
Volatility and the Market
The second quarter of 2026 marked a meaningful rebound from the weakness experienced earlier in the 
year, as equities recovered sharply and major indexes posted their strongest quarterly gains in several years. 
After a difficult first quarter, investor sentiment improved as strong corporate earnings, renewed enthusiasm 
around AI infrastructure, and leadership from semiconductor and mega-cap technology stocks helped drive 
a broad risk-on rally. While geopolitical tensions in the Middle East contributed to periods of volatility, 
markets were supported by easing oil prices and resilient earnings expectations. Notably, over 96% of the 
upside in the Nasdaq-100 in the first half of the year came from 10 stocks as the AI trade continues to drive 
markets.  

Reviewing sector performance, the leaders for the quarter were Information Technology (+31.79%), 
Industrials (+14.85%), and Consumer Discretionary (+9.27%). The worst performing sectors this quarter were 
Energy (-13.45%), Utilities (-0.53%), and Consumer Staples (+0.33%). Energy saw a significant reversal of the 
upside it had seen earlier in the year as tensions in Iran lessened throughout the quarter.

Looking back on economic data for the quarter, inflation remained a focus and ticked up notably during the 
quarter, driven primarily by elevated oil prices caused by the conflict with Iran. Unemployment was flat to 
slightly lower over the past quarter, and while the Federal Reserve held interest rates steady, there is a 
heightened expectation of at least one 25 basis point rate hike in 2026.

Shelton Equity Income Strategy
During the second quarter, the Equity Income Portfolio outperformed the CBOE BuyWrite Index (BXM) by 
2.27%, delivering a gross return of 9.65% (9.32% Net) compared to the BXM return of 7.38%. The strategy 
generated 2.64% cash flow from option premiums and 0.32% from dividends during the second quarter 
(gross/before fees), bringing the year-to-date cash flows to 4.39% from options and 0.73% from dividends 
(gross/before fees, 4.48% Net). 

Our strongest performers this quarter were Lam Research Corp (LRCX), Fortinet Inc (FTNT), Cisco Systems 
Inc (CSCO), NetApp Inc (NTAP), and CVS Health Corp (CVS). We continue to hold all of these positions, actively 
buying them back if called away, as we still view them as having attractive value relative to peers.

Our underperformers for the quarter were Boston Scientific Co (BSX), Cognizant Technology (CTSH), Netflix 
Inc (NFLX), Conoco Phillips (COP), and Verizon Communications (VZ). We have been actively moving out of 
BSX and CTSH, writing aggressive calls to have the positions called away. We continue holding NFLX, COP, 
and VZ as we still view them as attractively valued.  
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What We See Moving Forward
As the second quarter concluded, markets faced a complex set of cross-currents. The reduction in 
tensions with Iran is certainly positive, but the downstream effects — on inflation, supply chain 
normalization, and monetary policy — will persist well into the second half of the year. The AI 
investment theme remains powerful but is entering a phase of greater scrutiny, with investors looking 
to see returns on the massive amounts of capital being deployed on AI infrastructure. With the 
likelihood of persistent volatility from geopolitical tensions and the aftereffects of the oil shock, we 
believe that the Equity Income strategy is well positioned to take advantage of current market 
conditions. 

IMPORTANT INFORMATION

Option trading is not suitable for all investors. Prior to buying or selling an option, a person must receive a copy of Characteristics and Risks of Standardized Options. Copies of this document 
may be obtained from your Investment Advisor, from any exchange on which options are traded or by contacting The Options Clearing Corporation, One North Wacker Dr., Suite 500, Chicago, 
IL 60606 (1-800-678-4667). All analysis and projections depicted herein are for illustration only, and are not to be representations of generalized Shelton Equity Income performance or 
expected results. Past performance is not a guarantee of future results. Supporting documentation for any claims, comparisons, recommendations, statistics or other technical data will be 
furnished upon request to Shelton Capital Management. Investing involves risk, including possible loss of principal. 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 views of the authors at the time created and not to be comprehensive or to provide advice. These views are subject to change at any time based on market and other conditions. 
Data and other materials appearing that are provided by third-parties are believed by Shelton Capital Management to be obtained  from reliable sources, but Shelton Capital Management 
cannot guarantee and is not responsible for their accuracy, timeliness, completeness or suitability for use.
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For a complete list of portfolio strategy investments and their respective contribution for the preceding 12 months, and the methodology for calculating contributions, please call 
1-800-955-9988. INVESTMENTS ARE NOT FDIC INSURED OR BANK GUARANTEED AND MAY LOSE VALUE.


