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FOREWORD

This report is an upgrade of the previous review of the Baltic food supply chains, which
was conducted in 2003-2004 and published in March 2004. The Baltic countries have
been the members of the European Union for almost three years, and Fingrain decided
to reinvestigate the Baltic grain and oilseed sectors as part of the monitoring procedure
and international comparison, for which principles were set down in the National Grain
Strategy of Finland last year.

This report has two main objectives. One is to get a better understanding on the recent
developments and current status of the grain and oilseed sectors in our neighbouring
countries and to reflect it to the expectations, enthusiasm and anxiety, which had been
expressed on both the Baltic and Finnish sides before the major enlargement of the EU.
The other objective is a comparative future outlook, to make a comparison of the ten
year perspectives of the Baltic grain and oilseed sectors in order to predict the market
changes around the Baltic Sea.

The review of the EU experience and current situation was examined by the overview of
markets, output volumes and activities of the major players in each segment of the
supply chains. For the purpose of future outlook the predictions of commodity balance
sheets were used, since they exhibit concise information on the performance of the
entire grain or oilseed supply chain and they show the balance between supply and
demand sides.

The supply side consists of imports as well as domestic production of the particular crop,
based on the harvested area and average yield. The demand side consists of types of
use, such as various branches of industrial processing, seed, feed and exports. The
grain and oilseed balance sheets presented in this report can be directly matched to the
ones published on behalf of Finland in the National Grain Strategy in September 2006.

The report was prepared by MTT Economic Research on the order of Fingrain. The
development in the grain and oilseed supply chains are presented through an overview
on each segment, the agricultural input markets, agricultural production, grain and
oilseed processing industries and food retail markets.

The main sources of information were on-site interviews with local company managers,
industry experts, researchers and officials of authorities. Secondary information was
gathered from statistical institutes, business data sets, corporate information sources and
the internet. The final report is published in two languages, English and Finnish.

Finally, on behalf of Fingrain | would like to thank MTT Agrifood Reseach Finland, the author
of this report, Csaba Jansik and all those who provided their support for the writing of this
report both in the Baltic countries and in Finland.

| hope that this report would form a good basis for continuous cooperation and discussions

on the grain and oilseed sectors among the Baltic countries and Finland.

Seppo Koivula
commercial counsellor
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1. FOREIGN TRADE AND INVESTMENTS

1.1. Foreign trade

Before the EU enlargement an anxiety was expressed in Finland that Baltic foodstuffs
would flood into the Finnish market. The Baltic food supply chain report prepared for
Fingrain three years ago came to the conclusion that the Baltic accession would have
modest effect on the Finnish food imports.

Now, that the Baltic countries have been for almost three years in the EU, structural
trade figures verify that no dramatic changes occurred in the structure of food import.
The Finnish-Baltic food trade has expanded in both directions. The enlargement opened
new markets for Finnish food manufacturers in the Baltic countries at least as much as it
did in the other way.

In 2003, 0.9 % of Finnish agri-food import originated from the Baltic countries, which
increased to 2.5 % by 2006. Estonia’s share rose from 0.7 % to 1.7 %, while the share of
Latvia and Lithuania, albeit expanding, remained low in 2006.

At the same time, the share of Baltic countries in the agri-food export increased from
9.7 % to 12.3 %. Estonia was the third largest recipient of Finnish agri-food export after
Russia and Sweden and it has been the major destination among the Baltic countries for
the past years, its share increased from 7.8 % in 2003 to 10.3 % in 2006.

The value of Finnish agri-food import from the Baltic countries increased from 23
million in 2003 to 70 million in 2006. Simultaneously, the value of Finnish agri-food
export increased from 91 million to 136 million. Consequently, the balance of agri-
food trade remained almost the same, Finnish exports surpassed imports by 66-68
million in both 2003 and 2006.

The majority of agrifood foreign trade is made up by other product groups than cereals or
processed cereal products. Finnish exports to the Baltic countries primarily contain
beverages, confectionery and miscellaneous edible preparations. In addition to these,
meat, coffee, spices and sugar products are exported especially to Estonia.

Rapeseed has been a significant item within the import structure. Out of the 150
thousand tons of rapeseed and rapeseed cake, which were imported to Finland in 2005,
83 thousand tons or 55 % originated from the Baltic countries. Although the volume
decreased from the earlier year, total imports still amounted to 53 thousand tons in 2006.

Rapeseed or rapeseed cake is imported evenly from all Baltic countries. In 2006, most of
it, 25 thousand tons came from Estonia, while 18 thousand tons originated from Latvia
and 10 thousand tons from Lithuania. The proportion of rapeseed and rapeseed cake in
the value of Finnish agrifood imports was 31 % in 2005 and 20 % in 2006.

Besides oilseeds, beverages make up a notable product group of imports from Lithuania,
while from Estonia mostly milk, dairy products, fish and miscellaneous edible
preparations are imported.
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The trade of grain and processed grain products between Finland and the Baltic
countries has stayed rather low even subsequent to their EU accession. Grain has not
imported from the Baltic countries in considerable amounts, except for 14 thousand tons
last year, which accounted for 10 % of total Finnish grain imports. Finland has practically
not exported grain to the Baltic countries between 2003 and 2006.

Foreign trade of Finland, Cereals (CN-10)*, 2003-20 06

2003 2004 2005 2006**
Value Volume Value Volume Value Volume Value Volume
mill. 1000 t mill. 1000 t mill. 1000 t mill. 1000 t
Import
Total to all countries 37.2 166.7 42.3 166.7 28.5 137.1 321 145.3
Estonia 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2
Latvia 0.8 6.0 - - 0.4 34 14 9.9
Lithuania 0.0 0.2 - - - - 0.5 4.0
Export
Total to all countries 60.5 509.2 53.9 493.3 42.3 383.1 64.5 475.2
Estonia 0.0 0.1 0.5 3.7 0.0 0.0 0.0 0.2
Latvia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Lithuania - - - - - - 0.4 3.3

Source: Customs Board of Finland. Notes: * CN-10 “Cereals” include wheat, rye, barley, oats, maize, rice, sorghum, buckwheat
and other cereals. “-“ means no trade at all; “0.0” means that the value is under 50 thousand or the volume is under 50 tons.

