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Introduction

The cost of lead is one of the largest raw materials costs faced by battery manufacturers.  Pre 2005, the lead price followed a reasonably steady path, giving consumers little to worry about.  Since 2006, however, the lead price has reached new and largely unexpected heights, driven by strong fundamentals and substantial investor interest.
Going forward, the higher cost environment which grew from the upturn has not receded and will remain a challenge into the next decade and beyond.  Fundamental supply issues and ongoing growth in demand for lead (notwithstanding the current economic downturn) mean that the lead price is unlikely to return to pre 2005 levels.  Consumers therefore need to have a greater awareness of the mechanisms which influence the lead price, as well as a better understanding of what instruments they can use to help them predict, and therefore manage, lead price fluctuations.

This paper aims to highlight the major indicators which can be monitored to determine the possible future direction of the lead price.  This includes leading economic indicators and technical trading patterns.  How to interpret trading volumes and open interest will also be covered.
Economic Indicators

Economic indicators can be useful tools when trying to determine lead demand growth in the short, medium and longer term.  Although these alone will not be indicative of price movements, when looked at in conjunction with fundamental issues they can be a useful pointer to the likely direction of price movements.
Industrial production (IP) is perhaps the best known economic indicator that applies across the metals complex.  The Federal Reserve Bank of New York defines IP as ‘an index designed to measure changes in the level of output in the industrial sector of the economy [1].
Gross Domestic Product (GDP) is the total value of all goods and services produced by a given country in a given year.  It is used to show the growth in an economy, and also to determine when an economy is in recession.

Capital spending and investment is a useful measure of spending on assets including infrastructure such as schools, hospitals, new manufacturing facilities, power and transportation networks etc.  This can be useful in determining additional lead demand that may be generated by, for example, an upgrade of or extension to a power network, or a new railway system.
Technical Indicators

Technical analysis, as defined by the International Federation for Technical Analysis (IFTA), is the systematic method of analysing financial instruments, including securities, futures and interest rate products, with only market-delivered information such as price, volume, volatility and open interest.  The tools of technical analysis are measurements and derivatives of price, for example on-balance volume, price oscillators, momentum measurements and pattern recognition [2].
Volume

In order to understand the mechanics of technical analysis it is first necessary to understand the role of volume.  Volume is a measure of supply and demand that is independent of price.  It is often used for confirming evidence of price trends and price reversal patterns.
Open Interest

A similar analysis can be undertaken using open interest.  This is the total number of futures contracts or option contracts that have not yet been exercised, expired, or fulfilled by delivery [3].
Trading Patterns
One of the key methods of technical analysis is the interpretation of trading patterns.  These work on the assumption that history repeats itself, and that patterns will work in similar ways each time.  A couple of the most common are identified below [4].

Head and Shoulders
This pattern resembles the upper part of a person's body.  If the price breaks through the neckline after completing the right shoulder, this indicates that a reversal of the price trend may occur.  A breakout down through the neckline can be a good indication that the trend of prices will continue in the direction of the breakout.
Double Top Reversal

When price peaks after a rise, and the decline that follows leads to another rise in prices to form a second peak at or about the level of the first peak, a double top is said to have formed.  A breakout through the base is a signal of a possible reversal of the trend in prices.
Flags

When a commodity or equity has a strong run up over a short period of time, gaining 30-40% or more, there is a tendency for either a correction or a continued advance with even larger gains expected.  One chart pattern that sometimes precedes a second large advance is called the high tight flag.
Other Technical Indicators

Moving Averages

Moving averages are used to help identify the trend of prices.  By creating an average of prices that moves with the addition of new data, a stronger indication of the trend of prices over the period being analysed can be gained.
Resistance
Resistance is the point at which buying stops or selling pressure overcomes buyers or both.  A resistance line is a line drawn that connect two prominent peaks on a graph.  Generally the correct way to draw a resistance line is to draw the line so that no price penetration occurs between the two starting points.

Support

Conversely support is the point at which selling stops or buying pressure overcomes sellers or both.  A support line is a line drawn that connect two prominent troughs on a graph.  Generally the correct way to draw a support line is to draw the line so that no price penetration occurs between the two starting points.

Forward curve

Finally, a very quick indication of possible future price direction can be determined from looking at a forward curve.  This is the price that someone would be willing to transact today, for future delivery periods.  It is the current snapshot of the sum of all market participants’ expectation of prices in the future for a commodity [5].
Conclusions

Lead pricing has historically been determined by market fundamentals.  The influx of investors into the market over recent years has resulted in new external pressures and influences on the lead price.  The level of investor interest has, at times, resulted in a disconnect between pricing and fundamentals, making it extremely difficult for market participants to predict the direction of the lead price.  Lead consumers in particular benefit from forecasts of short-term price movements to assist with cash flow planning, stock control etc.  There are, however, a number of technical indicators which can be used to determine possible future lead price movements.  Although these are merely indicative and should not be used solely as the basis of any business decisions, they can provide a useful pointer to short-term movements within longer-term trends.
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