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Investment Themes

Canadian Inflation
Unexpectedly

Reaching 2-Year Lows

Slows,

Canada's core inflation rate declined
to a 2-year low in December, providing
the central bank with room to cut
interest rates. Core inflation was only
1.5% in the previous twelve months.
December 2007 core prices slid for a
6th consecutive month, fell short of
the central bank's target for three
straight months and were below the
consensus of 1.7%. Furthermore,
prospective indicators showed
deceleration in core inflation should be
expected by policy makers.
Consequently, the Bank of Canada will
cut the benchmark rate for a 3rd
month in a row, in order to shelter

Canada from a possible U.S.

slowdown.

Crude Oil 2-Day Rise
due to an Economic

Stimulus Plan

Crude oil rose for 2 days in a row on
speculation the U.S. economy could
recover. Policy makers announced an
economic stimulus package that is
being approved by Congress.

U.S. 2-Year Notes Rise as
Market Fears that the Fed is
Behind the Curve

Treasuries gained and U.S. stocks shed
prior gains as demand for the debt
rose. Speculators are becoming
increasingly convinced that the Fed
will further slash the benchmark
overnight lending rate by 50 basis
point down to 3% at end of the month.
Volatility ~for Treasuries reached
decade highs this week, fueled by an
emergency cut of 75 basis points as
the world banking sector may have to
absorb more write-downs and become
the sole credit supplier.

Credit Spreads

Widened as Fed Cuts
: _ Benchmark Rates by
o " 75 Basis Points
Corporate credit spreads have
widened over the past month. This
week, however, New York’s insurance
authorities acknowledged that
negotiations are underway with U.S.
banks to rescue mono-line bond
insurers. As such, spreads across all
ratings contracted, representing
positive developments for the
markets.
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Canadian Dollar Sees First Weekly
Gain in 2008 as Monetary Policy

Diverges

The Canadian dollar rallied as term interest
rate differentials with the U.S. widened
considerably and demand for commodity
based assets resumed. As such, the loony is
poised to rise relatively against the other 16
most-actively traded currencies.

Palos Weekly Commentary

Performance
Funds Value Weekly Returns Year-To-Date Returns

Palos Income Trust Fund LP $10.83 0.92% -5.89%
Palos International Income Fund PLC - CAD $8.08 -4.27% -7.45%
Palos International Equity Income Fund PLC - EUR €7.68 -3.64% -10.86%
Palos International Equity Income Fund PLC - USD $9.13 -5.09% -10.93%
CTI Palos Equity Fund LP $11.69 0.96% -3.13%
CTI Palos Bond Fund LP $10.31 -0.34% 0.60%
Gauthier Palos Global Macro Fund LP $9.25 -2.88% -1.57%
MVest Opportunity Fund LLC N.A. N.A. N.A.
Palos Capital Pool LP N.A. N.A. N.A.
Benchmarks, Interest Rates & Commodities

Benchmarks, Interest Rates & Commodities Value Weekly Returns Year-To-Date Returns
S&P 500 Total Return Index 1,330.61 0.42% -0.29%
S&P TSX Composite Total Return Index 12,894.84 1.30% -6.69%
S&P TSX Capped Income Trust Total Return Index 136.37 0.99% -5.24%
MSCI All Countries World Total Return Index - CAD 585.04 -0.70% -10.11%
DEX Universe Bond Total Return Index N.A. N.A. N.A.
US Government 10-Year Yield 3.56% -0.07% -0.51%
Canadian Government 10-Year Yield 3.86% 0.06% -0.22%
Crude Oil Spot $90.80 0.25% -5.40%
Gold Spot $910.70 3.29% 8.68%
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Economic Indicators
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Weekly Crude Oil Spot
Rose from $90.57 to $90.71

CDS Spread & S&P 500
Contracting Trend

Sincerely,

Charles Marleau

Tommy Nguyen
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Weekly US Treasury Yield
Declined from 2.85% to 2.25%
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Weekly CAD/USD Exchange Rate
Rose from 0.9739 to 0.9920

With the RRSP Contribution Deadline looming, Palos would like to kindly remind
our investors of the many benefits of investing in an RRSP Account. Our
investment professionals are always at your disposal to address any question or
concern. Palos RRSP Eligible Funds - Enjoy performance you have come to expect
with the added benefit of a tax-sheltered RRSP Account.

Minh Nguyen

@3 PALOS