Foreign trade of Finland, Processed cereal products (CN-11)*, 2003-2006

2003 2004 2005 2006**
Value Volume Value Volume Value Volume Value | Volume
mill. 1000 t mill. 1000 t mill. 1000 t mill. 1000 t
Import
Total to all countries 13.9 29.4 14.4 28.5 235 55.8 22.2 50.5
Estonia 0.0 0.1 0.2 0.8 0.8 3.8 1.1 5.2
Latvia - - 0.0 0.0 0.1 0.5 0.0 0.0
Lithuania 0.1 0.2 - - 0.1 0.5 0.1 0.6
Export
Total to all countries 47.2 136.4 43.2 136.2 33.4 115.5 39.4 137.2
Estonia 2.7 8.3 2.6 9.2 1.7 55 3.0 11.7
Latvia 1.3 4.0 0.1 0.1 0.1 0.2 0.1 0.2
Lithuania 1.2 4.0 0.3 0.6 1.2 4.3 0.4 0.9

Source: Customs Board of Finland. Notes: * CN-11 includes the products of the milling industry such as flour, meal, powder,
flakes, granules and pellets of cereals, malt, starch, inulin and wheat gluten. It also includes the flour, meal, powder, flakes of
potatoes and dried leguminous vegetables. “-“ means no trade at all; “0.0” means that the value is under 50 thousand or the
volume is under 50 tons.
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Flour makes up most of the trade with the Baltic countries in the group of processed
cereal products. Imports from Estonia rose in 2005 and reached 4.6 thousand tons in
2006, or 9 % of total imports in the CN-11 group. Only small shipments have been
bought from the other two countries. Finnish export stopped to Latvia and became
occasional to Lithuania after the accession, but continued steadily to Estonia.

1.2. Foreign Direct Investments (FDI)

The Baltic countries have attracted notable FDI into their agri-food sector. Concerning
the food supply chains, most FDI arrived to the processing and trade segments. Food
industry, namely the confectionery, tobacco and beverages sub-sectors were the first
fields to receive significant investments from abroad as early as in the first half of the
1990s.

FDI started to flow into the large first-stage processing industries, such as dairy, meat,
grain processing and sugar industry much later, after the 1998 Russian crisis. Foreigners
acquired about 57 % of the total food industry capital in Estonia, 34 % in Latvia and 33 %
in Lithuania by the beginning of 2005.

FDI started to flow into the trade sector in the second half of the 1990s. Investments into
the agricultural input supply and retail trade sectors originated primarily from the Nordic
countries. Trading companies strive for being present in all three countries as they
consider the Baltic market as a whole entity. It is hard to measure the FDI penetration
levels in the agricultural input markets because of the diverse scope of products and
services of the suppliers. Foreign chains are estimated to account for nearly 40 % in total
retail sales in Estonia, 45 % in Latvia and only about 20 % in Lithuania.

Agriculture was long the only segment in the food supply chain, which did not attract
notable foreign investments. This was attributed to the moratoria on foreigner's
agricultural land purchase and a general reluctance to enter the sector in a deep
structural crisis.

Agriculture became an increasingly popular target of foreign investments after the
accession of the Baltic countries in 2004. Several dairy and pig farms have been recently
acquired by foreign farmers or companies. About 20 dairy farms are estimated to be in
foreign — among others Finnish, Irish, Dutch and British — ownership in Estonia and a few
large pig farms have been purchased in Latvia and Lithuania. Dutch and Danish farmers
have shown the biggest interest in the pig sector. Nevertheless, foreigners have
concentrated mostly on the livestock sector while relatively low interest has been shown
towards the crop production sector.
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2. AGRICULTURAL INPUT MARKETS

The agricultural input industry consists of a few major chemical companies, fertiliser and
mixed NPK manufacturers primarily in Estonia and Lithuania. In all the Baltic countries
agricultural machinery production is negligible and limited to the manufacture of small
auxiliaries, trailers etc., large equipment is entirely imported. Domestic seed production
has been developed mostly in Latvia and Lithuania by a few small dynamic producers.
Certified seeds are also purchased from abroad and most of varieties used in grain and
oilseed production are foreign.

The market of agricultural input supply has gone through a major rearrangement for the
past 15 years. The earlier central machinery and chemical distribution networks
disaggregated into their district branches in the 1990s. Many of them went out of
business and the gap was gradually filled in by newly established domestic companies
which imported agricultural inputs and represented foreign machinery manufacturers.
The new small companies often concentrated in one product group.

The market changed substantially with the arrival of the foreign-owned agricultural input
suppliers in the second half of 1990s. They established a network and provided wide
ranges of input products such as, chemicals, seed and machinery as well as offered help
with financing. As a result, they gained dominant positions on the Estonian and Latvian
markets. However, they proceeded cautiously to Lithuania and entered it as late as in the
early 2000s, by which time Lithuanian agricultural suppliers had established their national
networks and adapted the same concept, i.e. offered diverse products and services to
farmers.

There is a core group of agricultural producers, which have grown in size and become
more professional and conscious in their decisions in all the Baltic countries. EU
membership has accelerated the concentration of the clientele. Nowadays, the major
agricultural input suppliers provide the farmers with full range of inputs including
fertilisers, pesticides, seed, feed and machinery as well as services such as technical
assistance, logistics, financial arrangements and grain and oilseed procurement. They
have usually established a network of regional trade and service centres or regional
offices in order to ensure an adequate geographical coverage and to be close to the
customers. Foreign-owned chains have preserved their dominance in Estonia and Latvia,
but compete with several equally strong domestic suppliers in Lithuania.

It is still a common practice throughout the Baltic countries that agricultural input
suppliers “pre-finance” crop production, i.e. they sell the inputs for credit and farmers pay
with their crop after harvest. The main reason for this, besides the reluctance of the
banking sector to provide the farmers with revolving credit, is a way of binding the
customer to the same input supplier. Companies have realised the profitability of grain
and oilseed trade, especially that of exports, which fact has maintained a high motivation
to the pre-financing system.

Although the banking sector has not typically offered revolving credit to farmers,
commercial banks have increasingly financed the large construction and equipment
investments of agricultural producers. SAPARD subsidies in the pre-accession period
and the current subsidies of the EU structural funds reinforced the trust of the banking
sphere in agricultural investments.



