 3 (01-02-2019 to 12-31-2019)
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As stated, we were at all-time highs as we were just about to wrap up February.  Then all Hades broke loose.

Year 4 (01-02-2020 to Present)
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Two major concerns surfaced in 2020.  One had more of an adverse effect on the world and the U.S. economy and the 
other may not have had a direct impact on company earnings and operations, but it did have a major impact on 
social relations all the while the U.S. was in nationwide lockdown.

The tension of racial injustice is at a point where protests, rallies, and yes, riots, hit many cities across the United States. 
Not just the major cities either.

Specific movements came more to light in the public consciousness and the issues of systemic racism was the reason 
many gathered and continue to gather and voice their opinion about with the efforts being to end it.

This ongoing concern is what many believe is going to be a major topic and basis for how people cast their vote in this 
upcoming election.  That is one item that could lead to the re-election of President Trump or a new President Biden.  It then 
leads to more of the concern as to how the market is going to behave over this next Presidential term.

The other concern that is going on with the protests, rallies, and riots is the fact we are in a situation where the U.S. is 
still in a lockdown due to the coronavirus, COVID-19.  The nation is mandated to keep in line with the guidelines of 
social distancing and that seems to get thrown out the window with the mass gatherings taking place to express the 
concerns of social injustice.

Global Pandemic, Social Tensions, and their E�ects

The COVID-19 pandemic

On February 11, 2020, the International Committee on Taxonomy of Viruses (ICTV) announced “severe acute respiratory 
syndrome coronavirus 2 (SARS-CoV-2)” as the name of the new virus. COVID-19 symptoms include cough, fever or 
chills, shortness of breath or difficulty breathing, muscle or body aches, sore throat, headache, fatigue, and nausea 
to name some.

It is a virus that has crippled the world over, and the effect on the U.S. economy at first was severe. It spread at 
breakneck speed, infecting millions. Global economic activity ground to a near standstill as countries imposed tight 
restrictions on the movement of its citizens. It almost caused an economic collapse.

We are not out of the woods yet as this virus is still out there and doesn’t look as if it will go away anytime soon. Many 
biotech and pharmaceutical companies are racing to get a vaccine approved and out on the markets to start curing this, 
but that obviously is going to take time.

A historic time in the markets took place this year as we experienced a Bear market, (defined as a drop of 20% from recent 
highs) and a Bull market, (defined as a 20% move higher from recent lows) all within a 3-4-month period of time.

I’ll save you the grim statistics on the number of those getting the virus, those dying from it and even the statistics of those 
that survived it.  The number of cases as of early fall is still climbing in some states.

What I will show you is how resilient the U.S. stock market is at the time of this writing.  The two images will be both the 
bear and the bull market periods in 2020. Market represented by the SPX.
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With all that has gone on in the world and what we have had to endure, continue to endure, and hope to put behind us 
and move forward as a universe and more specifically a nation, one has to be impressed by the resiliency of the markets 
in 2020 thus far.
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This Time Things Could be Di�erent

What I wrote earlier is the markets themselves seem to be weaker the first two years of a Presidential term, and stronger 
during the last two years. This may end up being the case again. But, depending on how things get resolved the first year 
(or two) the market has a chance of seeing some wonderful gains because we as a nation are healing.

Do we see more unity in the relations of people?  Do things improve to where we highlight more and more of the good 
people are doing for each other in the world?  Does our crime rate lessen versus escalate?

Does a vaccine get created and approved? Are we as a nation implementing plans to put that vaccine to use and make 
this a controllable situation and are people able to get back to health quicker?  Does the new vaccine give us the 
confidence to open up our economy more and more and even back to full capacity as it was before the pandemic?

We may never go back to the way things were 100% as businesses have had to be innovative and creative in the 
ways they operate.  The solutions implemented during the virus crisis may now be their way of operating going forward.

The thing to anticipate is an increase in businesses re-opening as COVID-19 is controlled and we have a vaccine or more 
to deal with it.  This will mean that even more people will have the opportunity to get back to work. People returning to 
work puts more confidence back into the country, and we have the chance at seeing consumer confidence readings 
improve.  Businesses are selling more of their goods and services due to this increase in consumer spending and that 
could result in healthier earnings reports.

What to Do?

What options trading strategy could we use?  First ask yourself, are things improving?  Are social tensions easing?  Do we 
have a vaccine or are we close enough to one that you feel it is just a matter of time before it is made available?  If so, the 
option opportunity one may wish to consider is a LEAPS option.  A LEAP is a long-term option whose expiration goes out 
at least 1-year.  That would make for one to evaluate a January 21, 2022 Call option.

If you buy a LEAPS option the exit is a Time Stop.  You can have a percentage stop loss, say 50% if you like, but that means 
you are making an adjustment to the process of ‘buying to open’  the LEAPS option on the first trading day of one year and 
‘selling to close’ on the last trading day of that year.

