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Throughout the globe, the common theme across all markets was a shift in momentum. That 
which led markets in the past year or two trails so far in 2025. At the highest level that meant 
that markets were dragged down by the weakness in concentrated large U.S. growth stocks, 
and led by…just about everything else. 

The continuous flow of investor dollars into a select number of U.S. growth stock (and a couple 
of non-U.S. as well) has been driven by three key factors. 1) Expectations of higher interest 
rates in the U.S. for a longer period of time, 2) stronger growth in the U.S. economy, led by AI, 
and 3) a pro-growth election result. 	

What came to pass in the first quarter of 2025 is skepticism that these three factors may 
continue going forward. As the quarter drew on, markets came to realize that the tariff program 
would be stronger than expected, and such policies would be damaging to economic growth, 
potentially pushing the U.S. into stagflation if such tariffs are passed on to consumers. 
International stocks fall in the ‘everything else’ category, especially Europe and Japan. And for 
good reason.

Regional Insights1  

• Europe: The MSCI Europe Index returned 10.8%, leading global regional markets. European 
economies are already in a flat growth state, but U.S. policy changes led European governments 
to undertake stimulative measures, notably deficit spending (a first for EU members under EU 
limitations) to improve defense and infrastructure. The European Central Bank has already 
been lowering rates and should continue to do so. And the growing hope for an end to the war 
between Russia and Ukraine has buoyed equities, especially those in eastern Europe, with the 
hope of lowered risk, opportunities for reconstruction, and possibly lower energy prices. 

• Japan: MSCI Japan trailed international markets rising only 0.42%. Japan has been the 
beneficiary of good news for the past few years, and thus the tariff news hit their equity 
markets harder than before. While stock exchange driven reforms continue and the economy 
remains solid, Japan is now experiencing the highest interest rates in 17 years. Initial reactions 
to higher rates were positive, but the economy has reached a point where further increases in 
rates create concerns over unwanted Yen strength and accompanying inflation. 

• Emerging Markets: The MSCI Emerging Markets index rose 2.99%, led mainly by Latin America 
on the strength in commodity prices, and Eastern Europe. Soldi returns in these regions offset 
weakness in Asia Pacific brought on by tariff fears.

Outlook

We believe there are three key elements necessary for an extended period of outperformance 
in international markets:

1.	 Better valuations

2.	 Dollar weakness

3.	 Shift from market preference for growth-oriented stocks to defensive stocks.

International markets have underperformed for the past 15 years, leading to more attractive valuations compared to developed markets. Before the last 
quarter, these valuation differences had reached historic levels.
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Relative Valuation: U.S. versus International Markets 
Price/ 10 year Average Earnings 
1998-2025

Equity Performance: U.S. versus International Markets 
Compared to the U.S. Dollar Price Index 
2000-2025

The momentum shifted away from large U.S. growth stocks to lower volatility, more defensive stocks. This is typical in a moderating growth environment. 
If trade uncertainty continues, expect these trends to continue as well. Trade uncertainty continues to pile on to a host of leading indicators all pointing 
to slowing growth.

There remains one factor that continues to be supportive: fiscal spending. There are no signs of a reduction in government spending in the U.S. despite 
deficit levels unseen except during times of war. If this is keeping the U.S. economy afloat, the key question will be whether the headwind of regressive 
trade policy in enough to overcome it.

If this sounds like a U.S. heavy perspective for an international fund, it is. The dominance of the U.S. market over the past 15 years put all the other 
markets in a reactionary state, where the primary drivers of their performance is not the fundamentals of the international markets themselves, but 
how those markets are affected by the fundamentals of the U.S.

Fund Commentary

The Shelton International Select Fund returned 5.54%, outperforming the MSCI World ex-USA index return of 5.23% by 0.31%. 

The biggest drivers of performance this quarter were the county exposures of the portfolio, especially in Asia Pacific. Overweight’s in China and Korea, 
and an underweight in Taiwan benefitted the portfolio, while the only large drag on performance was an underweight to France. 

Much of the country’s exposure was offset by industry weightings. Positions in semiconductors and hardware were weighed down by tariff concerns, 
while the fund lacked enough exposure in materials to benefit from commodity strength.

