Research & advice

b, 1 s Figae-
s T
& npein g
Z 4 J
- . S *

s

June 2021




About this report
This report has been commissioned by Greenpeace Nederland.
About Profundo

With profound research and advice, Profundo aims to make a practical contribution to a
sustainable world and social justice. Quality comes first, aiming at the needs of our clients.
Thematically we focus on commodity chains, the financial sector and corporate social
responsibility. More information on Profundo can be found at www.profundo.nl.

Authorship

This report was researched and written by Barbara Kuepper. Correct citation of this document:
Kuepper, B. (2021, June), Wood Pellet Imports From Baltic States — Is Dutch Biomass Burning
Contributing to Forest Loss in Baltic States?, Amsterdam, The Netherlands: Profundo.

Front page cover photograph by Mat Redding - Unsplash.
Acknowledgements

The author would like to thank Siim Kuresoo (Estonian Fund for Nature (ELF)) and Uku Lillevali
(EstWatch) for their valuable contributions to the report.

Disclaimer

Profundo observes the greatest possible care in collecting information and drafting publications
but cannot guarantee that this report is complete. Profundo assumes no responsibility for errors in
the sources used, nor for changes after the date of publication. The report is provided for
informational purposes and is not to be read as providing endorsements, representations or
warranties of any kind whatsoever. Profundo will not accept any liability for damage arising from
the use of this publication.


http://www.profundo.nl/

£ 1] ] 1
Introduction and Methodology ..........ccooiiiiiiiiiiiiiieierrce ettt e aaes e s s s 2
1.1 Subsidies drive up Dutch demand for wood pellets ..........cceiiiieiicieiieeeeeeee e 4
1.2 Rapid growth in imports of Wood Pellets ...........ccoouiiiiiiiiiiieeeeeeeeeee e 5
1.3 Biomass categories used by Dutch energy Companies ...........cocoeeereiiriereneneeeere e 6
Chapter 1 Wood pellet output by Baltic states...........ccccceeiiiiiiiiiiiiiiiiiiiteeceereecen e 7
2.1 WOoOd pellet ProdUCTION ..ottt ettt et e st e et e e eens 7
2.2 WOOd PEIIET IFAAE. ..o ettt e 9
2.3 Increasing forest harvesting in Baltic States ........ccccveiieieieieee e 11
2.4 Weakened legislation enables clear-cutting ............cccoooviiiioiiioiccieeceeeeeeeeeee e 13
Chapter 2 Impacts of Dutch wood pellet iMPOrts...........ccceeiiiiieeirrrcrreeeeireccrrerreeeesreecsseenneeeessssessnnes 15
REFEIENCES ..... .ottt ettt sttt e st s e e s et e e s e ant e s e s et e e sesaneese s antessanne 16
Figure 1 Overview of SDE+ subsidies for realised largescale biomass co-firing projects....................... 4
Figure 2 Dutch imports of wood pellets by country, 2012 to 2020 (1,000 tONNES) .....ccocveveverrereererennnne. 5
Figure 3 Total Dutch imports of wood pellets, 2012 to 2020 (1,000 tONNES) .......ccvevveveerieveeeeeriereereinna. 6
Figure 4 Estonian wood pellet production, export, and consumption, 2010 t0 2018.........cc.cceevveeveeenneee. 8
Figure 5 Logging volume and biomass volumes in Estonia, 2010 to 2018 (1,000 m3).........cccccveveveneene. 8
Figure 6 Baltic countries wood pellet exports, 201210 2020 ........ccviieiieeiie e 9
Figure 7 Wood pellet export destinations from Baltic states, 2012 to 2020 (1,000 tonnes)................. 10
Figure 8 Dominant felling types in Estonia, 2004 t0 20718 ........c.ocveieiiiiieieieie ettt 11
Figure 9 Tree cover loss in natural forests in Estonia and Latvia, 2006 to 2020 (1,000 hectares)...... 13
Figure 10 Tree cover change on Graanul Invest land, Haanja Nature Park, 201510 2017 .......ccveuee.e. 14



Biomass demand has significantly increased in many countries in recent years, as EU member
states are looking for ways to fulfil their commitments under the Renewable Energy Directive
(REDII) and the EU climate targets. This development can also be observed for Dutch consumption
of wood pellets. The biomass used in large-scale co-firing plants in the Netherlands predominantly
consists of wood pellets, of which more than 95% have been imported in 2019 and 2020. Imports
doubled in 2019 in comparison with the previous year, and increased co-firing and expansion
projects led to another significant increase in net imports and burning in 2020.

