SAR Trading Method
[bookmark: _GoBack]I have been asked to produce a written document that explains the SAR Trading System on the 4hr Forex charts that I have discussed in detail on the Forex Factory Forum.  The link to that particular thread can be found here.  You will find a few videos that clearly show the system in action.  I find the videos an easier way to demonstrate it but obviously my Aussie accent maybe difficult to understand for some non-English speaking traders.
SAR stands for Stop and Reverse.  This system was originally designed by a trader in Canada and was originally used on the 1hr charts only.  It was traded on the GBP/USD, EUR/USD and USD/CHF, with the aim to make an overall profit of +200 pips per week.  This was a combination of all three pairs and once that target was achieved, then there was no more trading for the week.  Every signal was taken and there were a number of slightly different rules when trading the 1hr charts.  It was hard work constantly checking the charts at the top of every hour on a continuous basis and not really practicable for a sole trader, hence the modification to trade the 4hr charts.
Trading the 4hr charts either allows you plenty of time to sleep or even trade around a normal job.  It also allows plenty of time to make a decision.
I tend to stick with trending pairs when using this method.  Pairs I like on the 4hr charts include GBP/USD, GBPY/JPY, EUR/JPY, EUR/AUD, GBP/AUD, EUR/NZD.  Then maybe the EUR/USD, AUD/JPY, USD/CHF etc.  I don’t trade pairs like the EUR/GBP as just not enough action.  You want to trade pairs with pretty regular decent moves in either direction.  
I will cover the rules for the very basic system where you will always be in the market until you decide to close your trades.  This is probably the simplest way to explain it.  
It is a system that does not use any technical indicators at all.  All I use is a series of horizontal lines on a naked 4hr candle chart.  Use bar charts if you wish, as it doesn’t matter.  I just prefer candles as they are much more visual to me.  Add 4x yellow horizontal lines, 1x red horizontal line and 1x blue horizontal line.  Again, these are just my personal choice so feel free to use whatever colours you want.
The 4x yellow lines are what I call the working lines.  The blue line is your entry level and the red line is your SAR (stop & reverse) level.
A lot of people have trouble understanding how I get a starting point.  Where and how do I start to trade.  Don’t get to caught up and stressed about this as it really isn’t that important.  If you do make a mistake, the market itself will eventually get you back in sync with it.
There are two ways you can look for a start point.  My preferred method is to just go backwards on my chart and look for the last decent move either up or down.  I would be looking for a biggish move here, one that I know I would have been in for sure.  I then just place my yellow lines on the chart on that move and track it through all the possible trades up until the current candle.  I realize I haven’t explained the system as yet, but you’ll see what I mean by this when I do explain it.  Basically you are back testing the system from that last big move and hopefully but the time you get to the current candle, you would have a definite SAR level (red line) in place.  This level would be your first live entry.
The second method of getting started is pretty good if you have been recently in a sideways market.  All I would do, is look for a high and low level that covers that sideways channel, and place an order to sell on the low and an order to buy on the high.  If either order is filled, the other order then becomes your SAR level, and you just take it from there.
Now to the system itself.  As there are no indicators used at all, I am just relying on price action to get me in and out of trades.  Probably the best way to describe it is to use an example.  I will use a long (buy) trade example.  A short (sell) is the exact opposite.
Now If I have an entry point using one of the two methods mentioned above, I place my blue horizontal line at that entry level.  This is just a visual thing so I can see at a glance where I got into the trade.  Now the red horizontal line would be placed at my SAR level.  Remember this too would have been identified by either entry level.  So now I have a blue line on the chart and a red line on the chart.  As this is a long trade, the blue line will always be above the red line on the chart.  The distance between these two lines is the risk on your trade once it’s initiated.  The plan is to get that red line above the blue line so I am locking in profit and removing all risk.
Now to the 4x yellow working lines.  The first one is placed on the high of the candle that gave me my entry signal and allowed me to place my blue line on the chart.  This first yellow line will be above the blue line every time on a buy signal.  The other three yellow lines are not in play at this stage.  If there is a new high on any of the subsequent candles, then the second yellow candle is placed on the high of that candle.  This second yellow candle will always be higher that=n the first yellow candle on a buy trade.
