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Intro to Capital Allocation 
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Origins & Aims * 

Key Deliverables

Key To-Do’s

* CA’s origins are discussed more fully  
in a Real Conversation between Hedgeye 
CEO Keith McCullough and CA head 
David Salem posted at: 
youtube.com/watch?v=gLaImaCX7qI.

https://www.youtube.com/watch?v=gLaImaCX7qI
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Origins & Aims * 

• Search Criteria – see next slide

• “Red Team” Became The Team   

3

• Consults with CA Team (Tier 2) and Other Hedgeye Teams (Tier 1)

• Sector- or Company-Specific Read Throughs and Reality Checks

How I Found and Used Hedgeye

How Patrons Use Capital Allocation

 

How Tier 1 and 2 Patrons Also Use Capital Allocation

• Roles = Defense with Emphasis on Drawdown Avoidance, Offense or Both

• Time Horizons = Tactical (Trades), Strategic (Trends & Tails) & More (Policy)
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Selection Criteria for Investment Research Providers

Invert. Most search criteria comprise coveted attributes only—like the specs for Yale’s presidential search circa 
1950 that caused one alum to quip, “I didn’t know God was a Yale man.” The wiser course when conducting 
searches is to apply negative as well as positive screens, in that order, negative screens typically taking less time 
to apply than positive ones. David Salem did just this when using the criteria below to choose a primary 
research provider to boost his effectiveness as a CIO, forging a close relationship with Hedgeye that led 
ultimately to his hiring to build Capital Allocation.

Disqualifying Attributes
• Advertising-driven revenue model 
• Unable or unwilling to provide complete time-stamped record of past work

Unfavorable Attributes
• Emphasis on narratives as distinct from data
• Embodies specific return forecasts or price targets for assets being analyzed

Favorable Attributes
• Bayesian commitment to updating research ASAP after new data arrive
• Presumes economy and markets are complex (chaotic) systems
•  • Proven capacity to withstand short-term performance pressures

Essential Attributes
• Multi-factor, multi-duration analyses based solely on reported data
• Focus on rates of change (vs. levels) in macro variables being tracked 
• Asset price changes trump fundamentals when crafting actionable ideas
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My View of Hedgeye 
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Capital Allocation Key Deliverables
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Q2 2024 
Macro Themes

March 21, 2024

Updated 05/31/2024

Transitioning To Quad 2 Amid Higher-
For-Longer Growth & Inflation Backdrop 

Keith McCullough

Josh Steiner

Drago Malesevic
 

Christian Drake

Daryl Jones

Ryan Ricci

MACRO
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G20 GIP Model Summary

The Quads Are Global

NTM Δ NTM Δ

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23 1Q24 2Q24E 3Q24E 4Q24E 1Q25E COUNTRY 1Q24 2Q24E 3Q24E 4Q24E 1Q25E
1Q25E Less 

2Q24E
2Q24E 3Q24E 4Q24E 1Q25E COUNTRY 1Q24 2Q24E 3Q24E 4Q24E 1Q25E

1Q25E Less 
2Q24E

2Q24E 3Q24E 4Q24E 1Q25E

Argentina 3 2 3 3 3 3 2 3 3 2 4 1 1 Argentina -4.51 -1.95 -3.42 -1.94 3.05 500bps 89 72 73 98 Argentina 272.77 302.94 ##### 214.13 133.51 -16943bps 98 98 98 98
Australia 3 3 2 3 2 4 1 4 4 4 4 2 2 Australia 1.33 1.28 1.22 1.68 1.77 50bps 52 52 69 54 Australia 4.13 3.35 3.03 3.17 3.32 -3bps 98 86 65 67

Brazil 2 2 1 4 1 4 3 2 4 4 2 2 3 Brazil 2.00 1.67 1.94 2.38 1.91 24bps 59 58 62 63 Brazil 4.31 3.66 3.72 3.82 3.87 21bps 81 53 55 53
Canada 3 2 4 4 4 4 3 1 1 3 2 2 2 Canada 2.06 0.73 1.21 1.81 2.53 179bps 86 63 67 70 Canada 2.85 2.87 2.97 3.03 3.11 25bps 52 58 55 57

