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Strategy:

Moving Fast and Breaking Things

Fixed Income:

Tarifls, Inflation, and Deficit Cuts

Equities:

Uncertainty Drives Markets Lower
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Moving Fast
and Breaking
Things

- Erratic US tariff policy unsettles markets

+ Government spending cuts may lead to a “detox period”

- Strong start to the year for European and Chinese equities

In the early days of Facebook, founder Mark Zuckerberg had an
internal motto: “Move fast and break things.” This philosophy
encouraged a culture of rapid innovation and aggressive
experimentation, even if it meant making some mistakes along the
way. It speaks to a broader culture in Silicon Valley, where early-
stage companies aim to disrupt established industries quickly before
competitors bring competing products to market.

Historically, Silicon Valley has been more supportive of Democratic
administrations. However, that has changed. Tesla CEO Elon Musk
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was a pivotal figure in President Trump’s election campaign,
with other high-profile leaders in the technology sector publicly
supporting the new Republican administration. Many attended
Trump’s inauguration and were given prominent roles.

The first 100 days in office is often seen as a benchmark for a

new administration, and President Trump wasted no time in
implementing his agenda. His campaign promises were wide-
ranging and included positive measures for equity markets, such as
tax cuts and deregulation, but also risks, such as trade tariffs. What
has become increasingly clear in the early weeks of his presidency,
is that Trump aims to fundamentally reset the relationship between
the US and the rest of the world in terms of both trade and foreign
policy. Furthermore, his administration also aims to reduce the size
of government in favour of the private sector.

Prior to the inauguration, there was significant debate about
whether tariffs would be used as a negotiating tool with other
countries or whether they were ultimately intended to rebalance
trade and raise revenue. This debate is ongoing, but we have seen
some erratic trade policies including tariffs imposed on allies such
as Canada with more threatened in early April. Tariffs have also
been applied to additional imports from China, although this was
expected.

Musk has been appointed as an unofficial leader of the Department
of Government Efficiency (DOGE), established in January by an
executive order and tasked with cutting government spending

and improving efficiency in federal departments. With an elevated
budget deficit at around 7%, it is widely accepted that government
spending should be reduced. However, the nature of some of the
cuts has created significant uncertainty and pushed the boundaries
of presidential power, leading to legal challenges.

The combination of uncertainty from tariffs and efforts to cut
government spending has made the outlook for the US and global
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economy bumpier than anticipated. Trump recently noted, “there will
be a little disturbance, but we're okay with that,” while the Treasury
Secretary stated, “there’s going to be a natural adjustment as we
move away from public spending to private spending... there’s going
to be a detox period”.

Recent survey data are now flashing warning signs, highlighted by
a disappointing consumer sentiment survey from the University
of Michigan. Confidence, income expectations, and inflation have
all moved in the wrong direction. Wall Street has wasted no time
downgrading growth forecasts, with Goldman Sachs trimming its
2025 GDP estimate from 2.4% to 1.7% and JP Morgan from 1.9% to
1.6%. Inflation forecasts are also being revised higher due to tariffs.

Moving fast and breaking things can work at start-up companies
where disruption is the objective, but when it comes to government
and trade policy, it can be highly disruptive. These are both

very complex systems. Indeed, in 2014, Mark Zuckerberg moved
away from the motto, replacing it with “move fast with stable
infrastructure,” acknowledging the costs of making mistakes in a
larger organisation.

It is possible that the US is transitioning to a streamlined government
and a more efficient private sector with less regulation. It is also
possible that aggressive trade policy will ultimately bring down
barriers to trade, as other countries lower their trade restrictions

to avoid US tariffs. However, we are witnessing a high-risk strategy
that may erode US strength and cause long-term damage due to a
less predictable operating environment and inconsistent rule of law.
This uncertainty has had a detrimental impact on the US equity
market and the US dollar. Meanwhile, European and Chinese equity
markets have had a strong start to the year, reinforcing the need for
diversification across both sectors and geographies.
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Tarifls, Inflation,
and Deficit Cuts

- Trump presidency brings heightened global economic uncertainty
- DOGE targets deficit reduction, limiting policy support

- US inflation expectations remain elevated due to tariff concerns

As we enter the Trump presidency, the coming four years appear
poised to significantly reshape not only the US domestic economy
but the economies of close allies and trading partners. Fixed
income markets are currently grappling with the implications of
potential US tariffs and substantial debt-funded defence spending
in Europe, raising economic uncertainty to unprecedented levels.
Coupled with already rich valuations, there is mounting concern
about the possibility of further market volatility.

This heightened uncertainty is further intensified by limited
policy support. The US administration is focused on shrinking the
substantial fiscal deficit and the Federal Reserve faces challenges
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in promptly responding to a resurgence in inflation. Against this
backdrop, maintaining a strong emphasis on risk management
remains crucial, especially as fiscal and monetary policies finally
have the opportunity to align and complement each other rather
than working at cross purposes.