The major companies in the manufacture and trade of

Company

Achema
Kesko Agro
Lifosa

Arvi grup

Linas Agro
Kemira GrowHow

Agrokoncerno Grup
Litagra group

Lytagra group
Nitrofert
C. Olsen Baltic

Kemira-Lifosa
Farm Plant Eesti**

Ivabalt

M.T.Z. Serviss
Latagra

S klos agrofirma
Taure

A.Tammel
Verento (Fertimix)

Sources: : Aripaev, T6stus oktober 2006; Viron Oikeusministerion yritysrekisteri; Dienas bizness, Top 500 Latvijas liel kie uz

Company profile

operation

manufacture of fertilisers and chemicals Lithuania*

diverse agricultural inputs and services, grain and oilseed trade pan-Baltic
manufacture of fertilisers and chemicals Lithuania

fertilisers, pesticides, feed, seed, technical assistance, waste management, Lithuania

sugar processing
agricultural input supply, grain and oilseed trade, biodiesel production

diverse agricultural inputs and services pan-Baltic
trade of fertilisers, agricultural machine(y and products, agricultural production, Lithuania
grain and oilseed trade
fertilisers, pesticides, seed, veterinary preparations, feed, technical assistance Lithuania
agricultural machinery, services, pilot farm Lithuania
manufacture of fertilisers and chemicals Estonia
agricultural machinery Lithuania
manufacture of fertilisers and chemicals Lithuania
manufacture of fertilisers and feed, agricultural input supply Estonia
agricultural machinery Lithuania
agricultural machinery Latvia
fertiliser trade and supply Latvia
seeds and fertilisers Lithuania
agricultural machinery Estonia
agricultural machinery Estonia
manufacture of fertilisers Estonia

Main country of

Lithuania, Latvia

agricultural inputs in the Baltic countries

Ownership

Lithuanian
Finnish
Russian

Lithuanian

Lithuanian
Finnish-Danish

Lithuanian

Lithuanian
Lithuanian
Estonian
Lithuanian
Finnish

Swedish-Danish-
Norwegian

Lithuanian
Latvian-Belarus
Latvian
Lithuanian
Estonian
Estonian
Estonian

Sales in
million 2005

270.9
243.0
174.9

129.5

122.7
115**

100.8

89.0
81.0
47.2
43.7
40.6

23.9

12.8
12.0
9.4
49
8.6
7.3
5.9

mumi 2006; Lursoft:in yritysrekisteri; Verslo inio s Top 1000

Did iausios Lietuvos bendrov s 2006. * Agrochema, the subsidiary established for sales and marketing covers all Baltic countries and North-East Poland. ** Sales concerning the Lithuanian
subsidiary is estimate. *** The Danish and Swedish owners established Scandinavian Farmers in 2006, which strives for a pan-Baltic presence in the market of diverse agricultural input supply.
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3. GRAIN SUPPLY CHAIN

3.1. Grain production

Two main types of farms have evolved in the Baltic agriculture since the reforms in the
beginning of the 1990s.

(1) Family farms started usually as small production units and some
have gradually expanded either by purchasing or renting additional
area. Expansion has required open-minded, risk taking and
entrepreneurial attitude from the farmers, and many family farms
with these characteristic features managed to achieve the size of
hundreds of hectares.

(2) Agricultural companies form the other type of farms. They are the
successors of previous state farms and production cooperatives,
which were privatised and transformed to joint stock companies and
are currently owned by one or a few private people. The agricultural
companies are large units, which often have several buildings and
cultivate several hundreds hectares of land with efficient machinery.
They tend to have mixed production (engaged in several crop and
livestock production branches) and employ external labour force.

Although agricultural companies still tend to be larger, they are not at all superior to the
success group of family farms in terms of efficiency. In fact, many agricultural companies
quit production in the badly hit years of the crisis. Their number has constantly
decreased e.g. in Latvia and Lithuania even during the recent years and only the well-
managed companies have survived. The dynamic family farms and most agricultural
companies can be considered to belong to the group of professional farms, which
constitute the core of cereal production, as described in the classification below.

The land restitution resulted in a fragmented farm structure in the beginning of the 1990s
and it has been constantly concentrating ever since then. Currently, cereal farms can be
roughly divided into three typical groups based on their farm size:
1. Professional farms. A strengthening group of professional cereal farms
has emerged over the recent years, which cultivate hundreds of hectares,
apply modern technology, is perceptive to the modern agronomic and
management techniques and is concerned to market the crop in the best
possible way. These usually include the large agricultural companies and
the growing private family farms. Generally farms with over one hundred
hectares can be classified into this group.
2. Prospective farms. The group cultivating 10 to 100 hectares still include a
lot of good prospective farms, which will potentially develop to become a
professionally managed holding in the future. However, this group also
contains many, which would not grow or may even give up production in
the future.
3. Small-scale farms. Cereals cannot be produced efficiently under
10 hectares, these farms usually have livestock for which they produce
cereal. Outdated, labour intensive technology and small-scale equipment
is used in the production process. The purpose is often home supply.
There is little chance to expand and get into the professional farm
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category from this group. The number of these small-scale cereal
producing farms will quickly decline in the next ten years.

Changes in the number of farms and in the distribution of land demonstrate the rapid
concentration process of cereal farms in all Baltic countries. The number of farms halved
in Estonia and decreased by one-third in Latvia in just four years from 2001 to 2005.
Most of the decrease occurred in the smallest farm category. At the same time 150-300
new farms emerged in the largest size category.

By 2005, the large farms and middle farms with prospects to expand, i.e. usually those
having over 50 hectares of cereal amounted to about 1 000 in Estonia, 1 500 in Latvia
and 2 600 in Lithuania. Out of total cereal area these farms accounted for 78% in
Estonia, 63 % in Latvia and 46 % in Lithuania. Commercial grain production will greatly
rely and continue to concentrate on these few thousand farms in the future.

Cereals have become popular due to the export opportunities in Latvia and Lithuania,

where their area has recently increased to over 0.5 and 1 million hectares, respectively.
Total area has remained under 0.3 million hectares in Estonia for several years.

Number of cereal farms and cereal area by farm size  groups between 2001 and 2005

Estonia Latvia Lithuania

Number of cereal farms
2001 2005 2001 2005 2003 2005

under 10 ha 17 190 7 422 56 623 37 485 184 573 170 369
10-100 ha 3465 2391 6 870 4 880 10 967 11 745
over 100 ha 479 603 590 837 963 1250
Total 21134 10 416 64 083 43 202 196 503 183 364

Estonia Latvia Lithuania
Cereal area (in 1000 ha)

2001 2005 2001 2005 2003 2005

under 10 ha 39.4 20.2 111 80 298.6 335.6
10-100 ha 87.7 70.1 170.8 139.5 277.4 302.7
over 100 ha 146.5 193.5 161.3 249.1 288.6 377
Total 273.6 283.8 443.1 468.6 864.6 1015.3

Sources: farm structure surveys, Statistics Estonia, Central Statistical Bureau of Latvia, Statistics Lithuania

The effect of common weather conditions, i.e. conditions in the crop season and
harvesting time have apparently a great effect on average yields, throughout the Baltic
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countries. Yields have fluctuated in the same direction, but the amplitude has been the
highest in Lithuania. It is most prominently embodied in the sharp drop of 2006 crop after
several years of constantly high yields. Total production fell last year in all three countries
compared to the record production in 2005.