Imports from North America showed the strongest growth in 2020, reaching 42% of imports. This
was followed by the Baltic states with a combined share of 30%. Latvia remained the largest
individual supplier with 23% of direct Dutch imports, while Estonia accounted for around 6%, not
considering transhipments from neighbouring countries. Taking the anticipated maximum volume
of woody biomass burning in the Netherlands of 3.4 million tonnes at full capacity of the four co-
firing projects, this would require an additional 36% increase in imports from the 2020 level.

For pellets from woody biomass, imports to the Netherlands need to adhere to specific
sustainability criteria. While in 2019 still 40% of wood pellets used in large power plants were made
from woody biomass, 2020 figures show a significant increase in the role of residues and waste as
pellet feedstock, reducing the role of woody biomass for which sustainability criteria apply to 8% of
the total in that year.

In Estonia as one of the major wood pellet suppliers to the Dutch market, forestry products are
destined to various industry sectors. Among these, biomass production has seen a growing role in
recent years, with wood pellet output for export more than tripling between 2010 and 2018. Export
volumes of wood pellets to key trading partners United Kingdom, Denmark and the Netherlands
increased continuously - all countries with large biomass energy sectors.

While still boasting large forested areas, harvested forest areas have also seen a rapid increase in
the Baltic states since 2016. In both Estonia and Latvia, clear-cutting rather than selective logging
is the dominant method of final felling. In Estonia, clear felling accounted for around 80% of total
felling turnout in recent years. Meanwhile, loss in tree cover has shown an increasing trend since
2012, with annual loss observed in Estonia increasing from 17,000 hectares in 2010 to 46,000
hectares in 2019, and a slight decrease to 37,000 hectares in 2020. Where replanting takes place,
this cannot replace biodiversity and carbon storage loss in the short term.

In recent years, Estonian inventories of areas qualifying for protection were found to be incomplete
while at the same time logging restrictions in several protected areas were loosened.
Consequently, logging approvals of regeneration cutting and deforestation for land uses other than
silviculture were also extended for more than 5,500 hectares of protected forest habitats falling
within the Natura 2000 network. While not all these areas have indeed been logged, the
developments illustrate the high risk at which these valuable forest habitats are.

The increasing tree cover loss in the Baltic region in combination with growing volumes of wood
pellet exports raise concerns whether Dutch imports contribute to forest and biodiversity loss in
Estonia and neighbouring countries. The reporting for the Dutch sector suggests a decreasing
likelihood for direct links with deforestation due to the high share of residues and waste as pellet
feedstock in 2020. However, the rapidly increasing volume of subsidised pellets imported by the
Netherlands and other European countries may nonetheless contribute to increasing pressure on
remaining forests. The creation of a lucrative market for residual products may indirectly
incentivise logging as higher revenues can be generated.

Page | 1



The Netherlands has significantly increased capacity for co-firing with woody biomass in coal-fired
power plants in recent years, driven by massive subsidy payments. Most of the wood pellets used
in these facilities are imported. As these imports multiplied in 2019 and 2020 and are expected to
further increase in the coming years, the discussion around the origin and sustainability impacts of
these supplies continues. This debate is linked to concerns over air pollution, as well as the fact
that wood is a less efficient fuel than gas and coal and consequently releases even more
greenhouse gas into the atmosphere than fossil fuels. Furthermore, the potential link between
wood pellet production and deforestation contributes to the controversy. Next to the risk of
biodiversity loss, claims that wood pellets can immediately be considered CO,-neutral where
replanting takes place ignore the so-called ‘carbon debt’. This refers to the fact that it takes
decades for new trees to grow back and to compensate for the CO2-emissions, while short-term
emission cuts are required to limit global warming.’

In the Netherlands, the debate has in recent years centred on the Baltic states, and there
particularly Estonia and Latvia as key suppliers to the Dutch market. These countries have
experienced increasing rates of forest loss, including in valuable Natura 2000 network areas. When
this generic information became public in the Netherlands in the course of 2020, it led to critical
questions in the societal and political debate about these origins and whether the € 3.6 billion in
subsidies for the co-firing of these wood pellets indeed supports sustainable development,
whether it contributes to stopping climate change or rather makes it worse.

