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Hi, everyone,
I trust that you are doing great. June was a good month for Elixir.

Lastly, we include an update on technology development,

Our overall performance was 1.99% on bonds outstanding. Of

highlighting significant technological breakthroughs that took

that, 1.78% was contributed by proprietary trading. I will

place during the first half of 2019 (including the debut of our

comment briefly about where we made money this month, the

Elixir Director Dashboard 2.0). The update will also discuss a few

challenges that created the headwind against our return and the

projects that we are working on now, as well as projects that we

strategies we devised to ease the situation.

will be undertaking in the near future.

On the world stage, market reaction to Austria’s 100-year-bond

I hope you have found this issue of the newsletter to be

offering at a 1.17% annual yield caught my attention. I share my

insightful. Please feel free to reach out.

thoughts about this in the market observation section.

Sincerely,

In this newsletter, I will also talk about our Software as a Service

Bill

(SAAS) accounts, including our earlier intentions for the project,

William McNarland, CFA

our observations throughout the last 10 months of running the

Elixir Technology Inc.

accounts and our future plans for this sector of our business.

Chairman of the Board & CEO
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Elixir Trading Performance Explained

In our April newsletter, we indicated that we bought wheat,

Our annual rate was 2.2%. Today, the spread between Australian

soybeans and corn. We did this because the commodities’

and US interest rates has dropped 3.9%. Therefore, our situation

inflation-adjusted prices decreased to the lowest levels we’d

has reversed: We are charged 1.7% annually, paid daily, to own it.

seen in the previous decade. In May, we profited from selling our
long positions as the prices bounced back up. Eventually, we

Interest rates on short-term holdings have declined across the

started taking short positions on the assets when their prices

globe. In the last six weeks, the situation has significantly

rose to a level that was about 40% higher than their April lows. In

worsened. Aside from Australian dollars, other popular

June, prices dropped again, which allowed us to profit when we

currencies, such as the Euro, New Zealand dollar, and Japanese

exited our short positions.

yen, would have cost us an annual 3.6%, 1.6% and 3.1% to own,

In addition to agricultural commodities, we profited from

respectively.

volatilities in the platinum market. Based on our research data,
platinum would be at a multi-decade-low price when it fell

In the past, currencies from some developing countries, such as

below $800 per ounce (inflation adjusted). Therefore, we

Mexico and South Africa, were good options given their high

programmed our trading orders to buy when platinum was

interest rates. However, the price of the Mexico peso has

below $800 and to sell when the price rose above $820. In June,

remained at a high level since November 2018, while the price of

the platinum market allowed us to execute this trade order three

the South African rand has been very high for over a year. Until

times. As I write this, during the first week of July, platinum’s

the prices of these currencies drop close to their historical lows,

volatility level remains high. We were able to profit again on this

it wouldn’t be feasible for us to trade. As I am drafting this

trade. Hopefully, platinum remains volatile for the rest of July.

newsletter, the finance minister of Mexico quit via Twitter –

In June, the following noteworthy trading activities also created
income for us. We made a significant amount of money by twice
selling our option (insurance) positions in the Utilities and
Consumer Discretionary sectors. We exited the option
(insurance) that we purchased on the Dow Jones Industrial
Average, falling from its lifetime high. We saw extreme selling in
the Pakistan stock market, so we purchased a small amount
through ETF and sold it for a profit within 72 hours.
As for trading challenges, volatility in June was generally lower
than that in May. Low market volatility is always our top trading
challenge. In addition, perhaps you learned from my earning
summary that FX trading didn’t significantly contribute to our
June earnings. In fact, profit from FX hasn’t been a major
contributor to our trading-related earnings for the last seven to
eight months. This is for two primary reasons.

certainly an interesting event. While this caused the Mexican
peso to drop, the price is still not at our desired level for buying.
We are closely monitoring the situation.

These two challenges created a strong headwind against our FX
trading. If we had traded only FX, our performance would have
taken a hit throughout the last seven to eight months. The
diversification of our investment strategies has helped us earn
good trading income. Last year, we introduced commodities and
government bonds to our mandate, and we are thankful that we
did that. A couple of months ago, the board gave us the ability to
add ETFs and options on ETFs through our new counterparties.
These strategies have started contributing to our trading return.