Total cereal area, average Yyield and production in 1995-2006

1995 | 1996 | 1997 | 1998 | 1999 2000 2001/ 2002 2003 | 2004 | 2005 | 2006

Estonia
Area (1000 ha) 304 289 327 354 321 329 274 259 263 261 282 274
Yield (t/ha) 1.7 2.2 2.0 1.6 1.3 2.1 2.0 2.0 1.9 2.3 2.7 2.2

Production (1000 t) 514 629 651, 576| 402| 697| 558| 525, 506, 608 760, 606

Latvia
Area (1000 ha) 408 | 446| 483 | 466, 416| 420| 444 415 429| 437 469 512
Yield (t/ha) 1.7 2.2 2.1 2.1 1.9 2.2 2.1 25 2.2 2.4 2.8 2.3

Production (1000 t) 689 961| 1035 959, 783| 924 | 928 1029| 932| 1060 1314 1159

Lithuania
Area (1000 ha) 1027 | 1079 1162 | 1108 1013 980 936 918 865 879 956 | 1016
Yield (t/ha) 1.9 2.4 2.5 2.5 2.0 2.7 2.5 2.8 3.0 3.3 2.9 2.0

Production (1000 t) | 1907 | 2615 | 2945 | 2717 | 2049 | 2658 | 2345| 2539 | 2632 2859 2811 | 2049

Sources: Statistics Estonia, Central Statistical Bureau of Latvia, Statistics Lithuania. Note: 2006 figures for Lithuania are
preliminary and may be revised.

3.2. Grain trade and logistics

Cereal production has surpassed domestic demand in Latvia and Lithuania in the 2000s,
so that grain exports boosted to 0.5 million tons in Latvia and 1.3 million tons in Lithuania
by the crop year of 2005-2006. Exports accounted for 38 % in total Latvian and 45 % in
total Lithuanian production.

Several trading companies have taken advantage of the export opportunities of such
large volumes. The large agricultural input suppliers had easy access to grain due to the
pre-financing contracts made with farms. Besides processors, the milling, feed and malt
companies, an increasing share of grain has been purchased by trading companies. The
largest buyers are Kesko Agro and Kemira GrowHow in all three countries, Linas Agro in
Latvia and Lithuania and Agrokoncernas in Lithuania. The purchased volumes have risen
fast, most rapidly in Lithuania where they reached almost two-thirds of total grain
production by 2005.

10
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Processors have the largest storage capacity, mostly inherited from the previous system.
Total storage capacity of the processing and trading companies is estimated to amount
to about 1.6 million tons in Lithuania, 0.6 million tons in Latvia and 0.4 million tons in
Estonia. Approximately 10-20 % of it is recently built or renovated capacity.

Processing enterprises use the storage capacity primarily for their own purposes, but
they also rent storage space to grain trading companies. The large excess capacity of
processing tightened the market situation and several processors have given up the
production of flour and feed. At present, they provide grain drying, cleaning and storing
services to trading enterprises. They charge a monthly fee for storage and a fee for
taking the grain in and out of the silo.

Agricultural producers also have their storage capacity, the majority of which dates back
to the time of state and collective farms. Nevertheless, farmers have built up new grain
storage and drying capacity often with the assistance of EU support. There are no
statistics on the storage capacity at farms, but local experts estimate that farmers would
have as much as 0.2 million tons in Estonia, 0.3-0.4 million tons in Latvia and
0.6-1 million tons in Lithuania.

Farmers started to take advantage widely of their increased storage capacity last
autumn. They held a notable part of the crop back in anticipation of higher prices in the
winter. Furthermore, as crop in 2006 was notably lower than in 2005, a relative scarcity
of grain evolved on the market and processors entered into a fierce competition for raw
material with the grain trading companies.

Processors lack sufficient volumes of good raw material despite the production contracts
with farmers. The contract discipline is still rather low. Many farmers, especially those,
who have their own storage capacity, procrastinate the sales of grain in order to decide
later, whether it is more profitable to sell to exporters or processors. The intermediary
and grain trading companies have controlled grain procurement and also managed to
determine the price level.

3.3. Grain prices

Grain prices have recently risen to a record high level and with the exception of food
wheat even over the 2003-2004 winter level. This is obviously in line with the general
price increase elsewhere in Europe. The lower crop further exacerbates the state of
processors in the Baltic markets.

Prices rose sharply in the autumn and there has been no sign of decrease at least in
Lithuania, where 2006 crop was only about two-thirds of the previous record year. The
prices of food wheat grow to 140-150 /ton by the end of 2006, but turned to decline
afterwards in Estonia and Latvia.

Feed barley and food rye prices also rose the most in Lithuania, where they cost already
10-20 % more than in Estonia and Latvia in the beginning of 2007.

The price of food oats increased moderately and reached 126 /ton in Lithuania by

January 2007. It stood at 122 /ton in Estonia and only 100 /ton in Latvia at the end of
2006, while feed oats prices were as low as 80-85 /ton in Estonia and Latvia.
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3.4. Grain processing

The grain processing industry of each Baltic country used to contain tens of companies,
which were engaged in both milling and feed production in the 1990s. Since then many
companies have given up grain processing. They ended up using the only worthwhile
asset, the storage capacity to provide storage, cleaning and logistic services to farmers
and grain traders.

Indicators of the milling industry in 2000-2005

2000 2001 2002 2003 2004 2005
Estonia
Number of enterprises 23 24 21 19 15 11
Number of employees 316 255 233 158 131 7
Total sales revenues (mill. ) 8.9 10.4 16.9 13.8 15.9 14.2
Latvia
Number of enterprises 46 22 23 27 30 32
Number of employees 1100 933 867 781 803 812
Total sales revenues (mill. ) 52.5 51.0 50.3 55.8 60.4 66.5
Lithuania
Number of enterprises 34 39 40 38 33 32
Number of employees 1827 1595 1219 1037 1028 917
Total sales revenues (mill. ) 39.1 38.1 35.0 40.6 52.0 56.3

Sources: Business Registry, Estonian Ministry of Justice; Central Statistical Bureau of Latvia; Statistics Lithuania.