The Dutch Economic and Social Council (SER) recommended a phase-out of subsidies for biomass
use in energy production in a report from July 2020.2 While the Dutch Cabinet agreed to such a
phase-out in October 2020, no timebound plan has yet been published.?

The government’s main reaction to questions on this topic is that the Dutch sustainability criteria
for biomass guarantee sustainable sourcing. The responsible minister suggested in debates in the
parliament that only residues are being used.* Therefore, the government argues that the subsidies
are not responsible for any additional logging or forest degradation in the countries of origin. For
2020 this argument has been strengthened, as the latest monitoring report of the Dutch Energy
Accord shows a substantial decrease in the use of woody biomass as pellet feedstock from 40% in
2019 to 8% in 2020.°

The aim of this research is to analyse whether the rapidly growing biomass demand on the Dutch
market is one of the drivers of increased logging, negative impacts on natural forests and
consequently a declining carbon stock in the Baltic countries, with a focus on Estonia.

The analysis of production, international markets, trade flows of wood pellets, and consumption in
the Netherlands relies on statistical databases provided by the European Commission (Eurostat)
and the Estonian government (Statistics Estonia) as well as the reporting on the Dutch Energy
Accord by CE Delft. Data on individual wood pellet markets is also sourced from relevant market
research reports. In relation to the regulatory landscape in Estonia as well as forest-related
developments, the research uses information published by the Estonian Environmental Agency and
the Forest Information System of the European Union. Data on tree cover loss in the Baltic states is
sourced from the Global Forest Watch database.

Importantly, the research draws on two studies conducted by the Estonian Fund for Nature (ELF) in
collaboration with the Latvian Ornithological Society (December 2020) and Estwatch (March 2021).
The studies document the link between weakened regulatory frameworks and increasing clear-
cutting of forests in Estonia and Latvia, including logging in Natura 2000 network forests. At the
same time, they highlight the role of the growing demand for wood pellets as a possible driving
force for clearing forested areas.®
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This report first looks at the developments in wood pellet demand in the Netherlands, the origins of
imports and the feedstocks used in their production in recent years (Chapter 1). Chapter 2 looks at
Baltic wood pellet production as a key origin of Dutch imports, with a focus on Estonia. It describes
production and trade developments as well as the driving forces behind the increasing forest loss

observed in the countries. Finally, Chapter 3 discusses the question whether Dutch pellet demand
may contribute to forest loss in the Baltic countries.

Page |3



The Netherlands has seen a rapid increase in consumption of woody biomass for energy
production in coal-fired power plants in recent years. The following sections look at the
historic development in Dutch wood pellet imports and their drivers, the key origins, and
projections for future developments.

1.1

Similar as in other EU countries, the Dutch move to biomass burning has been heavily subsidised.’
The Netherlands has a history as an important buyer of industrial wood pellets. Already in 2010, it
was the biggest market for use in co-firing to meet renewable energy goals. However, the market
rapidly declined since 2012 due to the temporary cessation of government support for the use of
woody biomass.® The Dutch Energy Accord, which was concluded in 2013, included financial
support for the generation of renewable energy and compliance with EU climate goals. Since the
agreement, the Dutch government has allocated up to € 3.63 billion in stimulation under
Sustainable Energy Production (SDE+) funds for the co-firing of wood pellets with coal, with SDE+
allocations to energy companies eligible for a period of eight years (Figure 1).2° No new subsidy
programmes in the category of co-firing with wood pellets in coal-fired power plants have been
opened since 2018.7°

Four large coal-fired power plants fall under the SDE+ subsidy programme. Uniper Maasvlakte can

use them for up to 15% of capacity, for the ENGIE facility this limit is 10%, for the Amer power plant
80%, and for RWE Eemshaven 15%."" Consequently, Dutch consumption of wood pellets increased

significantly since 2018.

Company Location SDE round Available annual | Running  Max. subsidy

production (GWh) | time (€ million)
Power Plant Maasvlakte, Rotterdam | SDE+ 2016 | 514.7 8 €296.4
Rotterdam (ENGIE)
SDE+ 2017 | 43.4 8 €278
RWE Generation NL | Amercentrale, SDE+ 2016 | 1,501.8 8 €720.9
Geertruidenberg
RWE Eemshaven Eemshaven, Groningen SDE+ 2016 1l 1,788.9 8 €930.2
Holding Il
Uniper Benelux Maasvlakte, Rotterdam | SDE+ 2016 Il 1,193.3 8 €630.1
Total 5,042.1 €2,605.4