China 1 3 2 4 1 1 4 1 2 3 4 2 3 China 6.00 4.48 3.43 3.68 3.03 -145bps 81 71 55 63 China 0.00 0.23 0.10 0.65 0.77 53bps 64 58 83 57
Eurozone 2 3 3 3 4 4 4 1 1 1 1 2 2 Eurozone 0.40 0.42 0.59 0.86 1.32 90bps 50 54 56 61 Eurozone 2.60 2.48 2.20 2.31 2.56 8bps 57 68 57 66

France 3 3 3 3 2 1 4 1 1 4 1 2 3 France 1.07 0.81 0.92 1.22 1.06 25bps 58 53 59 55 France 3.00 2.31 2.30 2.74 2.81 50bps 98 51 88 57
Germany 2 3 3 3 1 4 4 1 4 1 1 2 2 Germany -0.90 -0.19 0.11 0.89 1.02 122bps 67 57 69 53 Germany 2.70 2.43 2.40 3.07 3.12 69bps 66 52 90 53

India 3 2 4 4 2 1 3 1 4 2 1 2 3 India 6.51 6.59 6.80 6.96 6.73 14bps 51 54 53 54 India 5.01 5.12 3.93 4.72 4.86 -27bps 56 98 94 58
Indonesia 3 2 2 3 1 1 4 1 2 3 4 1 3 Indonesia 5.11 5.03 4.96 5.32 5.17 14bps 55 54 72 59 Indonesia 2.79 3.04 2.88 2.80 2.89 -15bps 66 61 55 56

Italy 3 3 3 3 1 4 1 1 4 1 2 2 3 Italy 0.60 0.90 1.03 1.13 1.03 14bps 57 53 53 52 Italy 0.97 0.88 1.07 1.72 1.89 101bps 55 61 88 61
Japan 3 2 3 3 1 4 4 4 4 4 1 1 3 Japan 0.40 -0.11 0.93 1.38 1.18 129bps 67 85 65 57 Japan 2.57 2.00 1.88 1.53 1.82 -18bps 92 59 76 71
Mexico 2 2 2 4 4 4 1 4 3 2 3 2 2 Mexico 1.63 2.33 1.85 2.22 2.60 27bps 63 59 57 57 Mexico 4.57 4.73 4.82 4.88 4.98 25bps 63 57 55 58
Russia 3 3 1 1 1 1 2 3 2 3 3 3 3 Russia 5.23 3.52 2.80 2.31 1.93 -158bps 90 67 62 59 Russia 7.62 8.00 8.07 8.13 8.13 13bps 60 52 52 50

South Africa 2 3 2 4 4 1 4 2 4 2 3 1 2 South Africa 0.73 0.81 0.66 1.63 2.17 135bps 52 54 73 63 South Africa 5.40 5.42 5.50 5.35 5.60 18bps 51 57 62 70
South Korea 3 3 2 4 4 1 1 2 1 4 4 2 3 South Korea 3.40 2.76 2.16 2.26 1.79 -96bps 79 77 55 71 South Korea 3.00 2.83 2.37 2.45 2.55 -28bps 65 93 58 59

Spain 3 2 3 4 1 4 4 2 1 3 1 2 3 Spain 2.40 2.06 2.16 2.31 1.94 -12bps 57 52 53 57 Spain 3.23 3.60 3.12 3.19 3.26 -34bps 71 78 54 54
Turkey 3 3 3 4 1 4 2 3 2 3 1 1 3 Turkey 5.50 2.18 2.25 2.41 1.43 -75bps 98 51 53 68 Turkey 66.81 71.88 51.09 43.31 44.06 -2782bps 98 98 98 57