Indicators of the feed industry in 2000-2005

2000 2001 2002 2003 2004 2005
Estonia
Number of enterprises 16 15 18 20 18 17
Number of employees 192 210 243 301 293 231
Total sales revenues (mill. ) 19.8 24.2 335 34.3 38.2 38.5
Latvia
Number of enterprises 13 12 13 13 12 12
Number of employees 392 465 437 470 471 496
Total sales revenues (mill. ) 20.4 32.1 31.4 28.0 32.2 34.6
Lithuania
Number of enterprises 13 12 19 21 18 20
Number of employees 1660 1598 1331 1709 1619 1376
Total sales revenues (mill. ) 106.5 129.8 1425 185.2 185.4 169.0

Sources: Business Registry, Estonian Ministry of Justice; Central Statistical Bureau of Latvia; Statistics Lithuania.
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Due to the fact that grain processors are often involved in both milling and feed
manufacturing, it is frequently problem for statisticians to categorise the individual companies
into one or the other industry. Fluctuations in total sales of the industries may stem from the
fact that records for some companies are moved to the other industry according to the
changes of corporate production structure. This classification discrepancy may lead to
contradictory results in the international comparisons of one particular industry. Therefore,
only the combined figures of milling and feed industries result in comparable sales revenue
statistics among the three countries.

The sales revenue figures of the export-oriented pet food manufacturer, which uses meat
and offal as raw material, was excluded from the Lithuanian feed industry statistics in the
above chart. The estimated fertiliser sales of the largest Estonian feed manufacturer
were deducted similarly. Hence, the figures in the comparative chart contain only the
sales revenues originated from grain processing. As a reference, sales revenues totalled
226 million in the Finnish milling industry and 491 million in the feed industry in 2005.

The Baltic milling industries have substantially concentrated over the past ten years. Of
the major flour producers only Tartu veski survived in the Estonian milling industry. The
structure stayed slightly more disperse in the other two countries, where milling
industries include two large mills and a few middle and small-scale ones. Dobeles
dzirnavnieks and R gas dzirnavnieks dominate the flour production in Latvia, while
Kauno gr dai and Malsena are the largest flour manufacturers in Lithuania.

The main middle-scale flour producers are R zeknes dzirnavnieks in Latvia and K daini
gr dai and Joniskio gr dai in Lithuania. Additionally, there are small enterprises, which
specialise in the production of high value added cereal foodstuffs, such as special flour
mixes, groats and flakes. These companies are e.g. Balti veski and Sangaste linnas in
Estonia or Galintos grudai and Fasma S.Krivicko | in Lithuania.

15



MTT Agrifood Research Finland Baltic Grain and Oilseed Supply Chains

The major milling, feed and other grain processing companies
in the Baltic countries in 2005.

Sales revenues

Company Country Profile (in million ) 2005
Mars Masterfoods Lithuania pet food 95.3
Kauno gr dai Lithuania flour, feed, pet food 48.8
Dobeles dzirnavnieks Latvia flour and feed 30.2
Malsena Lithuania flour and starch 28.7
Kretingos gr dai Lithuania feed 26.3
Farm Plant Eesti Estonia feed and fertilisers 23.9
R gas dzirnavnieks Latvia flour 19.1
R gas Kombin t s Lopbar bas R pn ca Latvia feed 145
K daini gr dai Lithuania flour, feed, pet food 13.4
Viking Malt Lithuania malt production 12.3
Tartu veskid Estonia flour 10.6
Saldus lab ba Latvia feed 7.7
Daugavpils Dzirnavnieks Latvia flour and feed 7.5
Valjala S66datehas Estonia feed 5.4
Tukuma straume Latvia feed 4.6
Eesti viljasalv Estonia grain storage 45
Joniskio gr dai Lithuania flour, feed 4.5
Baltic Feed Latvia feed 4.0
R zeknes dzirnavnieks Latvia flour 3.6
Jonavos gr dai Lithuania grain reserves 2.7

Sources: Aripdev, To6stus oktober 2006; Viron Oikeusministerién yritysrekisteri; Dienas bizness, Top 500 Latvijas liel kie
uz mumi 2006; Lursoft:in yritysrekisteri; Verslo inio s Top 1000 Did iausios Lietuvos bendrov s 2006.

Concentration in the feed industries has been less pronounced, there are still a few
considerable feed manufacturers in each country. The relatively high level of feed
production in Estonia is probably the consequence of the concentrated livestock farm
structure, where the farms tend to use more purchased compound feed than in the
neighbouring countries. The compound feed market has rapidly expanded in Latvia and
Lithuania, where the share of purchased feed use in the livestock sectors started from a
lower level.

The compound feed production figures also contain the output of those large livestock
and poultry farms, which have their own high-volume industrialised feed production,
although it does not enter the feed markets. Some of these large companies are Tallegg
(poultry) and Ekseko (pig) in Estonia, Balticovo (egg) in Latvia and Vievio paukStynas
(poultry) and Krekanavos pasarai (pig) in Lithuania.
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Vertical integration has been important means of efficiency improvement in the Baltic
feed —meat production — slaughtering — meat processing chain. In Estonia, the chain has
been integrated from the end of meat processing as the example of the two largest
integrations verify. Additionally several smaller livestock farms set up bought feed
production and meat processing units.

Although vertical integrations initiated by a meat processor or a farm also occur in Latvia
and Lithuania, it is more typical there that the leading feed manufacturers get hold of
some of their largest clients, usually pig and poultry farms, in order to secure their
market.

The largest manufacturers, which produce compound feed for the market are Farm Plant
Eesti and Valjala s60datehas in Estonia, Rgas Kombin t s Lopbar bas R pnca,
Dobeles dzirnavnieks, Saldus lab ba, Daugavpils dzirnavnieks and Tukuma Straume in
Latvia, and Kauno gr dai, Kretingos gr dai, K daini gr dai and JoniSkio gr dai in
Lithuania. Additionally, Baltic feed, a subsidiary of Suomen Rehu specialise in the
menufacture of premixes, feed concentrates and additives.
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Sources: national statistic institutes and industry sources.

