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“Meet the new boss… same as the old boss.” The Who, Won’t Get Fooled Again

The second quarter of 2026 marked a strong recovery out of the Iran conflict-driven drawdown. 
Consumer spending from the upper half of the K-shaped economy powered through higher gas 
prices, and then broader cohorts participated as those gasoline prices retreated. The level of 
policy uncertainty seemed to moderate as the quarter progressed, allowing credit spreads to 
contract and drive high-yield bond performance. Interest rates did not fall alongside energy 
prices, keeping a lid on the performance of more rate-sensitive fixed income. WTI crude began 
the quarter at $101.38, and rose to $112.95 in mid-April, before falling to $69.50 by quarter-end. 
The S&P 500 rallied 15.2% in Q2 and the 10-year UST yield rose 15bp to 4.47%.1

The Fed kept rates unchanged at both its April and June meetings. This June meeting marked the 
first one with Kevin Warsh as the new Chair. He signaled changes will be coming, advised by five 
task forces that will study processes and procedures before presenting recommendations, 
perhaps by year-end. In addition, Warsh emphasized a renewed commitment to price stability 
and returning inflation back to their 2% target.1

First quarter GDP growth was revised down from 2.0% to 1.6%, but the economy has proven 
resilient through the war and its aftermath. Nonfarm payrolls rose above 170k for three 
consecutive months through May, bringing the four-month average to 102k, the highest in more 
than a year. The June report released in early July was modestly softer, but the unemployment 
rate held at 4.3% for a third straight month, and the latest JOLTS data showed the most job 
openings in two years. This labor market stability has allowed the Fed to focus squarely on 
inflation and convinced traders that rate cuts are off the table for now. Indeed, at quarter-end, 
fed funds futures were pricing-in more than one rate hike by year-end, with the effective rate 
expected to finish 2026 slightly above 4%.1

Headline PCE inflation rose to 4.1% year-over-year in May, driven primarily by energy prices, with 
some worrisome upward momentum in core services as well. The good news is that the June 
retreat in energy prices suggests headline inflation peaked in May, barring renewed disruptions 
to energy supplies, and the data have so far shown few signs of energy pass-through into core 
consumer prices. Market-based inflation expectations agree: the initial ceasefire drove inflation 
swaps lower, and Chair Warsh’s promise to deliver price stability pushed one- and two-year 
swaps lower still. Notably, Warsh has pointed to the Dallas Fed’s trimmed-mean PCE as his 
preferred gauge, which along with the Cleveland Fed’s median PCE has shown more improvement 
this year than core PCE.1
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2Q26 YTD 1YR 3YR 5YR 10YR

Shelton Tactical Credit Fund (DEBIX) 2.87% 2.08% 5.46% 6.97% 2.82% 3.61%

Bloomberg U.S. Aggregate Bond Index 0.67% 0.62% 3.79% 4.15% 0.08% 1.54%

Bloomberg U.S. Investment Grade Corporate Bond Index 1.40% 0.86% 4.34% 5.28% 0.34% 2.59%

Bloomberg U.S. High Yield Corporate Bond Index 2.47% 1.96% 5.91% 8.85% 4.17% 5.81%

Morningstar Non-traditional Bond Fund Category 1.58% 0.86% 3.53% 5.58% 2.40% 2.96%

Performance
In Q2 2026, the Fund posted returns of +2.87% (DEBIX) and +2.83% (DEBTX). Below is a table of returns for the Fund, various relevant indices, and 
the Morningstar Non-traditional Bond category. 

Performance figures represent past performance and are not a guarantee of future results. The investment return and the principal value of an investment will fluctuate so that 
an investor’s shares, when redeemed, may be worth more or less than their original cost; current performance may be lower or higher than the performance data quoted. For 
more current month-end Fund performance information, please call our office at (800) 955-9988.

The Fund’s Advisor, Shelton Capital Management (the “Advisor”), has contractually agreed to reimburse expenses incurred by the Fund to the extent that total annual fund 
operating expenses (excluding acquired fund fees and expenses, certain compliance costs, interest and broker expenses relating to investment strategies (including commissions, 
mark-ups and mark-downs), leverage interest, other transactional expenses, annual account fees for margin accounts, taxes (such as income and foreign withholding taxes, 
stamp duty and deferred tax expenses), and extraordinary expenses such as litigation or merger and reorganization expenses, for example) exceed 0.73% and 0.98%, for the 
Institutional and Investor class shares, respectively, until May 1, 2026. 