United Kingdom 2 3 3 3 4 4 4 4 1 4 2 2 3 United Kingdom 0.20 0.04 0.50 1.34 1.19 114bps 53 57 63 52 United Kingdom 3.53 2.67 2.74 2.85 2.95 28bps 98 54 57 56

United States 3 3 4 4 1 1 1 1 4 2 3 3 2 United States 2.97 3.08 2.57 2.39 2.44 -65bps 55 72 58 52 United States 3.24 3.44 3.56 3.83 4.07 63bps 65 59 71 68
MODE/MEDIAN 3 3 3 4 1 4 4 1 4 4 1 2 3 MODE/MEDIAN 1.82 1.47 1.54 2.02 1.92 45bps 59 57 60 58 MODE/MEDIAN 3.24 3.19 3.00 3.12 3.19 -1bps 66 59 64 57

Data Source: Government Statistic Agencies, BIS, World Bank, and IMF. Intellectual Property of Hedgeye Risk Management.
LIGHT BLUE header = Hedgeye Nowcast Model estimates. BLUE header = Hedgeye Comparative Base Effects Model estimates. GREEN/RED shading in GDP and CPI projections denotes sequential acceleration/deceleration.

Conditional probability inversely proportional to the prior base rate's percentile score within a 95% confidence interval band around the projected GROWTH or INFLATION rate in a given quarter.

Strength Of Signal
Conditional Probability Of Est. Δ

5/15/2024

EstimatesActuals
Hedgeye Macro GIP Model Signals

Conditional Probability Of Est. Δ
Strength Of SignalGROWTH

Real GDP YoY
INFLATION

Headline CPI YoY
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What Are The Quads?
Our GIP Model is a quantitatively oriented, regime-based framework that helps investors proactively prepare for volatility phase transitions within and 
across asset classes by triangulating the three factors that matter most to Macro Risk Management – i.e. GROWTH, INFLATION, and POLICY.

United States 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23 1Q24 ←  Actuals │ Estimates  → 2Q24E 3Q24E 4Q24E 1Q25E
Real GDP QoQ SAAR 6.20% 3.30% 7.00% -2.00% -0.60% 2.70% 2.60% 2.20% 2.10% 4.90% 3.40% 1.30% Real GDP QoQ SAAR 2.32% 2.71% 2.66% 1.96%

Real GDP YoY 11.95% 4.74% 5.42% 3.57% 1.87% 1.71% 0.65% 1.72% 2.38% 2.93% 3.13% 2.88% Real GDP YoY 3.03% 2.50% 2.32% 2.41%
2yr Comparative Base Effects -2.69% 0.60% 1.05% 1.40% 2.21% 1.63% 2.17% 2.57% 6.91% 3.22% 3.04% 2.64% 2yr Comparative Base Effects 2.13% 2.32% 1.89% 2.30%

Headline CPI YoY 4.85% 5.34% 6.69% 7.96% 8.63% 8.33% 7.10% 5.81% 3.98% 3.51% 3.24% 3.24% Headline CPI YoY 3.42% 3.55% 3.79% 4.01%
2yr Comparative Base Effects 1.09% 1.49% 1.64% 2.01% 2.61% 3.28% 3.96% 4.93% 6.74% 6.83% 6.90% 6.89% 2yr Comparative Base Effects 6.31% 5.92% 5.17% 4.53%

#Quad4
Growth Decelerating as Inflation Decelerates

Monetary Policy Bias: Dovish
Market Narrative: Deflation

#Quad1
Growth Accelerating as Inflation Decelerates

Monetary Policy Bias: Neutral
Market Narrative: Goldilocks

#Quad2
Growth Accelerating as Inflation Accelerates

Monetary Policy Bias: Hawkish
Market Narrative: Reflation

#Quad3
Growth Decelerating as Inflation Accelerates

Monetary Policy Bias: Neutral
Market Narrative: Stagnation / Staglation

1Q23

2Q23
3Q23

4Q23

1Q24

2Q24E

3Q24E

4Q24E

1Q25E

-125bps

-75bps

-25bps

25bps

75bps

125bps

-200bps -175bps -150bps -125bps -100bps -75bps -50bps -25bps 0bps 25bps 50bps 75bps