Global bond markets are exhibiting divergence, with rising tariffs
posing a threat to Canada’s economic growth, thereby driving
yields lower. In contrast, Japanese government 10-year bond yields
have continued their ascent, reaching an 18-year high of 1.37%,
driven by expectations of increased defence spending and strong
macroeconomic data—an alarming development given Japan’s
debt-to-GDP ratio exceeding 200%.

Over the past month, US government bond yields declined, with
the 10-year yield falling to 4.21% from an intra-month peak of
4.62%. With inflation expectations remaining relatively stable,
this decline has mainly resulted from more dovish base rate
expectations, now pricing in around 70 basis points of rate cuts
in 2025 and a terminal rate of 3.8%, down from 4.1%. Despite
increasing uncertainty, fixed income volatility has remained
largely range bound, decoupling from equity volatility measures
such as the VIX, which have risen. This stability, combined with
lowered US growth forecasts and a negative correlation to risk
assets, has also contributed to a reduction in the term premium.

Weaker US macroeconomic data helped drive the rally in yields,
as payrolls, sentiment, consumer confidence, housing, and retail
sales all fell short of market expectations. Consumer prices rose
by 3% year-over-year, which was hotter than anticipated. However,
given evidence of a consumer slowdown and weaker energy
prices, inflation appears likely to remain on track towards the
Fed’s target. Nevertheless, ongoing tariff-related news continues to
dominate headlines, keeping market-based inflation expectations
elevated. DOGE-related expense reductions are also impacting
government employees and we expect to see further increases
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in the US unemployment rate, which fell back to 4% in January,
with the employment multiplier effect impacting up to two private
sector jobs for each government worker.

European politics also came into focus as Germany elected a new
government, with a three-party coalition expected to be led by the
CDU with support from the SPD and the Greens. This coalition

is likely to remove constitutional fiscal constraints, enabling
increased borrowing to fund significant boosts in defence
spending and infrastructure projects - stimulus that is urgently
needed, as European growth remains stalled. Ironically, however, a
strengthening euro and rising bond yields could temporarily push
the region back into recession, as most of the fiscal stimulus is

not expected to positively impact growth until much later. Market
expectations for European Central Bank policy now arguably
appear excessively dovish, considering the potential for upward
revisions in growth and inflation forecasts.

Portfolio positioning in our US dollar bond funds has been
tactically overweight US duration, but at month-end, we shifted
back to a neutral stance, considering current market pricing
and awaiting additional evidence of a US slowdown. Australian
duration remains attractive and serves as a hedge against an
escalation in the China-US trade conflict.

In currency markets, we continue to hold a small overweight in
the US dollar, along with the Swedish krone. The recent rally

in the Japanese yen, which reached 150 against the US dollar,
may prove vulnerable in the coming weeks given the pessimism
already priced into US asset markets. While corporate credit
markets currently lack value, our preference for quality means we
selectively maintain exposure, expecting risk-adjusted returns to
outperform riskier equity markets if a growth scare emerges in
2025.
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ncertainty
rives Markets
ower

- Defensive sectors outperforming
+ The “Mag 7” has become the “Lag 7”

 Chinese Technology sector back in favour

The global equity market peaked in mid-February, with the MSCI
World Index closing down only 0.7% for the month in US dollar
terms. As of mid-March, the index has dropped another 5%, as tariff
negotiations dent investor confidence. In February, we saw the first
signs of a flight to safety, with the Consumer Staples sector rallying
4.9% and Healthcare and Utilities posting positive returns. The
worst-performing sectors were cyclical ones, such as Consumer
Discretionary and Communication Services. The Technology sector
treaded water in February, having already lagged in January. US
Treasury yields fell, which was beneficial for the Real Estate sector.
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“US exceptionalism” has been called into question, with the US
lagging behind European markets. Smaller company stock prices
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took a hit and continue to underperform. The lower yields seen in
: ‘ On the flip side, there appears to have been a thawing in relations

February were not enough to offset the drop in investor confidence O between the Chinese government and the Chinese technology
and the growth scare stemming from the trade war. The S&P 500
5 5 v O sector. Alibaba founder Jack Ma was recently pictured at a high-

equal-weight index outpaced the S&P 500 market capitalization- al ¢ which o] an cant shift. i hat he had
weighted index, as the “Mag7” (Magnificent Seven: Alphabet, The percentage that is proftle event, which may signal an important shilt, given that he ha

Amazon, Apple, Meta, Microsoft, Nvidia, and Tesla) became the SIRJ(EEHE] GRMEETEE gzl vriisaaiEmn hiene pulsiiie e einee 200
earnings growth for the

“Lag7”. S&P 500 for 2025. The recent sell-off may provide a good entry point for sectors
2024 was a strong year for equity markets, but the landscape has and stocks with favourable long-term structural themes. One
since changed. When Trump won the US presidential election, such theme is Artificial Intelligence (AI). The MSCI World

the US equity market rallied, confirming the consensus view that Semiconductors Index has significantly underperformed the

his presidency would be beneficial for the market. At the time, broader index since the correction, partly due to recession fears,
the economy was in a strong position and inflation was trending but also in response to the DeepSeek announcement, which raised
lower. The S&P 500 fourth-quarter earnings season was positive, concerns about US technology leadership. Despite these fears,
with aggregate earnings surprises returning to historical highs deployment of Al technology is gaining traction, and companies
and aggregate earnings growth reaccelerating into double-digit have reiterated their commitment to investing in this fast-growing
territory year over year. sector. Rather than attempting to predict policy moves, we have

been focusing our efforts on exposure within equity allocations.