As our algorithm and our ability to process data improve, we are
identifying new strategies for our mandate. Currently, we are

First, owning and holding developed-country currencies no

testing a new strategy which we plan to present to the board for

longer pays us interest, Instead, it costs us. Here is an example.

approval during August’s board meeting. We know that

In August 2017, we were paid daily to own and hold Australian

diversification works, so finding risk-adjusted ways to diversify

dollars.

our investment strategies will always be on our to-do list.
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June 2019 Market Observation

Austria: “Buy my sovereign bond and I guarantee you 1.17%
annual interest for 100 years. Hurry! Only €1.25 billion available.”
Silly? Yes, yet €5.3 billion worth of orders came in. The Austrian
century bond was oversubscribed by five to one!
Considering that the Elixir redeemable bond offers 7% annually, I

Post
World
War I

have a feeling that most of our newsletter readers will find this
ultra-long-term, low-rate offering to be shocking. Perhaps the
high market demand will confuse them, too.

Austria experienced hyperinflation between
October 1921 and September 1922. The
inflation rate topped out at 129% annually in
August 1922.

1925

The Austro-Hungarian Kronen was replaced
by the Austrian Shilling at a ratio of 1 to 10,000.

1938

Austria was annexed into Germany and its
currency was replaced by the German
Reichsmark at a ratio of 2 to 3.

1945

Austria returned to independence and a new
Shilling was introduced at a ratio of 1 new
Schilling for 3 old Shillings.

1950

The currency was pegged to the dollar at a rate
of 1 USD to 26 new Schilling. To keep the
currency stable, the interest rate had to be at a
stable spread with respect to U.S. interest
rates.

1971

Austria pegged its currency to a basket of
currencies. Austrian interest rates had to be
tied to a stable spread based on an average of a
basket of interest rates in foreign countries.

1976

Austria announced that it was pegging its
currency to the German Mark. Austrian interest
rates would have to be set at a stable spread
compared to Germany’s interest rates.

1999

Austria adopted the Euro and had to consider
pricing its interest rates in terms of those in the
other countries that adopted the Euro.

Here, I present an example that will help you make sense of this
situation. Today, James bought €1000 worth of Austria century
bonds. Let’s assume that two years later, in 2021, we are in a deep
recession. The current market rate (interest rate) for the Austria
bond dropped to -0.1%. If James sells his bond, the buyer will
have to pay him €2,308.31. Through this transaction, James will
make 57% on his original investment plus two years of interest
equaling €234. “Great deal!” some people would say.
nvestors who are buying this century bond at a 1.17% annual
yield are essentially betting that inflation in Austria will remain
low until 2119. As demonstrated in James’ example, if the interest
rate keeps falling and is under 1.17%, this investment makes
sense. However, as you can see in the chart below, inflation in
Austria has been anything but stable over the last 100 years.

Over the past century, Austria flew different three flags that
represented its country and had four different currencies. Its
currency was pegged to five different currencies. Its interest rate
To provide some background information for this chart, we

was influenced by five different countries or groups of countries.

included a timeline containing eight material events that took

Personally speaking, the country’s track record doesn’t seem to

place in the last 100 years in Austria.

indicate stability to me.
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What happens when the interest rate increases? Let’s use James’

Some people may say, “Don’t worry, James can sell his bond in

example again and look further ahead in time. It’s now 10 years

2021 and make 57%. He doesn’t have to sell it at a loss in 2029.”

after James; original bond investment. The economy is

Well, let’s go back to 2021. The current market rate is already

improving and the current market rate for the Austria bond is 2%

-0.10%. It’s safe to say that the chances are slim that the interest

in 2029. When James get his statement, he will see that the

rate will drop lower than that and that they will remain at a low

market price of his bond is €654.83, representing a 53% loss from

level. Not only will buyers have to pay more to get James’ bond,

his original investment. As calculation shows, an interest rate

but the chance that they will lose money (as illustrated in the

increase above 1.17% would be devastating to James’

2029 example) is also higher. It makes sense to assume that the

investment.

demand for James’ bond will not be great.

Year
Original Par Value
Coupon Rate
Rate Compounding Interval
Currrent Market Rate
Years to Maturity
Bond Price

2019

2021

2029

€1,000.00

€1,000.00

€1,000.00

1.17%

1.17%

1.17%

Annually

Annually

Annually

1.17%

-0.10%

2%

100

98

90

€1,000.00

€2,308.31

€654.83

57%

-53%

Increase or Decrease since Original Bond Purchase

It would be foolish to participate, right? Then why was over €5 billion rushing to get in? Well, because everything is relative, we must look
at what else the market is currently offering. In the last six weeks, the whole world has shifted to record low rates. On July 11, 10-year bond
rates for Switzerland were -0.50%; for Germany they were -0.26% and for Japan they were -0.15%. Compared to these negative interest
rates, Austria’s 1.17% suddenly doesn’t seem so bad. The popularity of the ultra-long low-rate Austrian bond shows how desperate bond
investors are for yield and how pessimistic they feel about the future of the financial market.
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Software as a Service (SAAS) accounts

Elixir’s “Software as a Service (SAAS) Trial Accounts”, a.k.a.
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The headwind which drags down our return

“Separately Managed Accounts”, were introduced in September

corporately, such as low market volatility and higher financing

2018. They were initially created to address two concerns that

costs, also applies to individual accounts.

investors had at the time. First, some investors were worried that
their investments would disappear due to fraudulent conduct.
Unfortunately, in the past, these investors had experienced
significant principle loss in the private market. Second, investors
favour a capital gain tax structure. Because only a handful of
investors brought up these concerns, we decided to offer the
service only to those investors, on a trial base and under the
condition that they must be shareholders.