United States

x-axis: First Difference of YoY Headline CPI;
y-axis: First Difference of YoY Real GDP

© Hedgeye Risk ManagementData Source: BEA, BLS    Light Blue box = Hedgeye Nowcast Model estimate. Dark Blue boxes = Hedgeye Comparative Base Effects Model estimates. 
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Signals + Quads + Other Inputs --> Return Prospects
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Return Prospects 

Primary Variables

• Quads = Real GDP Growth & Infation

• Past, Current & Projected Quads

• Conditional Probabilities of Accels or Decels

• Absolute Levels of Projected GDP and Quads

• Signals = Trends & Tails

• Current Prices  vs. Levels

• Evolving Divergences from Levels

• Evolving Levels

• Absolute

• Relative to each other

Other Variables

• Consensus Positioning (via CFTC data)

• Implied Volatilities (Absolute and vs. History)

• Trade Ranges

• Recent Changes

• Relative to Trend and Tail Levels

• Status vis ETF Pro and Portfolio Solutions

• Read-Throughs from Hedgeye Sector Specialists

• Insights from Hedgeye Policy Analysts

• Perceived Zeitgeist

13
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A Deeper Dive Into Return Tendencies by Quad

Key Takeaways

• This exhibit (furnished in more 
legible form in Macro Theme 
decks available to Capital 
Allocation subscribers) tells an 
important tale: asset price 
changes in any given time period 
depend not only on what happens 
as it unfolds but on what 
happened in the intervals leading 
up to it.  

• Putting this point differently, 
while general tendencies like 
those furnished on the prior page 
can be helpful to investors, 
they’re less useful guides to 
action than  the path-dependent 
tendencies catalogued at left.

14
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Model Portfolios (Illustrative Excerpts)
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Old Game, New Rules, New Players

Orient
Key Takeaways

• We published select materials 
from our research partners at 
Tier1Alpha (T1A) at pages 14-16 of 
Issue 2 of Observatory and are doing 
something similar here to highlight 
an increasingly worrisome aspect 
of contemporary capital markets: 
what our friends at T1A refer to as 
“flow-driven” trading.

 • Why should thoughtful allocators 
of the sort we’re privileged to be 
serving via Capital Allocation fret 
about such trading? They 
shouldn’t, unless their own 
investment processes impel them 
to adjust their holdings in a price-
insensitive manner, whether 
episodically or—like many flow-
driven traders--routinely.

• We’ll explore the concerns raised 
above in greater detail in our 11/8 
webcast and future written reports. 
Meantime, we encourage readers to 
study the T1A materials furnished 
here, which we present without 
“side comments” like those you’re 
now reading.    

16

https://app.hedgeye.com/ms/observatory-issue-2-october-2023?encoded_data=TgNj!dAiJlK32L9omZWOuJhA61pPExlY=!
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Identifying Investment-Related Ends & Means

Comments 

The framework at far left has 
been adapted from -Ashvin 
Chhabra’s seminal treatise on 
investment policy: The 
Aspirational Investor: Taming the 
Markets to Achieve Your Life’s Goals 
(2015).  Typically applied by and 
on behalf of individuals and 
families, this framework  has 
been adapted for potential 
institutional use  via the variant 
at the immediate left. 

All credit to Ashvin for his 
creativity—and his dogged 
determination in lobbying asset 
owners of all types and stripes 
to devote due and hence 
substantial time and attention 
to  investment policy-making in 
general and goal setting in 
particular. 

