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Turning Attention to the Economy

Economic indicators released last week by the Bureau of Labor Statistics revealed that US business,
despite its apparent economic inequality, is enjoying “Goldilock” performance: inflation is falling,
employment is rising, and productivity is accelerating.

First, progress toward the Fed’s 2% inflation target had been slow, but meaningful, even though 90%
of the tariff burden had fallen on U.S. consumers and businesses, according to research published by
the NY Fed. In this connection, the sticky-price CPI remains elevated, while disinflation has come
from sharply lower energy prices, improved shelter costs and productivity improvements. As a result,
the CPI rose 2.4% in January from a year earlier: much cooler than the 2.7% recorded in December
and lower than expected by a consensus of economists.

Second, January payrolls rose by 130,000 - a welcome upward surprise - with private jobs up
172,000. Thanks to very healthy gains in healthcare and social services, the unemployment rate also
improved, down to 4.3%.

Third, aggregate weekly hours worked in private industry rose 0.4% m/m in January, while average
hourly earnings also increased 0.4% m/m, resulting in the so-called “Earned Income Proxy” jumping
0.8%, solidly above the January inflation rate, and suggesting that real GDP had started Q1/2026
with a bang.

What is significant is that these new data points have nudged the “Sahm Rule” - a real-time
evaluation of the business cycle — favourably away from a recession forecast, and the “Misery Index”
- a determinant of how well the economy is doing - closer to the optimal point.

In this regard, the rolling panics caused by current AI disruptions are perhaps as much
indiscriminate as they are overdone.
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P.S.1 The Sahm Rule is a heuristic measure used to detect early signs of a recession. It states that
when the 3-month moving average of the national unemployment rate rises by 0.5 percentage points
or more above the low point over the past 12 months, it indicates that the economy is likely in the
early stage of a recession. (It currently stands at 0.1%.)

P.S.2 The Misery Index is calculated by adding the seasonally adjusted unemployment rate to the
annual inflation rate. Its optimal position is 6.5, with an inflation content of roughly 30%. It presently
stands at 6.7, with an inflation content of 36%.
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Disclosure:

This publication is the property of Palos Wealth Management Inc. (“Palos”) and no part of its contents may be copied, downloaded,
stored in a retrieval system, further transmitted, or otherwise reproduced, disseminated, or transferred, in any form or by any
means without the prior written consent of Palos. The views and opinions expressed herein are solely those of the author(s) and
do not constitute investment advice, and they should not be relied upon as such. The information presented is current as of the
date of publication and is subject to change without notice.

This publication may contain certain forward-looking statements that are not guarantees of future performance and future results
could be materially different. Commissions, trailing commissions, management fees and expenses all may be associated with
mutual fund investments. Please read the offering documents before investing. The indicated rates of return are the historical
annual compounded total returns including changes in unit value and reinvestment of all distributions and do not take into account
sales, redemption, distribution or optional charges or income taxes payable by any unitholder that would have reduced returns.
Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Palos Funds are not
available for non-Canadian residents.

Palos Funds and certain separately managed account advised by Palos may have investments in the securities discussed or
referenced in this publication. These investments are made based on the funds and managed account’s investment policies and
may change over time as market conditions evolve.

L'infolettre Palos Perspective est un apercu hebdomadaire de la situation macroéconomique disponible uniquement en anglais. Si
vous avez des questions sur l'infolettre ou des demandes générales sur Palos, veuillez nous contacter a
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