The fund’s portfolio returned 6.02% for the quarter versus the benchmark’s return of 5.40%. Our portfolio was underweight Royal Bank of Canada due 
to poor financial statement quality which ultimately contributed positively to the fund’s performance. Through RBC generally beat estimates on 
earnings, the company increased provisions for credit losses stemming from changes in economic forecasts. In response, analysts adjustments to 
price targets were a mixed bag of price target increases and decreases.

The question was always what would trigger this gap to close?

The dollar has been strong for fifteen years as well, but volatility and weakness is beginning to show due mostly to trade uncertainty. The last extended 
rally in international was 2002 to 2008, driven by a consistently weak dollar.
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IMPORTANT INFORMATION

The stated opinions and views in the commentary are for general informational purposes only and are not meant to be predictions or an offer of individual or 
personalized investment advice. Such information does not constitute a recommendation to buy or sell specific securities or investment vehicles.
This information and these opinions are subject to change without notice and may not reflect our current views. We believe the information provided here is reliable, 
but do not warrant its accuracy or completeness. Any type of investing involves risk and there are no guarantees.
Investors should consider a fund’s investment objectives, risks, charges, and expenses carefully before investing. The prospectus contains this and other 
information about the fund. To obtain a prospectus, visit https://sheltonfunds.com/wp-content/uploads/2024/05/Prospectus-5.1.24.pdf or call (800) 955-
9988. A prospectus should be read carefully before investing.
It is possible to lose money by investing in a fund. Past performance does not guarantee future results and current performance may be lower or higher than 
the performance data quoted. 
Diversification does not assure a profit or protect against loss.
There may be additional risks associated with international investing involving foreign, economic, political, monetary, and/or legal factors. International investing may 
not be for everyone. The information contained in this document is given on a general basis without obligation and on the understanding that any person acting upon 
or in reliance on it, does so entirely at his or her own risk. Any projections or other forward-looking statements regarding future events or performance of countries, 
markets or companies are not necessarily indicative of, and may differ from, actual events or results. This information is intended to highlight issues and not to be 
comprehensive or to provide advice.
The MSCI ACWI ex USA is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed (excluding 
the United States) and emerging markets. Developed market countries include: Australia, Austria, Belgium, Canada, 
Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, 
Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom. Emerging market countries include: Brazil, 
Chile, China, Colombia, the Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, 
Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey, and the United Arab Emirates. Net total 
return indexes reinvest dividends after the deduction of withholding taxes, using (for international indexes) a tax rate 
applicable to non-resident institutional investors who do not benefit from double taxation treaties. It is not possible to 
invest directly in an index.
Distributed by RFS Partners, a member of FINRA and affiliate of Shelton Capital Management.
INVESTMENTS ARE NOT FDIC INSURED OR BANK GUARANTEED AND MAY LOSE VALUE.

For more information, visit www.sheltoncap.com

An overweight position in Smiths Group Plc also contributed positively to the fund’s performance for the quarter, which was overweighted due to a 
mix of earnings estimates, quality financial statements, and the potential for price appreciation. At the beginning of the year, Engine Capital Management 
targeted Smiths with an activist campaign to encourage the manufacturing conglomerate to sell off parts of its business, potentially a total sale of 
the company, to unlock shareholder value. Smith responded to the activist campaign a couple of weeks later with the announcement of plans to divest 
its Smiths Detection and Smiths Interconnect segments and to use the proceeds to help finance an additional GBP 350million in share buybacks.

Detractors to the portfolio’s performance included Henkel AG and Genmab AS. Despite posting positive FYE numbers in March, approving a EUR 1billion 
share buyback plan between ordinary and preferred shares, and announcing a proposed dividend increase, Henkel tempered growth expectations of 
investors by stating that they were expecting a slow start to the year, citing volatility and uncertainty in the overall macroeconomic and geopolitical 
environment. This led to analysts lowering earnings estimates and resulted in a selloff which carried into quarter end, and the company finishing Q1 
down about 10%.

Genmab A/S detracted from performance for the period after they announced that they would halt testing of one of the antibody therapeutics in their 
development pipeline. Johnson & Johnson held an option to receive a worldwide license to develop, manufacture, and commercialize HexaBody-CD38, 
to treat myeloma and other blood cancers, which they decided not to exercise. As a result Genmab announced that they would not pursue further 
clinical development of the treatment and the company ended the quarter down over 12%.
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