There are two malt companies in the Baltic countries, both operating in Lithuania, Viking
Malt and Maltosa. The malt demand of the Baltic states is about 110 thousand tons, of
which 85 thousand tons can be produced in Lithuania, the rest is imported e.g. from
Finland. The Baltic market for beer is anticipated to be stable, a steady growth of 3-5 %
is projected, although the increase may slow down in a few years.
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3.5. Bioethanol production

Bioethanol is presently produced in Latvia and Lithuania, where ambitious plans aim to
expand the current production levels. Production of bioethanol in Latvia was started by
SIA Jaunpagasts Plus in lecava in 2004. Presently the company considers constructing a
new factory in Jelgava, which would double the capacity. SIA Lako has plans to start the
manufacturing of bioethanol in the near future, but the status of the project is not clear.

In Lithuania Stumbras distillery started the production of bioethanol (dehydrated ethyl
alcohol) in April 2004, In December 2005, the company detached the bioethanol plant
and established an individual enterprise, AB Biofuture, which is planning to double the
production capacity by 2008. Arvi cukrus is considering setting up a bioethanol plant in
2007, which would use primarily the side products of sugar manufacturing or later on
sugar beet. The estimated ethanol output of the facility would be 16 thousand tons, of
which 30 % would be produced of sugar beet and 70 % of rye.

Bioethanol manufacturers in Latvia and Lithuania

Production capacity

Processor Country (thousand tons of bioethanol) Status
Jaunpagasts Latvia 9-11 operqted since 2004

(20) expansion plans by 2009
Biofuture | - Lithuania 0 expansion plans by 2008
Arvi cukrus Lithuania 16 plans for opening in 2007
Lako Latvia 10 pending

Source: Latvian Ministry of Agriculture Lithuanian Institute of Agrarian Economics, press articles. Note: * additionally by-product
of sugar processing or sugar beet would be used as raw material.

3.6. Projections of grain production and grain use

Estonia

Estonia’s liberal foreign trade policy in the 1990s had considerable effect on the
operation of grain supply chain. The policy lacked market support measures, which fact
was detrimental to grain production.

The Estonian milling industry has substantially concentrated in the recent years. Milling is
not a very profitable business elsewhere in Europe, either, unless it is done in units
which are large enough to utilise economies of scales. The size of Estonian market can
practically allow the existence of one mill and this is where the market situation has
evolved to by 2006.
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The feed industry is also rather concentrated already. The market leader has expanded
through company acquisitions. Feed use may increase in the future especially in those
milk farms that are geared to improve efficiency and raise average milk yield per cow
with better breeds and better inputs. Compound feed use may increase slightly also in
the pig and poultry sectors.

Although the financial conditions of domestic grain producers have improved in the EU,
Estonia will most likely remain at least partly dependent on foreign grain in the next
years. Self sufficiency is expected to increase from the previous low levels to over 90 %
in the next ten years.

Cereal production is expected to increase both because of bringing additional area under
cereal production and because of yield improvements. A great deal of area is available
from currently unused land and from pasture. Total cereal production is anticipated to
increase up to 716 thousand tons by 2015.

Primarily barley and rye and to a smaller extent oats and wheat would contribute to the
increase. Barley production will be driven by stable feed demand and some exports. Rye
production will go up to 50 thousand tons due to an increase in area, stable food rye
prices are estimated to preserve the popularity of rye among farmers. The increasing rye
production will be used for food and alcohol gradually offsetting part of the imports.

Feed use is expected to be slightly growing in line with the growth perspectives of the
livestock sectors. It would reach 500 thousand tons in 2015 from the current 480
thousand tons. Food use is also projected to grow slightly resulting from the combined
effects of a modest growth in flour production and a more prominent increase in the
demand for other food products. Total cereal use for food may be over 120 thousand
tons in 2015.

Alcohol production, primarily of rye, is expected to rise, but this projection does not
include any bioethanol production. Although there may be several projects in the
planning phase, no investment decisions have been made as of yet. It is likely that the
demand for bioethanol production could be as high as 200 thousand tons of grain
provided at least one major project is implemented. The most probable raw material is
going to be rye or wheat.

Latvia

Projections show an overall increase of cereal production in Latvia. A structural
realignment is anticipated among grain types. Wheat and barley is predicted to increase
its share on the expense of oats, while the production of rye is projected to be stable,
slightly growing.

The opportunities for bioethanol production are most adequate for wheat and secondly
for rye and triticale. In this scenario, the joint alcohol and bioethanol production would
need about 100 thousand tons of cereals in Latvia by 2015. The distribution of the use
among the certain grain types will depend on the prices.

A sound increase is predicted for feed use, assuming the balanced increase of livestock
and poultry sector. The Latvian pig sector has struggled with structural and efficiency
problems for a long time. Yet, there has recently been some indication of improvement,
which supports the forecast of increase.

20



MTT Agrifood Research Finland Baltic Grain and Oilseed Supply Chains

thousand tons
1600

O Decrease in stocks
0O Imports
O Production

1500 +

1400 +

1300
1200 -
1100 -

13@

600 1159 10s1] 071 1103 |1127] 1149 [1170] |1191 1211

400783

300 |

200 1

100

0

o P N ™ < [Te) © ~ e [o2] o - N [32] < n
o o o o o o o o o o - - — — — —
S ¢ g ¢ <9 <9 9o o 9o o J d 4 4 o d
(2] o - N ™ < [T} (o} ~ [eo) (2] o — N [32] <
[e2] o o o o o o o o (=] o — P P b I
[&] o o o o o o o o o o o o o o o
— N N N N N N N N N N N N N N N

Total cereal supply in Latvia in 2000-2015

thousand tons

1600
O Increase in stocks

1500 - O Exports ’ﬂ‘
O Seed

1400 7 B Industrial use (malt)

1300 | O Alcohol/bioethanol
0O Gross food use

1200 - O Feed use

1100

1000

500 ] / \ / \//

400

07 28 575 548|558 E?E E&] E@ E@ E%]
2 B4 B g BB o) ] B

200

100 |
0
o - N [s2] < Lo © ~ [¢0) [o2] o — N ™ < n
s &8 & & ¢ ¢ & & & & =& g T g o g
[e2) o b N [s2] < [Te] © N~ [eo) (2] o — N ™ <
(%] o o o o o o (=] o o o b= b P b b
(2] o o o o o o o o o o o o o o o
— N N N N N N N N N N N N N N N

Total cereal use in Latvia in 2000-2015

21



MTT Agrifood Research Finland Baltic Grain and Oilseed Supply Chains

Total cereal production is estimated to stabilise over 1200 thousand tons by 2015.
Approximately 8-10 % of the production would be surplus and available for sales on
export markets, but if bioethanol production needs more raw material, it can increase on
the expense of grain exports.