Source: RVO (2021, April 2), Projecten in Beheer SDE(+), peildatum 2 april 2021 (Excel).

a2 The actual subsidies paid out may be lower than this maximum amount.
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1.2

Biomass for burning in Dutch co-firing plants is only for a small share sourced domestically. In
2019, this share stood at just 4%, while the vast majority was imported.'? Between 2017 and 2018,
the Netherlands showed the second largest growth in wood pellet consumption globally based on
absolute volume increase, and with 97% the highest relative increase. In 2019, imports doubled in
comparison with the previous year to 1.2 million tonnes. Increased co-firing and expansion
projects led to another doubling of Dutch net imports of wood pellets to around 2.5 million tonnes
in 2020 (Figure 2 and Figure 3).'* Precise figures on the origin of imported pellets is not published
by the industry.’® The reporting on the Energy Accord also only provides regional breakdowns.
Therefore, import statistics must be used as a proxy.

Ten years ago, imports mostly originated from North America. Between 2016 and 2019, direct
imports to the Netherlands were dominated by the Baltic states and Russia. This situation changed
again in 2020, with imports from the U.S. and Canada showing the strongest year-on-year increase.
North American origins jointly accounted for around 42% of Dutch imports, driven among other by
RWE's imports from Enviva (U.S.), the world’s largest wood pellet producer.’®

Latvia remained the largest individual supplier though, accounting for at least 23% of Dutch
supplies. Also flows from Estonia further increased in 2020, making up 6% of the total imports.
Moreover, certain volumes of wood pellets from Estonia may also be included in Latvian exports
(see section 2.1)"” Not considered are re-exports of wood pellets originally sourced from the Baltic
states and other origins that enter the Netherlands via neighbouring EU countries, such as Belgium
or the UK. Actual imports from Baltic states, considering direct as well as indirect flows, are likely
higher.’® In turn, it is believed that most of the flows from Estonia, Latvia and Lithuania are direct
imports, with only small volumes originating from Russia or other Eastern European origins.™
However, this does not exclude the use of raw materials from other origins in the production of
wood pellets in Baltic states (see section 2.1).

At full capacity, the demand of the four biomass co-firing projects could reach much higher
volumes still, up to a total of around 3.4 million tonnes per year.?° This could imply a further
increase in woody biomass imports by around 36% from the 2020 level (Figure 3).
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Note: Eurostat provides statistics for wood pellets from 2012.
Source: Eurostat (2021), “EU trade since 1988 by HS2,4,6 and CN8 (DS-645593)”, viewed in April 2021.
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This does not yet consider that the Netherlands Enterprise Agency (RVO) by 2020 had granted
funds for more than 50 industrial power generation projects and more than 150 solid biomass
projects for heat production.?' These plants will likely attract more imports of woody biomass in
the coming years, as availability from local sources is limited. In February 2021, the Parliament
voted in favour of a motion to stop subsidies for new projects relying on woody biomass.??

1.3

The annual analysis for the co-firing of woody biomass in coal-fired power plants by CE Delft
reported that more than 826,000 tonnes of biomass were used for auxiliary and co-firing in the
Netherlands in 2019, of which 98.6% were wood pellets. According to the reporting, 60% consisted
of residuals and waste flows (Category 5 under the Dutch Energy Accord), 38% from woody
biomass from forest units smaller than 500 hectares (Category 2), and 2% from forest units larger
than 500 hectares (Category 1). Categories 1 and 2 fall under the specific Dutch sustainability
criteria for biomass products. The remaining 60% were categorised as rest and waste streams.??
This category includes sawdust, pruning waste and scrap wood, for which no transparency
requirements regarding origin and precise content apply.?* In a letter to the Dutch Parliament from
April 1, 2021, Dutch Minister van ‘t Wout stated that the “[...] [rlegulation on conformity assessment
of solid biomass for energy applications [...] ensures that biomass directly from forest is classified
as category 1 or 2, and that residual flows from the sawmill are classified as category 5."?°