Fund Expenses - DEBIX (gross): 1.13% | DEBIX (net): 0.74%
	        DEBTX (gross): 1.38% | DEBTX (net): 0.99%

Sources: Bloomberg; Morningstar Direct
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Top Contributors	 Top Detractors

AMC Entertainment Holdings, Inc.	 Gray Media, Inc.

Guitar Center Inc.	 JBS USA Foods

Pyxus International Inc.	

Grupo AeroMexico	

Skechers	

The quarter marked a strong recovery from the dislocation caused by the conflict with Iran. Market drawdowns are opportunities for our strategy to set up potential future 
outperformance, as we add to high conviction positions that are on sale for nothing to do with their individual situations, while also finding new ideas as we pick through the 
market wreckage. Our longer-term performance remains very strong and is a testament to our ability to overcome the vagaries of the rates markets and the occasional 
idiosyncratic hiccups by stringing together significantly more idiosyncratic winners than losers over time.

The top 5 contributors and only 2 detractors for the quarter (3/31/26 - 6/30/26) are listed below:

Continues on page 3

Corporate Commentary

Credit markets rebounded sharply in the second quarter, with both investment grade and high yield posting their strongest excess returns since 4Q23 and their best total 
returns since 3Q25. April was the standout month, as both markets recorded their largest monthly excess returns since May 2025 amid a sharp spread rally out of the war-
driven drawdown. Most of the quarter’s gains were earned during that rebound, with returns moderating in May and June as spreads consolidated near historically tight 
levels. Investment grade spreads tightened from +93bp to +77bp over the quarter, while high yield spreads compressed from +328bp to +283bp, and outside of CCCs, 
spreads finished the quarter near historical tights. By rating in high yield, risk was rewarded, with CCCs leading the way, followed by single Bs and then BBs. In investment 
grade, both duration and credit risk won out, with long bonds and BBBs leading performance.2

Investment grade supply continued at a near-record pace. New issuance was approximately $500 billion in the quarter, 52% above 2Q25, driven by tech and AI-related 
issuers, bringing first-half volume to $1.08 trillion – just $38 billion shy of the 1H20 record. June alone brought $207 billion, including a $25 billion deal from Nvidia across 
seven maturities and another $25 billion from SpaceX, and 2026 is now expected to surpass 2020 as the heaviest gross issuance year on record for the IG market at $1.9 
trillion. Despite the deluge, technicals remained robust, with first-half IG fund inflows reaching their highest level since 2021 and new issue coupons averaging 5.07% year-
to-date, down modestly from 5.20% in 2025.2

High yield issuance also rebounded, totaling $97 billion in the quarter, 28% above 2Q25, bolstered by more than $30 billion of AI-related supply. June marked the third 
consecutive month of $30+ billion of issuance, pushing the first half to the busiest since 2021 and the third largest on record. Data-center financing returned in force, with 
four issuers pricing $11 billion in June alone. The market remained skewed towards[CD2.1] higher quality issuers, with BBs capturing 81% of June volume, well above their 
68% year-to-date share. Refinancing or repayment of debt continued to be the most common use of proceeds, accounting for ~56% of YTD issuance, although general 
corporate purposes have grown to 23% of supply, roughly double its share of recent years, on the back of the data center deals. Year to date, the sectors that brought the 
most in issuance were TMT with $37 billion, followed by Financials with $31 billion, and Industrials with $29 billion. Retail demand recovered as well, with 2Q26 marking the 
strongest second-quarter HY inflow since 2020, offsetting most of the first quarter’s outflows.2

Sector leadership partially reversed from the first quarter. Several Q1 laggards, including packaging and finance companies in HY and financials in IG, rebounded in Q2, while 
energy fell from top performer to laggard as Middle East risks faded and oil prices retraced. In IG, health insurance, life insurance, and office REITs led excess returns, while 
cable satellite and media entertainment lagged by a wide margin – heavy hyperscale-related issuance (SpaceX in cable, Meta in media) contributed to that underperformance. 
In HY, pharmaceuticals, packaging, and retailers led total returns, while cable satellite was the lone sector in the red. Software was once again among the worst-performing 
sectors in leveraged loans, though losses moderated to -0.5% from -5.7% in Q1, and the CCC/B spread ratio reached its highest level since mid-2024 – a reminder that 
dispersion remains elevated beneath the placid index-level surface.2