Consensus earnings growth for the S&P 500 for 2025 was
projected to be around 10%. President Trump was inaugurated on
January 20th, and shortly afterward, the Chinese Al company
DeepSeek announced they had developed a new Al model that
required a lot less computing power than others. A week later,
Trump introduced the first trade tariffs. Since then, policy
uncertainty on the trade front has unsettled investors.

¥

Consumer confidence appears to be weakening, and investors

are now questioning whether Trump is, in fact, good for equity
markets. Concerns about a US recession have resurfaced, leading
some analysts to trim their year-end price targets for the S&P 500.
Gold is reaching all-time highs, small-cap stocks are declining,
and bonds are rallying. The US administration insists that this
weakness is temporary and that the economy is undergoing an
adjustment phase. As the year progresses, markets will be closely
monitoring earnings revisions and corporate commentary.

09



Disclaimer

This document and the information contained herein has been prepared
and issued by Butterfield Asset Management Limited, Butterfield Bank
(Cayman) Limited and Butterfield Bank (Guernsey) Limited and is for
illustrative purposes only. It neither constitutes investment advice nor is it
an offer or an invitation to acquire or dispose of any securities and should
not be relied upon as such. Prior to making any investment decision a
financial adviser should be consulted. Products and services are available
in the respective home jurisdictions and only in those other jurisdictions
where they may be legally offered or obtained.

The data source for this document is Bloomberg unless explicitly stated
otherwise and is believed to be accurate as at the date of publication and
may be subject to change without notice. Whilst every care has been

taken in producing this commentary, neither the author nor Butterfield
Asset Management Limited, Butterfield Bank (Cayman) Limited, nor
Butterfield Bank (Guernsey) Limited shall be liable for any errors, misprints
or misinterpretation of any of the matters set out in it. Past performance is
not necessarily a guide to future performance. The value of investments,
and the income from them, can go down as well as up, and you may not
recover the amount of your original investment. Where an investment
involves exposure to a foreign currency, changes in rates of exchange may
cause the value of the investment, and the income from it, to go up or
down. In the case of some investments, you should be aware that there is
no recognised market for them and that it may therefore be difficult for
you to deal in them or to obtain reliable information about their value or
the extent of the risks to which they are exposed. Certain investments
carry a higher degree of risk than others and are, therefore, unsuitable for
some investors. Before contemplating any transaction, you should consider
whether you require financial advice.

MARCH 2025 PRODUCED BY BUTTERFIELD

Any copying, duplication or reproduction of part or all of this commentary
and/or its content in any form without the express written consent of

the copyright owner is prohibited and will constitute an infringement of
copyright unless expressly agreed to by Butterfield Asset Management
Limited, Butterfield Bank (Cayman) Limited, or Butterfield Bank
(Guernsey) Limited, or as otherwise permitted by the Copyright (Bailiwick
of Guernsey) Ordinance 2005. You may not, without our express written
permission, distribute or commercially exploit this work.

This commentary and/or its content is copyright of Butterfield Asset
Management Limited, Butterfield Bank (Cayman) Limited and Butterfield
Bank (Guernsey) Limited. All rights reserved.

Butterfield Asset Management Limited is licensed to conduct investment
business by the Bermuda Monetary Authority. Registered Office Address:
65 Front Street, Hamilton HM12, Bermuda.

Tel +(441) 299 3817
www.butterfieldgroup.com/Investments

Butterfield Bank (Cayman) Limited is licensed to conduct securities
investment business by the Cayman Islands Monetary Authority.
Registered Office Address: Butterfield Place, 12 Albert Panton Street,
George Town, Grand Cayman KY1-1107, Cayman Islands.

Tel +(345) 949 7055
www.butterfieldgroup.com

Butterfield Bank (Guernsey) Limited is licensed and regulated by the
Guernsey Financial Services Commission under the Banking Supervision
(Bailiwick of Guernsey) Law, 2020, The Protection of Investors (Bailiwick
of Guernsey) Law, 2020, the Regulation of Fiduciaries, Administration
Businesses and Company Directors, etc. (Bailiwick of Guernsey) Law,
2000, and The Lending, Credit and Finance (Bailiwick of Guernsey) Law,
2022, each as amended from time to time. Registered Office

Address: P.O. Box 25, Regency Court, Glategny Esplanade, St Peter Port,
Guernsey, GY1 3AP. Company registered in Guernsey No. 21061.

Tel +44 (0)1481 711521 Fax +44 (0)1481 714533
www.butterfieldgroup.com

Telephone calls are recorded for training, regulatory and security purposes.
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Global Asset Allocation

The chart below details our 6-12 month tactical investment strategy

UNDERWEIGHT - + OVERWEIGHT

Asset
Allocation

Fixed
Income

Equities
Regional

Equities
Sector
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