The new report by CE Delft for 2020 suggests that the total volume of biomass in co-firing for
energy production used in the Netherlands reached almost 2.3 million tonnes, of which 94% were
pellets. This volume equalled a year-on-year increase by 166%, in line with the strong increase
observed in imports (Figure 3). Most of this increase stemmed from a much larger feedstock
volume of secondary residues or waste flows from the wood processing industry or tertiary
residual waste flows (Category 5), accounting for 92% of the total. Presumably, the majority, if not
all of it, are residual flows from the wood processing industry. The role of biomass from
Categories 1 and 2 decreased significantly in both volume and share, accounting for a total of 8.2%
(180,000 tonnes), in comparison to 40% (327,000 tonnes) in 2019.2¢
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The Baltic region has one of the world’s largest outputs of wood pellets, with Latvia and
Estonia as key producers. The two countries also have increasing importance in
supplying the Netherlands. Focussing on the developments in Estonia, the following
sections first map the developments in wood pellet production and exports in recent
years. This is followed by an overview of the status of natural forests and the role of
weakened legislation as an enabler of clear-cutting.

2.1

The Baltic states are important producers and exporters of forestry products, with roundwood,
especially pulpwood, and woody biomass as key products.?’ The latter include wood pellets, for
which global demand has grown considerably in recent years, including on the EU market.

Global statistics for wood pellet production show a fragmented market. The United States are the
largest player with a global production share of 22% in 2019. This is followed by many countries
with shares below 10%. The combined share of the three Baltic states, Estonia, Latvia, and
Lithuania stayed stable at around 10% of global output since 2012, but volumes increased
significantly in line with overall global production increases.?® Latvia remained the largest producer
in the region, with an output of around 1.6 million tonnes in 2018 and 2019.

The developments in Estonian wood pellet production and export since 2010 are illustrated in
Figure 4. Official Estonian statistics currently provide data until 2018. Production and exports
developed almost in parallel during those years, at compound annual growth rates (CAGR) of 15%
and 14%, respectively.

During the same time, inland consumption of wood pellets remained small, with a maximum of 8%
of production going into domestic use reached in 2016 and 2017.2° However, in line with
government plans to further increase production, it is expected that wood pellet consumption for
energy purposes in the Baltic region will also further grow, driven by increasing income levels, high
gas prices, and advertising campaigns.*°
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While other industry sectors are also important destinations of forestry products, Estonian
statistics illustrate the growing role of the biomass sector since 2010, and especially of the
production of pellets for export. With pellet output for export more than tripling between 2010 and
2018, the equivalent solid wood volume required increased from an estimated 875,000 m® in 2010

to almost 3 million m® in 2018 (Figure 5).3
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Source: Statistics Estonia (2021), “Gross felling based on national forest inventory (NFI) by year, felling type and indicator”, viewed in
April 2021; Statistics Estonia (2021), “Energy balance sheet by year, indicator and type of fuel/energy”, viewed in April 2021; conversion
of wood pellets and briquettes from weight to solid wood input based on FAO (2020), Forest Product Conversion Factors, Rome, ltaly:
FAO, ITTO and UN, p. 49.
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As stated by the Estonian Forest and Wood Industries Association, “[a]ll woody biomass material
for bioenergy comes from residual streams, meaning that only low-quality and leftover wood that is
not usable for other industries can be used for pellet production.”*? As an example, Graanul Invest,
by far the largest wood pellet producer in the region (see also Box 1 below), in 2019 sourced 46%
of its raw material from timber industry waste and 54% from roundwood of the firewood quality
class. The raw material originated mostly from Latvia (43.4%) and Estonia (41.8%), while smaller
shares were sourced from Belarus (10,1%, of which 3.85% firewood), Lithuania (4.4%) and Poland
(0.3%).* An analysis of Graanul Invest's catchment area in 2018 found that the feedstock in that
year consisted for 69% of roundwood thinnings from Estonia and 31% sawdust, shavings, and
chips, mostly from sawmills in Estonia and Latvia.3*

Estonian imports of firewood, wood chips and waste totalled 36,000 m? in 2018, accounting for a
very small share of the overall production volume of woody biomass going into domestic
consumption and export.®> A key origin of the Estonian imports is Latvia, which in turn imports
much larger volumes of these products, especially wood chips and sawdust from Belarus and logs
from Lithuania.®® From the available information, it is not possible to trace these products to their
final use and geographic destination.

The upwards trend in wood pellet production is projected to continue in the Baltic states. In the
case of Estonia, the government expects the country’s use of forest biomass for energy purposes
to increase to almost double the 8.6 million m® that a 2019 impact assessment by the Stockholm
Environment Institute (SEI) evaluated as a safe level. Reportedly, the Estonian government
dismissed the assessment as focussing too heavily on climate and biodiversity concerns.?’