Lithuania

The Lithuanian total grain production has been steadily expanding over the past few
years. The sharp drop in 2006 can be considered the outcome of adverse weather and
harvesting conditions, which have occurred once in every 5-6 years in Lithuania. Total
cereal production is expected to reach 3 million tons by 2015 from the level of 2.8 million
tons in 2005.

Grain exports have grown at an astonishing speed and reached their peak at 1.26 million
tons in the 2005-2006 crop year. Exported volume is expected to fall back, partly
because 2006 crop is much lower then in the previous year. On the long run, however,
the rapidly growing domestic demand will be the main reason for the decline of exports.
During the next five years demand will grow substantially in several processing branches
or, in fact new processing branches will emerge.

Rising demand is expected in feed use, alcohol production and malt industry and real
dynamic increase is forecast for wheat starch and bioethanol production. It is likely that
the rapidly growing domestic demand will trim down the so far large grain surplus of the
country and the volume available for exports will diminish to a fraction of the 2005-06
record level to about 100 thousand tons by 2015.

The increase of feed use is attributable to the favourable perspectives of the livestock
production, particularly in the pig and poultry sectors. Feed use is going to be higher both
in feed industry and on farm. Feed manufacturing companies will prefer wheat and barley
as the main type of raw material, while farms may use additionally their own produce of
oats and triticale.

Milling industry is predicted to be quite stable in the next ten years. The consumption of
wheat and rye flour is not expected to grow, but latest trends and health consciousness
suggest opportunities of slight growth in consumption of special flour mixes, groats and
cereal flakes.

Malt barley production has clear chances for growth. Malt is manufactured only in
Lithuania within the Baltic countries. The stable beer markets and growing consumption
is anticipated to prompt a major capacity expansion around 2010-2012.

Starch production will start in 2007, once the instalment of the processing line at the
largest mill is completed. Raw material will be wheat and production is expected to
generate demand for as much as 200 thousand tons of wheat by 2015.

Alcohol is currently manufactured of rye, which is presumably also the source of raw
material for distilling as far as human consumption is concerned. However, wheat and
triticale are considered the best choice of raw material for bioethanol production. The
current two bioethanol manufacturers’ need will amount to 185 thousand tons of grain by
2015. The majority of the raw material will be wheat and triticale, but about 20-30
thousand tons of rye may also be used for bioethanol purpose.
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4. OILSEED SUPPLY CHAIN

4.1. Rapeseed production

Rapeseed production gained popularity rapidly among the farmers due to its favourable
prices and profitability. Although the large-scale vegetable oil manufacturers inherited
from the previous system stopped production by the beginning of the 2000s, export
opportunities have constantly given incentives to rapeseed production.

Currently, there is only one significant vegetable oil manufacturer in the Baltic countries,
Werol tehased in South-East Estonia. The company started oil extraction in December
1999. Werol has taken efforts to ensure the raw material supply by making production
contracts, in which the company provides the farms with technical assistance, sells
seeds, fertilisers and pesticides under preferential conditions and grants them credit, if
required. The contract typically includes the sown area and the future price of rapeseed
quoted at Euronext. Rapeseed has been purchased even from Latvia, especially until the
Estonian production caught up with the annual raw material need of the company, 70
thousand tons.

Rapeseed has been purchased and exported mostly by the same companies in Latvia
and Lithuania, which are involved in grain trade, Kesko Agro, Kemira GrowHow, Linas
Agro and Agrokoncernas.

Latraps in Latvia can be distinguished as a unique company in the rapeseed business.
This cooperative was established in 2000 and has grown dynamically afterwards. The
company completed a wheat and rapeseed drying and storage facility and currently sorts
and treats the rapeseed and grains, of which 95 % is exported. The cooperative has
about 380 independent members, who cultivate a total of 70 thousand hectares. The
area of the members varies from 20 to 4000 hectares.

The perspectives for rapeseed production suggest further growth in area and production.
Only the biological constrains of land availability can set a limit to the rapid growth rates.
The limits are estimated to be approximately 500 thousand hectares in Lithuania and 200
thousand hectares in Latvia.

4.2. Biodiesel production

Biodiesel production and the demand it generates for domestic rapeseed is anticipated to
lower and eventually stop rapeseed exports entirely in Lithuania and decrease the
amount available for exports notably in Latvia and Estonia.

Biodiesel production was started as early as the early 2000s in Latvia and Lithuania. The
majority of the currently operating facilities are small-scale. Their biodiesel production
capacity usually remains under 10 thousand tons a year, with the exception of a middle
sized manufacturer in North-Lithuania. Several companies commenced manufacturing
last year owing to the favourable subsidy mechanisms for the bioenergy use of
rapeseed.
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One large production facility of the annual capacity of 100 thousand tons is currently
under construction in each country. The Lithuanian factory is planning to use mainly
domestic rapeseed, the one in Latvia would import about two-thirds of the raw material,
while the Estonian facility is planning to source most of its raw material from imports.

The Baltic countries will manufacture over 400 thousand tons of biodiesel by 2008-2009,
provided the production units reach full capacity in the next two years. Although the
Baltic fuel companies have expressed their interest to mix biodiesel into regular fuel, this
amount surpasses the need of the Baltic countries. Especially the largest manufacturers
are planning to export a great deal of their production to Western Europe. The import and
export plans explain the fact that all three major biodiesel facilities are being built on the
coast of the Baltic Sea.

Overview of the Baltic biodiesel production

Production
Processor ety Statng
biodiesel) ATKO Olitoostus
Estonia "~~~ Biodiesel
Oltotstus 8 2005
BioOil 6 2006
A&O BioD 6 2006
Biodiesel 100 2007* BioOil
Latvia
Delta R ga 4 2001 Delta Riga
Me roz te 3 2006 "~ Bio-Venta
Logins
Mamas-D 3.5 2006
BHC 45 2006 ©Me -
Logins and Co. 3 2006
BioVenta 100 2008* @ Mamas-D
Lithuania Refp=at ‘:.\Isv N
Rapsoila 30 2002
Arvi cukrus 12 2006
Mestilla 100 2007
BBC 38 2007
SV Obeliai 6 2007
Total 424

Sources: Ministry of Agriculture in Estonia and
Latvia; Lithuanian Institute of Agrarian Economics;
business newspapers and Kalnins: Biodegviela.
Notes: * production partly based on imported oil.
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4.3. Projections of rapeseed production and rapeseed use

The estimated use of raw material for biodiesel purposes ranges from about 500
thousand tons of rapeseed in Lithuania, to 200 thousand tons in Latvia and 30-40
thousand tons in Estonia.
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In Estonia rapeseed production will expand steadily but at a relatively moderate rate
compared to the other two countries. The reason is that the vegetable oil company has
already achieved full capacity and the large biodiesel facility has announced its
preference for imported raw material. Nevertheless, smaller biodiesel producers are
devoted to domestic raw material use.