For Endowed Charities

Build and Nurture New Programs
Aggressive Active Strategies

Seed & Early-Stage VC
Cash Reserves

Enhance Existing Programs
Non-Core Marketable Stocks & Bonds 

Private Equity inc. Late-Stage VC
Non-Core Realty
Cash Reserves

Maintain Existing Programs
Core Marketable Stocks & Bonds

Commodities and Currencies
Core Realty

Cash Reserves

For Individuals & Families

Aspirational Goals
Concentrated Equities inc.  Options

Non-Core Investment Realty
Human Capital
Cash Reserves

Important Goals
Core Equities inc. Private
Core Investment Realty

Core Fixed Income
Active Strategies

Cash Reserves

Essential Goals
Base Salary and Benefits
Pension Income & Assets

Life and Disability Insurance
Owner-Occupied Realty

Cash Reserves

17
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Investment Policy Statements (IPSs)
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Deceptively Seismic Shifts In Financial Terrain
Mid-1980s – Present plus Potential Future Shifts 

19

• Plan Asset Regulations enable pensions funds to  pile into VC & realty   1986 
   

• Regulation FD outlaws selective disclosures by public companies    2000
 
• Pension Protection Act  & related regs turbocharge indexed and age-based  strategies  * 2007 

• FASB relaxation of fair–value rules  reverses death spiral of loss-plagued banks  2009

• Fed lifts ceiling on government insurance of bank deposits via creation of BTFP  2023

• Fidelity launches Digital Asset Accounts to facilitate 401(k) investments in crypto  2024 
        

• DoL adoption of “Fiduciary Rule” cements dominance of Active by “Passive”   2024?

• U.S. government restricts (bans?)  Americans’ investment in Chinese companies  2024?

• Basel III Endgame capital requirements turbocharge banks’ absorption of USTs  2025?

*    PPA enactment in 2006; “Final Regulations” in 2007; Department of Labor “Tips” in 2013 plus subsequent DoL pronouncements.
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The Yale Model vs. Wannabes
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OODA-Based Analysis of Japan’s Prospects

21

Standing on the Shoulders of Giants (?!)
Thoughts Served Up on The Macro Show - 6 July 2023

Psst: by careful design, there was nary any 
mention in our July deck of Berkshire’s 
investments in Japanese trading companies, 
which had already appreciated materially 
since their inception in 2020 and  are trading 
today at ~1.6x their cost in US dollar terms 
including post-2020 purchases.  
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Case Study in Capital Allocation: Chinese Stocks
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Key To-Do’s
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Continuously Updated Dashboards

Customizable Portfolio Management Templates

Crown Jewels
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Thank You!  Have Your Friends & Colleagues Check Out Hedgeye
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David Salem
Capsule Bio

Prior to joining Hedgeye in early 2023 as its inaugural Managing Director of Capital Allocation, David served as founding
President and Chief Investment Officer of The Investment Fund for Foundations (TIFF) and as a partner at GMO, working closely
with Jeremy Grantham on investment solutions for large institutional funds.

David received a JD cum laude from Harvard Law School and an MBA with high distinction from Harvard Business School, where
he was elected a Baker Scholar. A member of the District of Columbia Bar since earning his JD, David has held adjunct faculty
positions at Middlebury College, from which he earned his undergraduate degree summa cum laude, and the University of
Virginia, and served in the White House Counsel’s office while enrolled at Harvard.

 
David's speaking schedule has included talks at numerous colleges and universities, including Dartmouth, Duke, Harvard, MIT,
Middlebury, Northwestern, and Oxford, and at conferences organized by the Association of Governing Boards, the CFA Institute,
the Council on Foundations, the Foundation Financial Officers Group, the London Business School and NACUBO among other
organizations. 

David's extensive volunteer labors have included service as a trustee of Middlebury College, the Center for Effective
Philanthropy, the Initiative for a Competitive Inner City and the Core Knowledge Foundation, and as a 15+ year member of the
investment committee of The Atlantic Philanthropies.

David and his wife Amory Rowe Salem (linkedin.com/in/amoryrowesalem) and their children reside in Cambridge, MA, which
serves as home base for Amory's work as a sports journalist and Head Coach of girls lacrosse at the city’s public high school,
Cambridge Rindge and Latin.

https://www.linkedin.com/in/amoryrowesalem/
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