2.2

In line with the growth in production, the exports of wood pellets from the Baltic states,
predominantly to other European destinations, continuously increased between 2012 and 2020
(Figure 6).38
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clear what the reason for this difference is. For the sake of comparability, this figure uses Eurostat data for all countries.
Source: Eurostat (2021), “EU trade since 1988 by HS2,4,6 and CN8 (DS-645593)”, viewed in March 2021.
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Most wood pellet exports from the Baltic countries are direct exports from local processing and
production. Wood pellet imports from Russia or other Eastern European origins are comparatively
small.?® In 2019, Estonia imported around 10,000 tonnes of pellets, or the equivalent of 1% of its
export volume; Russia (65%) and Latvia (23%) were the main origins. Latvia imported around
295,000 tonnes or 13% of its export volume, with key origins Belarus (61%) and Russia (23%).4°

Key trade flows can firstly be observed between the Baltic countries, owing to the use of different
transport routes for exports from the region. For example, Latvia imported around 27,000 tonnes of
wood pellets from Lithuania and 18,000 tonnes from Estonia in 2019. Meanwhile, Estonia received
around 2,400 tonnes of pellets from Latvia and 800 tonnes from Lithuania in 2019. These regional
flows hamper a precise mapping of the origin of exports from the region to the European market.

As shown in Figure 7 for the period from 2012 to 2020, the wood pellet exports from the Baltic
states are predominantly destined to Denmark (31% in 2020), the UK (28% in 2020), and the
Netherlands (23% in 2020), all countries with large biomass energy sectors. In parallel with
growing exports from the Baltic states, the share of Denmark decreased from 60% in 2012, despite
remaining the biggest market and imports fluctuating around a level of 1.4 million tonnes. Imports
by the UK showed a strong increase until 2015 and then fluctuated around 1 million tonnes. The
strongest increase in recent years can be observed for the Netherlands, from less than 1,000
tonnes in 2015 to almost 1 million tonnes in 2020.
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Source: Eurostat (2021), “EU trade since 1988 by HS2,4,6 and CN8 (DS-645593)”, viewed in March 2021.
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2.3

Forest area Harvested forest area
2018 2016-18 vs. 2004-15
Estonia 58.4% 85% T
Latvia 54.8% 32% T
Lithuania 35.6% 47% T

Source: Forest Information System for Europe (n.d.), “Forest basic data”, viewed in March 2021; Ceccherini, G., Duveiller, G. et al. (2020,
July 1), “Abrupt increase in harvested forest area over Europe after 2015", Nature, 583: 72-77; icon by Baristalcon, Noun Project.

The Baltic countries still boast large forest areas, with shares between 58% in Estonia and 36% in
Lithuania.*’ Most of the forests are classified as ‘modified natural’ or ‘semi-natural forests’,
dominated by native tree species like birch, pine and spruce that have regrown after previous
logging and show at least some characteristics of undisturbed natural forests. Old-growth forests
have become rare.*?

However, the harvested forest areas have seen considerable expansion: when comparing the
periods 2016 to 2018 with 2004 to 2015, the areas increased by 32% in Latvia and 85% in
Estonia.*®* Meanwhile, the share of strictly protected forests is small, at 14.1% in Estonia and 7% in
Latvia. Partial felling restrictions apply to 11.3% of forests in Estonia and 6.6% in Latvia.**

In both countries, clear-cutting is the dominant method of final felling, rather than selective logging
oriented to harvesting mature trees.*® In Estonia, the volume share of clear felling in total felling
turnout has risen steadily from an average of 67% between 2004 and 2013, to an average of 80%
between 2014 and 2018 (Figure 8).%¢ After the dip in 2008, when the global economic crisis meant
that demand for pulpwood halted and harvests nearly stopped, felling in Estonia has seen a
continuous increase until 2018.4
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Source: Statistics Estonia (2021), “Gross felling based on national forest inventory”, viewed in April 2021.
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Box 1

The leading producer and exporter of wood pellets from the region, Graanul Invest (Estonia), is
Europe’s biggest producer and the second largest worldwide.*® The company churns out 2.7
million tonnes annually in 12 facilities, four of which are in Estonia, six in Latvia, one in Lithuania
and one in the United States. According to their own numbers, in 2019, the raw material for
Graanul Invest's pellets production originated for 43.4% from Latvia, 41.8% from Estonia and the
remainder from Belarus, Lithuania, and Poland.*°

