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The Economist recently published an article on what makes an outstand-
ing investor that piqued my interest. | raised it in our daily investment
meeting, where it prompted some lively discussion amongst the CLIM
team and got me thinking about the characteristics that, in my experi-
ence, really distinguish exceptional investors. There will inevitably be a
myriad of opinions on this topic as different allocators will favor different
factors and so there will be no universal consensus. Equally, including all
the necessary characteristics would take a book - there are more than a
few out there - and so this paper will only attempt to identify and briefly
summarize what | think are the most important differentiators.

At CLIM, we are in the fortunate position of interviewing a multitude of
investment managers of the closed-end funds, holding companies and
active ETFs which comprise our investment universe. This universe spans
a wide range of areas of investment focus from global, regional, sector
and country specific equities, a variety of fixed income styles including
multi-sector, high yield, bank loans and municipal bonds, as well as an
array of alternative strategies covering private equity, infrastructure,
real estate and renewables. These manager meetings are an important
part of our overall investment process and provide many insights into
different investment approaches, team structures, styles and risk man-
agement frameworks - or in a few notable cases, their absence. We meet
a wide-ranging span of personalities and get many interesting perspec-
tives and insights. My conclusions on the defining elements of excep-
tional investors are informed by our deep library of proprietary research
notes and investment reports through which we assess managers over
the long term.

To begin with, let's establish table stakes — things which are necessary
but not indicative of superior talent. This would include such things as
domain knowledge, an analytical mindset, a valuation and growth model,
an established investment philosophy and process framework, experi-
ence of several market cycles and the ability to combine both the art and
science of investing. These are the basic requirements and, in almost all
cases, are met. This is not too surprising given that we are often dealing
with established institutions that have a vetting process for whom they



putin front of their clients. However, technical acumen
is insufficient; it's the land beyond these basic require-
ments where | believe we find exceptional investment
talent and these defining factors are largely behavioral
and cultural rather than analytical.

So, what are these important traits?

For me, first and foremost, it is boundless curiosity. The
desire to learn and grow, develop greater insight into
existing investments and discover new opportunities.
It is characterized by open- rather than closed-mind-
edness and a never-ending search for knowledge.
They embrace the notion that “it isimpossible to learn
what you think you already know”. A variety of inputs is
also important, as is a rich and varied information diet.
These investors evoke the same refrain levied musical-
ly at Alexander Hamilton “they will never be satisfied”.
They never feel that they are the finished article, that
there is always more to discover and they will always
remain a “work in progress”.

That curiosity tends to manifest itself in another way-
constant improvement. It's something embodied in
our DNA at CLIM but it's also something we see in
the exceptional managers that we meet. We often ask
“what has changed in your investment process?”. Most
managers, afraid of being accused of changing their
spots, will answer “no changes”. On the face of it, this
may appear comforting. However, in our experience
the best managers are always innovating - tweaking
their processes, methodologies and techniques - and
are primarily motivated by mastery of their craft over
asset gathering and financial rewards. Mostly this
occurs at the margin - but it evidences an investor
who is not content with the status quo but is always
seeking to retain an edge in this ultra-competitive
investment industry.

Risk management is arguably one of the most import-
ant parts of any investment process. In my view, the
best investors are risk aware. There is an ongoing
debate about the desirability of diversification - for
many, extensive diversification is how they limit risk,
for others, excessive diversification is anathema - they
want to see conviction. | believe the best investors
strike a balance. A concentrated, high conviction port-
folio is a wonderful thing - until it isn’t. These inves-
tors also embrace the concept of “winning the loser’s
game” - avoiding big losses and avoiding unforced

errors. They are focused more on managing risk than
achieving the highest possible return and focus as
much, if not more, on their sell discipline than their
purchase criteria. Equally these managers tend to let
their winners run rather than take quick profits yet for
losing positions they quickly decide whether to cut
and run or average down. They are risk managers first,
return generators second.

Another quality | value highly is rarer than you might
imagine - a pragmatic approach. Many investors
spend a lot of time defining and defending what is and
what is not their investment process, the indicators
they favor and those they broadly eschew. However,
in my experience the greatest among them adopt a
pragmatic rather than dogmatic approach. They are
flexible and embrace adaptability without style drift.
They appreciate that sometimes their preferred met-
rics or stocks or sectors will be out of favor and that
they might need to pivot, at least temporarily, in their
assessment of the opportunity set. Pragmatism also
helps investors recognize they are wrong, to change
their mind and perhaps most difficult of all, to take a
loss.

Great investing rarely happens entirely in isolation
and benefits from a collaborative approach. While
this is most often seen in investment teams it is not
necessarily and can absolutely be adopted by a lone
wolf or a “star” manager. This is recognizing that no
person is an island. Seeking challenges to investment
ideas, assumptions and positioning, or simply get-
ting an outside view of the opportunity set, can help
expose inherent biases and assumptions. The best
investors seek out contrary viewpoints, encourage
debate and uncover different insights by collaborat-
ing and sharing information with a diverse range of
colleagues and industry peers.

This is closely related to self-awareness - knowing
yourself and knowing your blind spots, recognizing
your mistakes and how and why you made them
and learning from them. The discipline of behavior-
al finance has made all investors acutely aware of
our failings as humans - we suffer from a multitude
of biases and just knowing them doesn’t make you
any less susceptible. Understanding what aspects of
investments are your siren’s song, if you will - the
things you hear or see in an investment and you are
"all in” - and then recognizing this may be where you



need the most help - the siren’s song is your red flag - this is where | have
become unstuck in the past, so let me proceed cautiously!

The final trait | would highlight is perhaps the most important. Humility. The
fact is that you can achieve great investment results over extended periods of
time by accident. Luck plays a significant though difficult-to-quantify role in
investment results. It may be your skill or it may be luck. Great investors always
remember this. They know that sometimes their style will go out of favor, that
great results may mean revert and that they will likely underperform at some
point despite their best efforts. A great process may not always resultin a great
outcome, even when all the other traits outlined above are present. So stay
humble. | particularly like the quote “you should become more humble the
more the market goes your way"” or as one of my colleagues noted “never get
too high and never get too low”".

While | look for these traits in the managers of the funds in our investment
universe, these are also the qualities that we aspire to at CLIM. | believe that
these are some of the most important characteristics that create an excep-
tional, high-performing investment team. There is also another question that
we'd perhaps cheekily suggest deserves consideration: to what extent does
the structure in which an investor operates help—or hinder—the expression of
these characteristics? It will be no surprise that | am a strong advocate of the
closed-end fund structure. In my view, the ability to invest a fixed, stable pool of
capital can provide an attractive environment for active management, partic-
ularly by allowing investment decisions to be made without the same need to
accommodate investor subscriptions and redemptions. That structure brings
its own considerations and is certainly not a guarantee of superior investment
outcomes, but it is a characteristic that many of the investment managers
with whom we invest tell us, they value. Why the structure has not been more
universally adopted as the ‘go-to’ structure for active management raises an
interesting question about the industry’s incentives—particularly the tension
between investment outcomes and asset gathering. But a discussion of THAT
will have to wait for another paper!
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