The US HY default rate ticked down 10bp to 2.5% in June, still well below the 25-year average of 3.4%, with two defaults in the month: Accendra Health (distressed exchange) 
and DISH DBS (Chapter 11 filing after skipping interest payments). The distress ratio improved as well, easing to 6.2% – down 51bp month-over-month, 128bp lower year-
over-year, and more than 600bp below the post-GFC average. Technology & Electronics now carries the highest distress ratio at 18.6%, edging out Media at 17.5%, consistent 
with the software and AI-disruption themes that have dominated the lower-quality tails of the market.2

Almost every position in the Fund had positive performance in the quarter, with 12 positions up more than 3% in total returns. The few small detractors were insignificant 
individually and in aggregate. Retail and consumer names fared well, as spending proved resilient in the face of higher gas prices and then accelerated as the conflict began 
to ease. Several of these companies are also benefitting from tariff refunds. AMC and Cinemark rallied as the theatrical box office improved with films such as Super Mario 
Galaxy, Toy Story 5, Michael, Project Hail Mary, and Obsession. Skechers got a nice boost from OG Anunoby’s ‘hand of God’ tip-in in the NBA Finals while wearing their shoes. 
Excitement about Rivian’s new product launch, R2, continued to build. Six Flags hired a new CEO who came in with substantial relevant experience, and the company 
announced asset sales and early season success. AeroMexico reported strong traffic results and benefited as fuel prices declined. KraftHeinz announced a tender offer for 
our bonds at a premium. Our rate-sensitive investment grade bond positions were modestly small contributors, as the interest income and spread tightening offset generally 
higher UST rates. Credit hedges helped dampen volatility, with the CDX IG hedge a modest contributor and the HYG puts a small detractor.

We continued to strike a good balance between prudent credit selection in single B and select CCC credits we believe are underappreciated by the market and rating agencies, 
while avoiding weaker single Bs and CCCs which could be severely punished in a downturn. This kind of environment – where sector and security selection is increasingly 
differentiated – is highly conducive to our strategy.

Sources: 2Bloomberg; Barclays, CreditSights, JP Morgan
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Outlook

AI-related spending and disruption remain the dominant drivers of market performance. The massive capital expenditures from hyperscalers are driving financing 
requirements that will continue to pressure both IG and HY supply, and recent high-profile AI-related IPOs and bond deals only increase the urgency for these investments 
to deliver returns and productivity gains. With the Nasdaq trading at roughly 37x earnings versus an average of 21.5x during the 2010s, a deflating of AI enthusiasm would 
exert outsized impact on tech-heavy indices, capex-dependent supply chains, and ultimately economic growth. For credit investors, the challenge remains navigating 
sectors that may be disrupted (software, outsourced services, media) while participating in those that stand to gain (energy, infrastructure, select technology).

Consumer spending remained resilient, even through the war and its higher energy prices. The consumer cash pile – checking, savings, and money market balances – set a 
seventh consecutive quarterly record at $22.9 trillion in Q1, up from $14.8 trillion at year-end 2019, and every income bracket except the bottom 20% now holds more cash 
than in 2019 even after adjusting for inflation. Household net worth sits at a record $174 trillion, credit card delinquency rates are below pre-COVID levels, and household 
debt service as a percentage of disposable income is merely normalizing off historical lows rather than deteriorating. That said, the K-shape persists: the bottom income 
quintile holds roughly 23% less real cash than in 2019, and consumer sentiment surveys have diverged sharply, with the University of Michigan gauge hitting an all-time low 
in May as inflation-weary consumers absorbed the highest gas prices in four years. The retreat of gasoline prices toward $3.50/gallon should offer relief to precisely the 
cohorts that need it most.

