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‘Open doors in Japan’: Japanese wood chip, wood pellet demand expected to grow
June 10, 2020
By PJ Boyd

After the 2011 earthquake and disaster at the Fukishima nuclear plant, or “Higashi Nihon Daishinsai,” Japan had to
look for alternative sources of sustainable fuel and heating, such as wood pellets, chips and palm kernel shells
(PKS). As the world’s largest market for these materials, Japan represents a big opportunity for the bioeconomy.

To better understand the Japanese biomass market outlook and the opportunities it presents, on June 2, Canadian
Biomass and the Wood Pellet Association of Canada (WPAC) presented a free webinar in partnership with
FutureMetrics, sponsored by Player Design Inc., on Japan’s ongoing expected growth in the biomass power market.
Four hundred thirty-five people registered to hear Annette Bossler, senior market intelligence expert at
FutureMetrics, share insights into the market.

Bossler began by providing an overview of the Japanese power market, power grid, and renewable energy offtake
process. As old coal plants are phased out in Japan, the use of wood pellets, chips and PKS in co-firing plants is
expected to continue increasing, Bossler explained. Construction of new dedicated biomass power plants across
Japan is also expected to increase.

The first Japanese power plants using 100 per cent wood pellet fuel are expected to come online in the coming
years, which means demand for wood pellets will increase.

“Wood chips are here to stay,” Bossler added, thanks to high demand for the materials from other industries,
including the paper industry and particle/MDF manufacturing sector.

However, the number of 100 per cent PKS-fueled plants are decreasing because of sustainability challenges,
Bossler explained.

On a regional scale, Japan is interested in using biomass for building heat, she said. Municipalities in rural Japan
have shown interest and are looking into using biomass for heat and power. But this use of biomass is unlikely in
larger city buildings, so these municipalities are known as “Biomass Towns.”

Black pellets

In response to an attendee’s question about the demand for black pellets in Japan, Bossler explained that suppliers
with large pellet plants “would probably find a lot of interest with utilities that would want to switch, such as coal
plants.

“Based on communications that we’'ve had with different Japanese entities, they are very interested because you
could pile them outside like you could pile up coal,” she said. “I think that if there is a company that is ready to go,
they will find very open doors in Japan.”

When it comes to biomass power, there is a strong market in Japan, said Bossler.


https://register.gotowebinar.com/register/3941346071518852363
https://www.playerdesign.net/
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“These nuclear power plants will not go back online. The government is pushing utilities to use their infrastructure
for other generation sources.”

Outlook scenarios

After sharing this background information, Bossler took attendees through three possible demand outlook
scenarios based on FutureMetrics’ research. These outlooks are based on possible sways in Japan’s bioenergy
market caused by several factors, including the country’s Feed-in-Tariff (FIT) program, coal plant actions and
closures, new sustainability requirements, climate change mitigation and COVID-19.

Japan released efficiency requirements for thermal power generation plants in 2016. Although these requirements
are not strictly binding, this government plan was put in place to help increase plant productivity. Under these
requirements, it is recommended that all new coal-fired power plants’ heat efficiency be at least 42 per cent, with a
target of 44.3 per cent by 2030 (equivalent to so-called ultra-super-critical plants or the most advanced technology
available for commercial operation), Bossler explained.

Plants not meeting that threshold are encouraged to gradually ramp down operations. The targets are not binding
at this time, but the assumption is that most operators plan to comply, Bossler said.

Japan biomass fuel: scenario 1

In the first demand outlook scenario, Bossler shared a more conservative forecast.

“If we are on the conservative side and we look at the biomass power plant pipeline and some of the co-firing
pipeline, we are projecting that by 2025 you could look at nine million megatonnes (MT) annually of pellet supply
into Japan,” said Bossler.

She also highlighted that by 2025, demand for wood pellets could reach just under two million MT, while demand
for PKS could decrease to 542,000 MT per year from its current 1,560,000 MT per year.

Although at its current state, PKS is a well sought-after source for fuel, “we are projecting it to go down,” she said.
“This is with the assumption the sustainability requirements may not be as strictly enforced as of what it looked
like in December.”

PKS was first imported into Japan in 2009, when it first became clear that the waste product could be used as fuel.
The demand has been going up ever since; however, supply of PKS fuel is impacted by the production of palm oil,
which has been affected by the ongoing COVID-19 pandemic.

Japan biomass fuel: scenario 2

In the second scenario, FutureMetrics looked at the possibility of a market based on coal plants with the technical
capabilities to switch to a minimum of three per cent co-firing of wood pellets. With this minimum of three per cent
co-firing, this would bring demand for wood pellets up to 13 million MT per year by 2025, Bossler said.

This scenario would see a continued decrease in PKS demand with only 542,000 MT per year. Meanwhile, domestic
biomass demand would increase to 182,000 MT per year, and wood chip demand would reach just under 2,000 MT
per year.

In these first two scenarios, significant demand growth will be seen for industrial wood pellets but not for wood
chips because wood chips have a higher moisture content and lower energy density, as well as cost.

Japan biomass fuel: scenario 3
Bossler said the third scenario is the most realistic of the three. Many of the sub-critical and super-critical plants in
Japan are old and are expected to be phased out by 2030. This means total utility coal generation capacity will drop
from 27.8 gigawatts (GW) to 21.3 GWs.
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“So, if we say the old plants are really being phased out, but the remaining ones move to a three per cent co-firing
of pellets, you are still looking at 5.7-million tonnes [of wood pellets needed] per year by 2025.”

If plants that are currently more than 30 years old are assumed to shut down by 2030, then the total utility coal
generation capacity will drop from about 27.8 GW to about 21.3 GW.

Moving forward

The power market in Japan has been changing significantly since 2011, and although the power market reform will
soon come to its conclusion, Bossler believes that there will be changes happening within sustainability questions
and more. “It’'s a market that you have to watch,” she said.

Japanese markets have often been on the conservative side “so that they are achievable,” said Bossler. The targets
she says Japan has set are at 22 - 24 per cent renewable energy, but they are almost at that goal if you

acknowledge hydro power achievements into that combination, she explains.

“Biomass power has almost reached its target,” she says. “But, the question is, when Japan issues the new updated
energy strategy this summer, what will renewable targets look like? That’s what we’re all quite interested to see.”

A recording of the webinar can be found here.
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