If you still want to make sure more of the factors I mentioned that were a concern for 2020 are actually resolved and are 
better than they are now, then consider resorting to the past historical pattern of this Presidential Cycle Pattern.  Since the 
third-year typically outperforms the other years, wait until the start of the third year of this new Presidential term and 
consider a LEAP option at that time.

By looking at both the first two years and the last two years of this pattern, one can assume that buying and holding the 
last two years is the safer play. Now it’s just adding a set of ground rules to the pattern such as this:

On the first trading day of January in Year 3 of the 4-year cycle, I would buy and hold XXX until the last trading day 
in December of Year 4. Basically, you are buying and holding the last two years of the 4-year cycle or do it on a 1-year 
LEAPS expiration for year 3 and then on year 4 if you like.
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Whatever patterns or rules you decide on is your choice. You need to have a strategy that fits your lifestyle. I was quoted 
recently saying, “It does no good for a full-time executive to learn how to day trade. He will lose both his trading account 
and his job.” The Rules-Based Trader finds a strategy that not only works but works within his or her lifestyle 
and personality. 

But maybe you don’t think you need a strategy. Yes, that’s right, all you need to do is think about what might go up and 
buy a bunch of call options on it right? WRONG. I see traders who lose money regularly and the top 3 reasons why they 
lose money are as follows: 

15
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Final Thoughts from a Rules-Based Trader

1. Guessed the market direction based on emotion
2. Bought a bunch of OTM call options
3. Bought ATM or OTM options with short-term expirations

If you only did the opposite of what these guys did, you would hardly ever lose money! So, what could be done 
differently ? Well, 2 out of those top 3 are quite easy. First, buy quality options. Second, give yourself enough time to be 
right; it’s the first reason that’s going to make you work for it. It takes time to build a good strategy let alone find one that 
fits your trading style.

If you are going to build your own strategy ask yourself these questions before continuing:

• What type of trader am I? Am I directional, non-directional, or both?

• What time frame do I like as a trader? Do I trade once a year, once a day, or somewhere in between?

• What type of options strategy am I going to use to reduce my risk, yet still keep the integrity of the
strategy in check?

• Do I have a broker who can execute the trade for me, so the reality of the strategy comes as close as
possible to the past hypothetical results?

Before I trade any of my own money, I want to find a pattern and backtest it for reliability. Not only for the entire duration 
of the pattern (total results) but the year-by-year performance as well. Don’t get all excited when your buddy shows you 
a pattern he created that takes $10,000 to 1 million dollars in 5 years. Examine his strategy and look at the year-by-
year performance. If in one of those years he made 2 million and lost 1 million over the following 4 years, stay away. This 
pattern is not realistic. Look at the pattern’s drawdown. Drawdown should not be more than you can tolerate.
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I want to thank you for downloading and reviewing my latest report, The Presidential Cycle Pattern.  This report and 
pattern is produced once every 4 years. I also backtested results on this pattern over several years, something any 
rules-based trader would do. Finally, I created various alternative strategies going forward using options. From here it’s all 
about specific trades and execution, adjustments once I am in the trade, and a plan for the exit. The majority of the patterns 
I personally follow are shorter-term in nature, involving days and weeks, not months, not years. The shorter-term you are 
as a trader, the more important entry and exit plans become. 

This particular pattern offered up new questions to my team: 

• What if we could find patterns in the most popular stocks and ETF’s that happen in days, not years?

• How much work would it take to backtest these individual stocks?

• What kind of computer and application would be needed to crunch 10 years of quantifiable data to find 
 these nuggets that elude everyone else?

Well, those questions gave birth to a patent-pending technology we proudly call the Money Calendar.

The Money Calendar sniffs out trades through a process of nearly 400 million bits of market data each day, 
filtering through patterns that have at least a 90% historical probability of success. It also ranks these patterns by 
average trade profit. This application is the result of a lot of blood, sweat, and financial tears, but it was worth it.

Why am I telling you this? Because every so often we invite our readers to become a part of our suite of tools that no 
one on the planet has access to, including the Money Calendar. Keep an eye on your inbox in the next little while, as you 
will receive an invitation to watch my mini-series of live webinars I call ‘Trading Essentials’.

On those webinars, I will demonstrate the Money Calendar, along with other one-of-a-kind tools based on theories, 
techniques, and yes… patterns that few know exist. 

Thanks again, may all your trades be Rules-Based!

Regards,
Tom Gentile
C1P (Chief 1-percenter)
www.tomgentile.com
Subscribe to my YouTube channel: https://www.youtube.com/user/TomsTradingRoom

In Conclusion

The Presidential Cycle Pattern