Estonian rapeseed production is expected to exceed 110 thousand tons in 2015.
Rapeseed imports and export my simultaneously continue, since the location of Werol
makes reasonable to procure rapeseed from the nearby districts of Latvia. At the same
time other production near the coast and ports may well be exported.

In Latvia, rapeseed demand is predicted to increase due to the announced amounts of
raw material needs at the largest biodiesel facility. At the same time, small biodiesel
producers are also expected to raise their manufacture. Total raw material need is
anticipated to converge to about 200-220 thousand tons and the potential surplus in the
2010s would be exported. Total production is forecast to approach 280 thousand tons by
2015.

In Lithuania, all the currently operating biodiesel manufacturers use domestic rapeseed
in their production and the largest facility is also planning to rely primarily on domestic
raw material. In nearest years, Lithuanian biodiesel plants may even end up importing
part of their raw material, since the pace of production increase presumably will not keep
up the suddenly swelling demand. Total production is expected to increase to nearly 500
thousand tons by 2015 of which the overwhelming majority is anticipated to be
processed within Lithuania.

5. FOOD RETAIL MARKETS

Food retail chains tend to consider the Baltic countries as one market. So far, two large
food retail chains have established footholds in all three countries. Furthermore, several
chains decided recently to enter the markets of the neighbouring country as a first step of
expansion such as IKI and Norfa from Lithuania to Latvia and Selver from Estonia to
Latvia. The Latvian market, where concentration has been relatively low, apparently
attracts new participants.

The market leader in the pan-Baltic market is Maxima, owned by Lithuanian VP Market
with a total of 25 % Baltic market share, while the second one is Rimi, the subsidiary of
Swedish ICA, which accounts for 16%. In additional to them, there are companies which
are among the first three in their home country, but they are not present or just starting in
the other ones (ETK in Estonia, and Norfa and IKI in Lithuania). The Baltic market share
of these chains is about 5-10 %.

The estimated total food retail market amounts to about 6 billion and is steadily
growing. Yet, the German hard discount chain Lidl, after having purchased tens of real
estates in the Baltic countries, reassessed the opportunities in 2006 and decided not to
enter. Competition indeed has become more intense in the recent years, which was often
reflected in moderately growing food prices. Concentration increased mostly in Lithuania
and Estonia. CR-4 (concentration ratio 4; the share of the combined sales revenues of
the four largest chains) reached 72 % and 70 % by 2005, respectively. The same ratio in
Latvia was only 50 %.
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6. CONCLUSIONS

The Baltic grain and oilseed sector has set off to grow in the 2000s after the structural
crisis that hit the crop production in the 1990s. The pace of growth in production and
average yields has given and indication about potential production levels and the real
future prospects.

One factor, which facilitates the rapid development, continues to be EU membership.
The first experiences suggest that Baltic grain farmers have rapidly learnt to take
advantage of the EU and national support mechanisms. Subsidies, albeit started off low,
have ascended every year approaching the EU-15 level and raised the profitability of
production. Many farms, farmers’ cooperatives and even processors have expanded and
modernised their equipment, drying and storage capacity with the partial help of
subsidies.

The other factor affecting the future prospects is the structural change, which has
undergone among the Baltic crop producing farms. The farm structure has concentrated
rapidly, the number of small-scale farms has sharply fallen and more land is being shifted
to the large farms. The cereal farms with over 100 hectares accounted for 68 % in
Estonia, 53 % in Latvia and 37 % in Lithuania in the total cereal area in 2005. In addition
to them, there are prospective farms of potential expansion among those, which currently
cultivate 50-100 hectares of cereals. By 2005 the total number of farms with over 50
hectares amounted to about 1000 in Estonia, 1500 in Latvia and 2600 in Lithuania.
Commercial grain production will greatly rely on these few thousand farms in the future.

The markets of agricultural input supply and grain and oilseed procurement channels
have also improved notably over the recent years. This fact is an important condition for
crop production, and has granted security to crop farming. It is still in common practice
that agricultural input suppliers sell the inputs to the farmers for credit, which they pay
back with the crop after harvest.

Agricultural input suppliers have unquestionably taken their own share of the growing
wealth of agricultural sector especially after EU accession. They have managed to
increase sales revenues at a rapid pace. At the same time, they also provide the farmers
with a complex package of diverse inputs and services, the agronomic and economic
conditions for successful farming. There are several foreign-owned companies on the
Baltic markets of agricultural inputs, some having operated for a decade, others just
entering. The largest domestically owned suppliers are Lithuanian companies or
concerns.

The fourth factor, which drives the positive development, is the favourable conditions and
increasing demand on the world cereal market. Increasing volumes of both grains and
oilseeds have been exported in the 2000s primarily from Latvia and Lithuania.

The preconditions for grain and oilseed farming have constantly improved and they have
ensured increasing production in the recent years. They are also expected to determine
the future developments and as a result total cereal production is predicted to rise to over
3 million tons in Lithuania, 1.2 million tons in Latvia and 0.7 million tons in Estonia.
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Domestic demand, however, is anticipated to enlarge so much that most of the grain and
oilseed would be utilised by the Baltic livestock sector and processing industries. The
surplus volumes available for exports are predicted to trim down to approximately 50-100
thousand tons in each country.

The livestock sector will need more feed in the coming years in all three countries. It is
likely that the output of feed manufacturing companies would further go up as livestock
and poultry farm may use more purchased feed. The output of the milling industry is
expected to remain quite stable, even if the grain used for flour decreased slightly, it
would be offset by the raw material needs of other processed cereal foodstuffs. Malt and
starch production are predicted to require increasing volumes of malt barley and wheat in
Lithuania, while bioethanol production may have a demand throughout the Baltic
countries.

A sharp expansion is anticipated for the rapeseed sector primarily driven by the
exploding demand of biodiesel manufacturing. Although the oilseed sector has fairly
optimistic prospects, the actual production levels will be a function of prices. Land
availability will also set a limit to rapeseed growing.

The parallel increase of supply and demand implies a balanced expansion of the Baltic
grain and oilseed sectors in the future.
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