At this stage the other two yellow candles are still out of play.  They will only be moved to the high of a higher candle, as long as the trend continues up with higher highs, then the other two yellow lines will be placed at those highs.
Once I have all four yellow lines in play, then I would start watching for any pullbacks (retracement) of price as the whole system is now active and in play.  What I mean by this, is now there is a possible opportunity to move the SAR red line up to either reduce risk or remove risk altogether.  Don’t misunderstand this, even though all four yellow lines may not be in play (on the chart), I still have an active trade with a SAR in place.  It is that I just need the four yellow lines in play so I can adjust this SAR line.  At any time the market can reverse and take me out of the buy trade and put me into a sell trade.
If there is a fifth newer high then I have to move my lowest (bottom) yellow line up to the new high of that candle.  Basically the bottom yellow line leap frogs all the other three yellow lines and goes from the bottom to the top.  If there is then another new high, the process repeats with the lowest yellow line leap frogging the other three yellow lines, moving to the top.  This process continues as long as there are new highs.  The low of any candle doesn’t mean a thing and is totally ignored.
Now to how I actually determine how I move the red SAR line up.  Remember I only do this when all yellow lines are in play and there has been some sort of retracement.   What I am looking for is price to fall below the bottom yellow line and then eventually go back up into the yellow lines, and preferably continue on higher.
Imagine the four yellow lines form a box with the top and bottom lines being the top and bottom of the box.  When price falls down through the bottom of the box, but doesn’t reach the red SAR level, and then turns and heads back into the box, then basically price has formed a new low that will be quite obvious on the chart.  It is just the low of the retracement I am referring to here.  Keep in mind that price does not normally just head straight up in a major long trend, as it will have small retracements or pullbacks along the way.  A combination of these retracements and the yellow lines give me some strict rules on how to move my red SAR line.
If price does retrace below the bottom yellow line and then continues back up into the yellow line box, then I would be moving my red SAR line up to the lowest point of that retracement.  Hopefully that red line is either a lot closer to the blue entry line or even above it, keeping in mind I am trying to reduce risk as soon as possible or better still, lock in some profit.
Price may continue on to new highs where the yellow lines continue to move up by leap frogging the bottom one up over the others to the new high.  Every time there is a retracement down below the lowest yellow line and then price resumes the upwards trend back into the yellow lines, I would be moving up my red SAR line to the lows, hopefully locking in more profit along the way.
Eventually most trends come to an end, where there may be a retracement but price never recovers to the upside, but instead keeps on falling, and eventually falls through my red SAR line.  All that happens here is that the buy trade is closed out completely and a new sell trade is opened at the same price.  These orders would have been manually placed by me as the trade progressed.  It would have just been a stop loss on the buy trade and sell stop order placed to get me short.
And to reverse everything, I move the highest (top) yellow line down to the low of the candle that penetrated my red SAR line and gave me the entry.  I would then move my red SAR line to the level I just moved my top yellow line from.  And my blue entry line would be moved to the exact same level I just moved my red SAR line from.  Then I would adjust my orders by placing a stop on the sell trade at the red SAR level, and at the same time, place a buy order at the same level.
The other three yellow lines would not be in play until there were any new candle lows.  And the same process that applied to the first buy trade example would be the same but just the opposite.
It is a difficult system to explain in words, so therefore I strongly suggest you use this guide in conjunction with the demo videos I put up on the Forex Factory thread relating to this system.  I have described a quite easy mechanical method here for the 4hr charts.  Keep in mind that this method works better on trending markets, that’s why I like to trade the GBP pairs or even the EUR/USD.  You can take this method and make it your own.  You can be as aggressive or conservative as you like by just slightly modifying the rules.  This has been discussed on the Forex Factory thread in some detail.  There is even discussion of other traders trading this method on markets other than Forex, and also trading the much smaller time frames.  There are plenty of options available to you for you to make it your own.
Read this guide, read the Forex Factory thread and also watch the videos on the thread.  It will be quite easy to see what I am doing here.  And if anyone wants to discuss this method further, feel free to add to the thread at FF or email me directly at accurateforextrader@gmail.com
Cheers.  Jim.


