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Anatomy of a trade 

 

In a Letter to Shareholders published at the 

beginning of April 2020, which was in the 

middle of the great market slump, we wrote 

about buying four new stocks. One of them was 

described as follows:  

“…the fourth is a special opportunity where we 

expect a shorter holding period. We have been 

pointing out for some time already that the fact 

most money is managed by passive or covertly 

passive funds will mean that as soon as 

investors start to withdraw money from these 

funds, the funds will have difficulties to find 

enough buyers. This is exactly what happened 

in March. Especially ETFs had big problems with 

this. That is because their promised liquidity is 

often much lower than is the liquidity of the 

assets they hold. They had no choice other than 

to sell out their positions at nearly any price. 

This created attractive opportunities, and we 

took advantage of one of these. It provides a 

beautiful example of how easily wealth can 

shift from passive to active investors. If the 

proportion of passively invested money will 

continue to grow, these opportunities will 

appear with ever increasing frequency.” 

We did not mention which stock it was at that 

time, because the attractive opportunity to 

purchase was still there and we did not want to 

reveal our know-how, which our investors pay 

to benefit from and not to be broadcast to the 

whole world. Now we can already say that it 

was a series B of TGP preferred shares. These 

are cumulative preferred shares with nominal 

value of USD 25 and dividend of USD 2.125, 

which means a dividend yield of 8.5% when the 

price is USD 25. 

A well-known rule says that some of the best 

investments originate in transactions where on 

one side there is somebody who buys or sells 

under pressure, against his or her will, and 

regardless of price and liquidity. This is not just 

some academic fairy tale. Such opportunities 

really do arise and our purchases of TGP-B 

shares fall into that category. 

Under normal circumstances, TGP-B shares are 

traded at the level of their nominal value or 

even above. Dividend yield at these prices is 

very attractive and, in view of TGP’s strong 

fundamentals, also relatively safe. The shares 

are not very liquid, having average daily traded 

volume of around 25,000 shares. The total 

number of shares outstanding is 6,800 000.  

The low liquidity is partially given by the fact 

that a non-negligible portion of the shares are 

held by various index funds and ETFs. This also 

has something to do with the investment 

opportunity in them that opened up last 

March. 

When most of the large economies were 

locked down and markets started to fall, a 

number of ETFs faced cash withdrawals. By 

their very nature, ETFs hold almost no cash. 

That means when investors withdraw money, 

the ETFs have to sell assets in order to obtain 

cash to buy back their own shares and pay out 

the departing investors. There is nothing 

unusual about this. It is a mechanism in 

essentially all open funds, including ETFs.  

A problem arises whenever there occur too 

many withdrawals in comparison to the 

liquidity of those assets held by an ETF. ETFs 
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themselves ensure daily and practically 

unlimited liquidity to their investors. Their 

portfolios, however, are often much less liquid. 

ETFs focused on preferred shares had a big 

liquidity problem last spring. If a fund holds for 

instance even just 500,000 TGP-B shares and 

has to sell them quickly, then an average daily 

liquidity of 25,000 is a problem.  

ETFs cannot wait to sell, because at the end of 

the day they have to have cash to pay out their 

investors who are leaving. That means they 

must sell at practically any prices whether they 

like it or not. So they sell under pressure, 

against their will, and regardless of price. If you 

look at the development of TGP-B share trading 

in spring 2020, you will get a nice picture of 

how urgent the situation really was.  In mid-

February, the shares were still trading above 

their nominal value of USD 25. Then forced sell-

offs on the part of ETFs hit the stock. The price 

began to fall sharply and traded volumes leapt 

upward. The entire process culminated on 18 

March when the price dipped below USD 12 

during the day and the traded volume was 

309,000 shares.  

At the price of USD 12, the dividend yield per 

share was 17.7%. We know TGP quite well and, 

considering the long duration and type of their 

contracts, we were nearly certain that they 

would not be much affected by recession in 

2020. (In the end, this proved to be a correct 
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assumption because 2020 was a record year for 

TGP in all respects.) 

We were watching the price slump in real time, 

and we almost did not want to believe that 

somebody would be willing to sell us these 

shares for such low prices. In reality, however, 

most of the final shareholders of those funds 

that were dumping the TGP-B shares into the 

market had no clue what was happening to 

their money. We saw buying those shares as 

the only possible reaction for us. We assumed 

that the forced sell-offs would end sooner or 

later, the market would return to  normal, and 

sooner or later the price of TGP’s preference 

shares would go back to its usual level around 

USD 25. In addition to all this, there was the big 

quarterly dividend and a price of money that 

had fallen nearly to zero. This is exactly what 

happened. See the first graph.  

