
OPEC Does The Unthinkable - RIA

This past weekend, OPEC, led by Saudi Arabia, announced it would increase production by 411k
barrels per day. The action follows a 250k increase last month. The decision is different from
OPEC?s decision-making in the past. OPEC typically would use production quotas to manage oil
prices. For example, in the current environment, with oil prices at their lowest levels since 2021, as
shown below, OPEC would typically cut production quotas.

As OPEC?s driving force, Saudi Arabia appears to have a two-fold rationale. First, Saudi Arabia
has recently been frustrated with some OPEC members, like Iraq and Kazakhstan, who have been
exceeding quotas. The new round of increased production quotas will possibly cheapen oil prices,
thus reducing profits for all oil producers. It should also help Saudi Arabia maintain its market
share, as countries are less likely to overproduce with lower prices. Second, some energy analysts
believe the action likely has a political motive. Donald Trump has made it clear he would like to
see&#2013266080;crude oil trading at $40 a barrel. Helping Trump meet his oil price goal may
provide Saudi Arabia with&#2013266080;favored nation status regarding tariffs, especially on oil.
Further, given tensions between the US and Iran are heating up, the gesture may bolster the US-
Saudi friendship.

It?s worth noting that, per the Dallas Fed, the current oil price is below the average break-even
profitability for new wells. Thus, US shale production growth may be temporarily limited, giving
Saudi Arabia more market share. Hence, Saudi Arabia may be ok with sacrificing profitability for
market share, at least for now. &#2013266080;
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Market Trading Update

As noted yesterday, the market ended its longest win streak in 24 years. Such isn?t as overbought
conditions generally precede short-term corrections. The question for investors is where the
support is and the next entry point for equities. Looking at the chart below, we can make some
reasonable assumptions where support will likely be found and where hedges can be reduced and
equity risk increased.

The market bounced off the 50-DMA yesterday, which is bullish, but with relative strength
overbought, it will likely be tested again and potentially broken.
If that occurs, the next level of decent support becomes the 20-DMA, which has turned up
and is bullish. This provides a decent entry point, assuming the short-term overbought
conditions are reduced and a technical sell signal does not occur. Such a test of the 20-DMA
would also encompass a 38.2% retracement of the previous advance.
If the market takes out the 20-DMA, risk becomes higher, although there is support at 50%
and 61.8% retracement levels. However, if the market corrects this much, sell signals will
have been triggered, and a retest of the April lows becomes more probable.
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With share buybacks back in play and much of the tariff concerns tabled for next month, it is quite
likely the market will continue to consolidate within a broader trading range. However, the risk for
investors comes later this summer as economic and monetary policy uncertainty threatens to
return. As such, while it is okay to trade markets for now, we suggest remaining cautious until the
market confirms a more bullish setup.

Oil and the dollar will be good clues for a return to risk asset exposure.
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The Death Of The Dollar Has Deep Roots

Recently, as tariff wars have heated up and the dollar has fallen, more and more pundits are
claiming that the death of the dollar is nearing. In Four Reasons The Dollar Is Here To Stay, we
summarize our case against the prediction as follows:

While the case for a new global reserve currency is strong, the replacement options
pale in comparison. There are four important reasons why finding a replacement will
prove difficult.

The four reasons, the rule of law, liquid financial markets, and economic and
military might, all but guarantee the death of the dollar will not occur anytime
soon.&#2013266080;

Given that the dollar demise crowd is getting increasingly louder, we thought providing a little
history of the movement might be helpful. Fifty-seven years ago, William F. Rickenbacker wrote
Death of the Dollar. The book was a best seller but has since faded into obscurity. However, while
the book is sparsely read these days, the dire threats that Rickenbacker warns of live on.

Rickenbacker?s book predicted a catastrophic collapse of the U.S. dollar due to inflationary policies
and the abandonment of the gold standard. Despite very high inflation in the 1970s, the
abandonment of the gold standard, and more recently loose monetary policy and overleverage, the
US economy remains resilient, and the dollar remains the world?s reserve currency. The disaster
predicted in the book and those discussed today seem eternal. However, the reality is that there is
no viable, scalable alternative to the dollar.
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The Impact Of Rising Interest Rates On Investments

Rising interest rates are a powerful force in the financial world, capable of reshaping markets and
shifting investment dynamics. As the Federal Reserve raises rates to combat inflation or stabilize
economic growth, the ripple effect is felt across stocks, bonds, and real estate. While these rate
hikes may be out of investors? control, adapting your investment strategy can help you manage
risks and even uncover new opportunities.
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?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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