Next to the pellet production, the company operates three forestry companies in Estonia: Karo
Mets, Roger Puit and Valga Puu. In total, these companies manage more than 53,000 hectares
of Estonian forest, or the equivalent of around 4% of the country’s private forests. Graanul Invest
is also expanding its forestry portfolio into Latvia, currently covering around 1,200 hectares. The
annual cut in 2019 totalled 656,000 m?, of which 58% in own forests. The company planted 1.5
million trees for reforestation.*®

Graanul Invest claims that “[a]s a forest owner and active forest manager, Graanul Invest
considers purposeful protection of nature of paramount importance, and we fulfil all the
obligations applying to us. As an active stakeholder, we participate in research and working
groups so that future protection measures and their possible expansion would be meaningful and
take into account the combined effects of the natural environment and the bioeconomy.”'

Meanwhile, Graanul sees clear-cutting not as problematic. The director of Graanul's subsidiary
Valga Puu, Andres Olesk, has been quoted as saying that “clear-cutting in areas smaller than one
hectare is the most sensible way to manage a forest.”>?

Estonian NGOs report that Graanul’s subsidiary Valga Puu has been lobbying for the weakening

of regulations that relate to the sustainable management of Natura 2000 network forests. Valga

Puu owns a significant share of Natura 2000 forests in the southern part of Estonia. As logging

restrictions under domestic law have been continuously weakened in recent years, mixed forests

with more than 100-year-old trees were clear-cut by the company, including in the Haanja and

Otepé&a Nature Parks.53
_________________________________________________________________________________________________________________________________|]

The ongoing tree cover loss in Estonia and Latvia in the 15-year period from 2006 until 2020 is
illustrated in Figure 9. Global Forest Watch (GFW) reports for 2019 alone a tree cover loss on
respectively 46,000 hectares and 57,000 hectares in the two countries.?* While new trees are
planted, this will not make up for the related CO2-emissions and loss of biodiversity in the short
term. It is not clear whether the drop to respectively 37,000 hectares and 51,000 hectares in 2020
indicates a changing trend, or whether it is linked to the COVID-19 pandemic.

Based on projections by the European Commission, increasing deforestation rates mean that
forests in Estonia and Latvia will become net sources of CO»- emissions rather than carbon sinks
after 2030.%°

The increasing demand for wood has also affected the last remaining old growth forests in the
Baltic countries. A combination of incomplete mapping and lacking protection means that these
important habitats are also exposed to logging activities, even more so because older trees may be
classified as ‘ready to harvest’. Consequently, only small patches of such forests are scattered
across Estonia, covering a total of 46,700 hectares or 2% of the total forest area.>®
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Note: Tree cover loss >30% tree canopy. Estimates do not consider tree cover gain through replanting.
Source: Global Forest Watch (2021), “Dashboards”, viewed in March 2021.
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As illustrated in Figure 9 above, tree cover loss in natural forests has been continuously increasing
in Estonia and Latvia since 2013. Forests falling under the Natura 2000 network are not safe from
logging either.®” In Estonia, the Natura 2000 network covers around 380,000 hectares or 16.2% of
total forests. Nonetheless, data from the Estonian Environmental Board shows that between 2009
and 2018, logging licenses were issued for 82,411 hectares within the Estonian Natura 2000
network without an appropriate impact assessment. This surface equals 22% of the total network
area of the country. Under the EU Bird and Habitat Directives, any logging in Natura 2000 sites
require an assessment of the impacts on the habitats’ integrity.5®

Box 2

Natura 2000-protected zones in Estonia are managed under the Nature Conservation Act, which
implements the legally binding provisions of the 1979 EU Birds Directive and the 1992 Habitats
Directive.® The zones form a network of sites that is meant to ensure the long-term survival of
the most valuable and threatened species and habitats in the EU.®° The Natura 2000 designation
does not exclude all human activities, and most of the land remains in private ownership.®'

Under the EU’s Bird and Habitat Directives, appropriate impact assessment is required before
any logging can take place within Natura 2000 network sites.