In the second graph, we can see that a similar 

but smaller such episode had occurred in these 

shares at the end of 2018. We expect that 

similar situations will continue to appear in an 

ever-expanding spectrum of securities. The 

overwhelming dominance of passive investing 

causes the discrepancy between the liquidity of 

ETFs themselves and their underlying assets to 

be increasing and gradually is affecting a 

greater part of the market. When money flows 

into these passive funds, they must buy – 

automatically and regardless of prices – as 

prescribed by their benchmarks. When money 

flows out, they must sell – again, automatically 

and regardless of prices. 

We have been warning already for quite some 

time that in cases when investors start to 

withdraw money from passive funds (and this 

is always only a question of time) it may easily 

happen that passive funds will have nobody to 

sell their assets to and so the prices must 

decline sharply in order to bring supply and 

demand into balance. This is not an attempt to 

frighten anybody. We are just trying to point 

out that the current character of the market 

and placement of assets has changed its 

dynamics substantially. This small case study of 

our trade in TGP preferred shares shows that 

these things have already been happening and 

it is possible to use them to one’s advantage. 

 
Invest with care ! 

 

 

 

Daniel Gladiš, January 2021 

 

For more information 

Visit  www.vltavafund.com 

Write us investor@vltavafund.com 

Follow us www.facebook.com/vltavafund or https://twitter.com/danielgladis 

http://www.vltavafund.com/
mailto:investor@vltavafund.com
http://www.facebook.com/vltavafund
https://twitter.com/danielgladis
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__________________________________________________________________________________ 

DISCLAIMER 

The Fund is licensed as an Alternative investment fund by the Malta 

Financial Services Authority (MFSA) and is dedicated to qualified investors. 

This document expresses the opinion of the author as at the time 

it was written and is intended exclusively for promotional 

purposes. The investor should base his or her investment 

decision on consideration of comprehensive information about 

the Fund. 

Our projections and estimates are based on a thorough analysis. 

Yet they may be and sometimes will be wrong. Do not rely on 

them and take your own views into consideration when making 

your investment choices. Estimating the intrinsic value of the 

share necessarily contains elements of subjectivity and may 

prove to be too optimistic or too pessimistic. Long-term 

convergence of the stock price and its intrinsic value is likely, but 

not guaranteed. 

Only a qualified investor pursuant to § 272 of Act No. 240/2013 

Coll. may become a shareholder of the Fund. Persons who are 

not qualified investors pursuant to the aforementioned provision 

of the Act shall not be allowed to invest. 

The value of an investment may increase and decrease. Neither 

return of the amount originally invested nor increase in the value 

of such investment is guaranteed. The Fund’s past performance 

is not a reliable indicator of future investment returns. 

The information contained in this letter to shareholders may 

include statements that, to the extent they are not recitations of 

historical fact, constitute forward-looking statements within the 

meaning of applicable securities legislation. Forward-looking 

statements may include financial and other projections, as well 

as statements regarding our future plans, objectives or financial 

performance, or the estimates underlying any of the foregoing. 

Any such forward-looking statements are based on assumptions 

and analyses made by the Fund based upon its experience and 

perception of historical trends, current conditions and expected 

future developments, as well as other factors we believe are 

appropriate in the given circumstances. However, whether 

actual results and developments will conform to our 

expectations and predictions is subject to a number of risks, 

assumptions and uncertainties. In evaluating forward-looking 

statements, readers should specifically consider the various 

factors which could cause actual events or results to differ 

materially from those contained in such statements. Unless 

otherwise required by applicable securities laws, we do not 

intend, nor do we undertake any obligation, to update or revise 

any forward-looking statements to reflect subsequent 

information, events, results or circumstances or otherwise. 

Before subscribing, prospective investors are urged to seek 

independent professional advice as regards both Maltese and 

any foreign legislation applicable to the acquisition, holding and 

repurchase of shares in the Fund as well as payments to the 

shareholders. 

The shares of the Fund have not been and will not be registered 

under the United States Securities Act of 1933, as amended (the 

“1933 Act”) or under any state securities law. The Fund is not a 

registered investment company under the United States 

Investment Company Act of 1940 (the “1940 Act”). 

The Fund is registered with the Czech National Bank as a foreign 

alternative investment fund for offer only to qualified investors 

(not including European social entrepreneurship funds and 

European venture capital funds) and managed by an alternative 

investment fund manager. 

Investment returns for the individual investments are not 

audited, are stated in approximate amounts, and may include 

dividends and options. 
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