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Crude oil prices have dropped dramatically in the last year.

The chart below shows why.  

OPEC was restricting output until 
September 2014 as is shown by the 
grey bars.  This was in an attempt to 
control supply increases from non-
OPEC producers.  The majority of that 
increase was from US non-
conventional (shale) oil.

Since September 2014 OPEC has 
increased production.

The gap between total crude oil 
supply (the black dotted line) and 
global demand (the red dotted line) 
illustrates why prices have been 
falling and may continue to fall.

As rig counts decline in the US shale 
oil patches, will the growth in supply 
begin to fall?

The dashboard on the next page has 
the same data but lets you play with 
the forecasts for supply and demand.






What does this drop in crude prices 
mean for the pellet heating markets?

The correlation between 
crude prices and heating 
oil prices is very high.  The 
chart shows this.  

The data also shows that 
heating oil prices are very 
close to the “indifference” 
point at which the cost of 
a unit of energy from 
heating oil is the same as 
the cost of a unit of 
energy from wood pellets.

This chart assumes pellets 
selling at $230/ton with 
an energy density of 
8,200 BTU/lb.

The dashboard on the 
following page allows you 
to adjust those two 
assumptions.






Heating oil prices matter.

As the chart below shows, almost 31% of homes in New 
England use heating oil.

But some states such as Maine, New Hampshire, 
Vermont, and Connecticut have very high proportions 
of heating oil use and limited natural gas infrastructure.

Maine, the highest user of heating oil, has seen the use 
of oil drop from nearly 80% five years ago to 64% in the 
most recent data.  Most of those homes have switched 
to wood pellets.



This chart shows how 
much it would cost to 
heat the same sized 
home with heating oil or 
wood pellets.

Pellets have not always 
been cheaper than oil.

The last time pellets cost 
more than oil was in 
2008; and it was 
transitory.

Will heating oil again 
become cheaper than 
pellets?

If so, what will be the 
impact on the wood 
pellet sector?






The premium wood pellet sector may experience a slowdown in demand growth if crude 
prices, and therefore heating oil prices, remain low.

If heating oil prices drop far enough below the “indifference” point, there may be a sudden 
decrease in wood pellet demand.  

States with high heating oil dependency and high use of wood pellet stoves are more likely to 
experience switching if pellet prices remain unchanged and heating oil prices fall far enough.

But low oil prices are temporary.

Shale oil wells require $65 - $70 per barrel oil to breakeven.

Most oil producing states require $100 or more per barrel oil to balance their fiscal budgets.

Over time, pellets for heating will remain the lowest cost fuel.

And they are renewable, low carbon, and locally produced.



This document and many others, including our 
UPDATED* UK industrial pellet margin 

dashboard, are freely downloadable from our 
website.

www.FutureMetrics.com

*Given the significant strengthening of the dollar, we 
have added a new control on the EBIDTA build up chart 
for experimenting with how the dollar/pound exchange 

rate impacts margins.

http://www.futuremetrics.com/


Pellet manufacturing project development
Operations optimization

Expert advice / Due diligence
M&A / Valuation / Investor representation 

Early-stage feasibility studies
Financial modeling

Risk and decision analysis
Economic impact analysis

FutureMetrics LLC – Experts in Pellets

2014-15 North American Pellet Production Capacity

Six Scenario Monte Carlo Simulation



Selection of Clients

Holson Forest 
Products 13
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