In 2015, the Park Protection Rules were revised to allow clear-cutting in protected areas. Since
then, tree cover loss in Estonia's Natura 2000 areas proceeds at an increasing pace. Among others,
more than 100 hectares of forest have been logged in Haanja Nature Park on land owned by
Graanul Invest since 2016, compared to less than 20 hectares in the previous five years. Felled
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areas are replanted with small spruces, which count towards forest area. However, these young
trees will need decades before absorbing the same amount of carbon as the mature trees that
were felled. The Estonian Forest Resources Assessment shows that such “temporarily unstocked
or recently regenerated” forests have increased more than 20% since 2010.62

A recent analysis by the Estonian Fund for Nature and Estwatch based on government data
illustrates the effect of a lack of strict legal protection on valuable forest habitats. It found that
between 2008 and 2018, regeneration-cutting and deforestation notices were issued for a total
area of 5,575 hectares of inventoried protected habitats, of which more than 80% were issued
between 2015 and 2018. More than 1,600 hectares of protected forest habitats were indeed
logged during the ten years, more than half of which took place between 2015 and 2018. The
highest logging pressure was found for the forest habitat Western Taiga, which is categorised as a
priority habitat requiring special protection in the EU.

One enabling factor for the issuance of logging approvals is the fact that around 49% or 182,000
hectares of the forested area in Natura 2000 sites in Estonia has not been inventoried yet. It also
means that the forest loss figures in high-value habitats are likely underestimated.®®

Moreover, between 2011 to 2020, the logging restrictions in protected areas with forest habitats
were significantly more loosened rather than tightened. This development included for example
the permission of clear-cutting on areas between 0.5 and 1 hectare since 2015 in several Special
Areas of Conservation (SACs) falling under the Habitat Directive.%

Figure 10 illustrates logging on Graanul Invest land in Haanju Nature Park between 2015 and 2017.

Land owned
by Graanul
Invest

2011 Google Street View images show
bushes and trees densely populated

Estonia

May, 2017 July, 2015

Haanja Nature Park
EU Protected area

Source: VPRO (2020), “Money to burn”, viewed in March 2021.
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The question whether Dutch imports of wood pellets from Baltic states is driving
deforestation in these countries remains difficult to answer. However, the data presented
in the previous chapters raises concerns in relation to this role.

The then Dutch Minister for Economic Affairs and Climate Policy, Eric Wiebes, stated in 2019 that
the sustainability requirements in the SDE+ would ensure that forests supplying biomass must be
managed sustainably. Furthermore, sustainability criteria require the planting of new trees to
account for the CO, that is released from burning biomass. According to the Dutch government,
this approach will ensure to keep the CO; storage stable or to increase it in the medium term.®®
Furthermore, Wiebes in September 2020 pointed to the primary responsibility for forest policy of
the Member States themselves, meaning that it is primarily up to the Estonian government to
regulate forest management in the country.®®

The documentation from the Baltic region and the increasing forest loss rates raise concerns
regarding the extent to which the growing demand for wood pellets is increasing the pressure on
forests. In 2019, Graanul Invest alone exported wood pellets worth more than one € 100 million to
the Netherlands, carrying the necessary sustainability certificates. The company stated that it does
not separate the supply for the Dutch market from the rest, as explained by the head of
certification and quality of the company. Reportedly, Graanul decided to “have all biomass meet the
highest criteria”, so that the pellets can be “freely mixed”. According to information by Estonian
officials as well as Graanul Invest, complete trees from smaller forested areas fall under the same
product heading and can therefore be legally exported for use in biomass plants, despite
sustainability requirements set for the product.®’ A representative of the Netherlands Enterprise
Agency (RVO), which pays out the biomass subsidies on behalf of the Dutch government, was also
quoted as stating that clear-cutting is a 'harvesting method' that does not conflict with the
sustainability certificates of the Dutch government.%8

According to analysis of the 2020 use of biomass in Dutch energy facilities, the share of residues
and waste streams accounted with 92% for a significantly higher share than in the previous year.
This means in turn that 8% had to adhere to the Dutch sustainability requirements. The high share
of waste streams suggests that a direct link with woody biomass from clear-cutting has become
less likely. In addition, prices for wood use in other applications are higher than for woody
biomass. Nonetheless, the large volume of wood pellets produced and exported in Estonia in
combination with a lack of transparency on pellet supply chains leaves questions about the
underlying definitions and feedstocks open. High demand may increase the removal and use of
small trees or rotten wood that is not suitable for more profitable applications like building material
but still fulfil an important ecological role. Moreover, even if the Dutch market can indeed rely on
waste streams, the rapidly increasing volume of subsidised pellets imported by the Netherlands
and other European countries may nevertheless contribute to increasing pressure on remaining
forests. The creation of a lucrative market for residual products may indirectly incentivise logging
as higher revenues can be generated.
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