On the positive side, current all-in yields of approximately 5.1% in IG and 7.1% in HY remain compelling for income-oriented mandates, and the technical backdrop is 
formidable: nearly $8 trillion sits in money market funds generating roughly $300 billion of annual interest income, sustaining a seemingly relentless bid for high-quality 
yield. Spreads, however, are near historical tights and do not compensate for much to go wrong. We do not need spreads to widen to earn attractive carry, but the asymmetry 
of tight spreads argues for patience at the index level. However, for active managers, heightened dispersion provides us with more stories with idiosyncratic risk to invest in 
now.

Our positioning continues to be a mix of high yield and investment grade corporate bonds – with an average credit quality of BB+, a cash balance, and hedges. The war-driven 
drawdown early in the quarter was exactly the kind of opportunity our strategy is designed to exploit, and we used it to add to high-conviction positions at discounted prices. 
With spreads back near their tights, we have returned to a more patient posture, maintained both our IG CDX and HYG option hedges, and expect further episodes of 
headline-driven volatility as the fragile peace evolves, the Warsh Fed finds its voice, and the midterm elections approach.

We believe the sweet spots for future total returns remain threefold: i) high quality shorter duration BBB and BB corporate bonds that benefit from yield without excessive 
rate sensitivity; ii) certain lower-rated single-B and CCC corporate bonds that we believe are stronger and more resilient than the market appreciates, with identifiable paths 
to credit improvement even in a slowing growth environment; and iii) event-driven investments that are not totally dependent on wide-open credit markets to facilitate the 
transactions to drive these catalysts.

Considering uncertainty around inflation and interest rates, we have been selective about adding duration. With the 10-year at 4.47% and the 30-year near 4.9% at quarter-
end, all-in yields are attractive, but the new Fed’s intentionally limited forward guidance leaves short-term yields more susceptible to abrupt moves, and the market is pricing 
in more than one rate hike by year-end. We suspect the hawkish reaction may prove overdone – many of the hawkish dots belong to non-voting regional presidents, and 
the projections were likely submitted before the ceasefire reduced inflation risks – but the near-term path is uncertain, and we prefer to add duration opportunistically rather 
than making a large directional bet.

There are valid reasons to believe spread widening might stop short of previous recessions, as the index has a better-quality composition (more BBs, fewer CCCs), beginning 
all-in yields are higher than the onset of a typical recession, and the average dollar price of bonds is much lower and much closer to recovery rates. However, if spreads were 
to blow out to levels above +800 basis points that are often reached in severe recessions, total returns would likely be quite negative. Navigating these bouts of volatility by 
adjusting credit quality overall and selecting the right individual securities will be the keys to success, and we are confident in our ability to thrive in such an environment.

We welcome uncertainty and volatility, as it creates opportunities to buy bonds at cheaper prices when others panic and sell. This quarter demonstrated just how quickly 
those opportunities can come and go. As always, we will be cognizant of valuations, while continuing to seek value and compelling risk/reward investments across fixed 
income credit products.

Continues on page 4
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IMPORTANT INFORMATION
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://www.sheltoncap.com/wp-content/uploads/2026/07/SCM-Trust-Prospectus_Web.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.
Credit-related instruments typically decrease in value when interest rates increase. Concentration in a small number of issuers increases the risk that one issuer could have a large 
adverse impact on the Fund’s return. Borrowing and frequent trading could increase the Fund’s operating expenses. High-yield bonds involve greater risk of default, and may be more 
volatile and less liquid, than investment grade securities. Subordinated and unsecured loans may be disproportionately affected by default and downgrade. Foreign investments may 
be adversely affected by currency fluctuations, lower liquidity, tax regulation, and political instability. Derivatives can be highly 
illiquid and difficult to unwind. The Fund’s short positions may equal up to 100% of the Fund’s net asset value. Short sales 
theoretically involve unlimited loss potential since the market price of securities sold short may continuously increase.      
The Bloomberg Barclay U.S. Aggregate Bond Index is an unmanaged index of the U.S. dollar-denominated investment grade 
fixed-rate taxable bond market. It includes government, corporate, mortgage-backed, and asset-backed debt securities with a 
maturity of at least 1 year. It is not possible to directly invest in an index. 
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. It is possible to lose money by investing in a strategy.  Past performance does not 
guarantee future results. Investors  should consider a strategy’s investment objective, risks, charges and expenses carefully before investing. 

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.