For these reasons, and taking our fees into account, the realistic
expectation for an annual yield should be around 9% to 12%.
On the Elixir side, these separately managed accounts have
caused some administrative and technical challenges. In the
technology update, I will talk about our “Elixir Portfolio Manager
Dashboard”. While this dashboard can cut my planning time as it
relates to trading, we are still not at the stage where we can

Over the last 10 months, SAAS clients have provided feedback

automatically populate the trading orders across all the

indicating that their monthly net return was below their

accounts. Therefore, this task still consumes a considerable

expectations. Between January and June 2019, individual

amount of my time every day. As for administration, we manually

account’s average monthly gross return is about 0.92% on

put together a comprehensive invoice/account breakdown every

deposit. Elixir’s average performance is 1.56% on bond

month. This task typically takes our admin staff a full day to

outstanding.

complete – a significant amount of time given that it applies to

I would like to offer some explanations for this, as well as share

only a handful of clients.

my thoughts about the future. A number of factors cause an

Because of these challenges, we are not accepting new SAAS

individual account to yield a lower return than an Elixir corporate

account clients. During the August board meeting, the directors

account.

will discuss the future direction for SAAS accounts. Will it be

1

worthwhile for the firm to spend capital and time developing
An Elixir corporate account has much more capital for

trading than does an individual account.

2

software to automate our administrative and trading tasks? Is
there a way for SAAS clients to widen their exposure to trading
strategies so that they have more earning opportunities? In the

Elixir opened trading accounts at four counterparties,

which gives us more diversity in terms of trading strategies,

meantime, we will reach out to each of our existing SAAS
investors and discuss the future of their accounts.

while individual clients trade (and qualify to trade) at only one
counterparty and are limited to certain commodities and FX
trading.
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Technology Update

Over the last six months, our technology team has completed

During this down period, the order took profit. In the past, when

more than 20 independent projects. I would like to congratulate

our system was running again, the Elixir Trader would have

and celebrate our Senior Technology Officer, Pouya Sarang, for

missed that profit event and would not have re-entered the

his talent and dedication and for the significant value he brings to

original order. With the upgrade, the software can re-trace any

technological development at Elixir.

missed trades and, thus, re-enter the order.

In this section of the newsletter, I will highlight a few

This added feature increases our profits by ensuring that

breakthrough achievements, as well as shed light on current and

profitable trades which are supposed to be repeated are, in fact,

future technology projects for the remaining six months of 2019.

re-entered.

In the past, I typically spent six hours logging into more than 200

We’ve made a number of improvements to our dashboard 1.0.

trading sub-accounts to check current balances, trades, available

The demo video below offers a great overview of this newly

room for new orders, etc. With the Elixir Portfolio Manager

improved dashboard. I encourage you to have a watch.

Dashboard, I have reduced this time allotment to about 15
minutes. The dashboard is updated multiple times per minute
and the data shown is a live representation of our trading
portfolio. Not only does the dashboard help me plan my trade
orders, but it also monitors margin usage across all accounts.

We have added the capability of Logging & Recover to our Elixir
Trader software. As you know, our Elixir Trader automatically
detects trader orders that have taken a profit and then instantly
re-enters the orders. Let’s use an example to explain the
upgrade.

For the remaining six months of 2019, the technology team will
be focusing its efforts on a number of innovation projects. This
includes upgrading our algorithm to add ETF pricing data and

We program an order to buy 1 pound of copper at $2 and to sell it

sentiment, establishing software connectivity between Elixir and

when the price rises to $2.5/lb. When our order condition is met,

Forex.com, automating 70% of Elixir back-office admin

the order will go through and take the $.50 profit. Our Elixir

functions, implementing safeguard strategies to improve our

Trader 2.0 will then instantly program this order back, waiting to

securities, and completing the stock filtering dashboard. These

make another $.50. However, before the profit event, our trading

new technology projects will help Elixir increase trading revenue

server or counterparty server is unexpectedly shut down or we

and productivity and reduce risks. We are looking forward to

experience a network interruption/crash.

sharing our technology progress again in the near future.
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