Argus White Paper:

Outlook for Groningen
gas production cuts in
2019-20 and beyond
The Dutch government is pushing ahead with
measures to reduce production from the Groningen
field, with the cuts intended to minimise seismic
activity in the region.
Changes in these measures could result in much
lower production in the 2019-20 gas year than
initially anticipated and will allow even greater
output cuts in the following years.
Increases in quality conversion capacity are expected to allow production to be turned down substantially. But higher quality conversion may not translate to a big rise in Dutch demand for high-calorie
gas as it could simply displace its use in blending.
But Groningen output cuts could lift high-calorie
demand in Germany considerably and much more
than in neighbouring northwest European countries.
Groningen gas output may fall to 15.9bn m³ in 2019-20

Gas production from the Netherlands’ Groningen field could
be cut more sharply next gas year than previously expected,
the economy ministry said.
Offtake of 15.9bn m³ may be sufficient to meet low-calorie
demand in October 2019-September 2020 if temperatures are
in line with the long-term average, the ministry said.
This is lower than under the government’s “basic path” for
reductions to Groningen production from last March, which
forecast an output of 17.4bn m³ for the 2019-20 gas year,
assuming average temperatures.
Revised estimates by system operator GTS showed that
production could be reduced more sharply while still being
able to ensure northwest European security of low-calorie
supply, the ministry said.

Natural gas/LNG
illuminating the markets

This is partly because GTS expects to be able to raise
nitrogen supply for quality conversion more than previously
expected from 2020. Additional supply could become
available from January 2020 and may reduce demand for
Groningen output in the 2019-20 gas year by 1.5bn-2bn m³, the
government said.
GTS said in December that the extra supply could cut
required offtake over a full gas year by 2.2bn-2.5bn m³, instead
of the initial estimates of 1bn-1.5bn m³.
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Construction of a blending facility in Germany —
previously not factored into GTS estimates — will also
increase the scope for cuts. The German site is expected to
come on line in April 2020, curbing demand for Groningen
production in 2019-20 by 200mn m³, GTS said.
GTS previously said the facility could cut required offtake
by around 500mn m³ over a full gas year, which suggests the
site could provide slightly more scope for reductions in winter
— of around 300mn m³ — than in summer months.
In contrast to the “basic path”, GTS has also factored
in connection of a German gas-fired power plant previously
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supplied with low-calorie gas to the high-calorie grid into its
revised estimates — contributing to the lower forecasts for
required Groningen production.
Other measures to reduce required Groningen output in
the coming years — such as building an additional quality
conversion site at Zuidbroek and switching the nine largest
industrial low-calorie users to high-calorie supply — will only
take effect at a later stage.
Offtake of 19.4bn m³ is permitted this gas year, assuming
degree days are in line with the long-term average and
nitrogen is used at an average of 92.5pc of available baseload
capacity. Permitted output is determined by a degree day
formula to ensure that the field does not produce more than
necessary to meet demand.
And degree days in October-January were below the longterm average, suggesting that production over the gas year
may have to stay below 19.4bn m³, barring unseasonably cold
weather, for the remainder of the winter or a cool summer.
Output was 20.1bn m³ in the 2017-18 gas year. The
government initially set an output cap of 21.6bn m³ for the
year, but in February urged offtake to be minimised as much
as possible to help reduce the seismic risk in the region
following an earthquake in Zeerijp, which was the strongest in
the area since 2012.

Cumulative Groningen output in recent years
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GTS advises on 2019-20 Groningen gas output formula

GTS has specified a degree day formula to determine permitted
production from the Groningen field in the 2019-20 gas year.
The system operator advised the government to apply
a formula to allow 7.821mn m³ for each degree day, minus
2.02bn m³ to be deducted over the whole gas year.
Employing a degree day formula to determine output —
similar to this year — is meant to ensure Groningen never
produces more than necessary to meet northwest European
low-calorie demand, in line with government aims to cut
offtake as much as possible to minimise seismic activity.
Based on the formula, an output of 15.9bn m³ would be
allowed in October 2019-September 2020, assuming degree
days in line with an average year.
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And if degree days are in line with the highest for any year
in the past three decades, the formula would permit offtake
of 20.8bn m³ to ensure low-calorie demand is met, GTS said.
In an exceptionally warm gas year — similar to 2006-07, when
there were just 1,783 degree days — output of just under 12bn
m³ could be sufficient.
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These estimates have also been revised down from the
government’s “basic path”. The economy ministry said in
March that output in the 2019-20 gas year may need to be
23.4bn m³ if degree days are in line with the highest for any
year in recent decades, while 13.3bn m³ would be sufficient in
case of exceptionally warm weather.
This gas year’s formula allows offtake of 8.74mn m³
for each degree day, minus 595mn m³ over the whole year.
The 2019-20 formula implies a weaker correlation between
temperature changes and Groningen output than the formula
for the current gas year.
GTS will again target nitrogen use for quality conversion
at an average of 92.5pc of available baseload capacity in
October 2019-September 2020, in line with expectations for
this gas year.
But nitrogen use in May-September might have to remain
well below available base-load capacity because of summer
maintenance and limited demand for low-calorie supply.

Low-calorie demand formula

GTS’ advice on required 2019-20 output is based on a separate formula used to establish expected low-calorie demand
next gas year.
The formula envisages low-calorie demand of 10.5mn
m³ for each degree day, in addition to base consumption of
26.16bn m³ over the gas year. Northwest European low-calorie
demand would be just over 50bn m³, assuming an average
number of degree days, and just under 57bn m³ if degree days
are in line with the highest in recent decades.
This suggests that in an average year GTS expects 34.4bn
m³ of low-calorie demand to be met from sources other than
Groningen offtake — largely quality conversion and blending,
and some low-calorie output from Germany and Dutch small
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fields. This would rise to just over 36bn m³ in a cold year, but
would fall below 33bn m³ in an exceptionally warm year.

Back-up production

GTS also advised the government to allow for additional
Groningen production of up to 1.5bn m³ over the next gas year,
should there be transport restrictions, technical defects to
GTS installations or “unforeseen developments in the composition of high-calorie gas”.
An allowance of an additional 1.5bn m³ in the event of such
events would be in line with the field production plan for this
gas year.
Under the 2018-19 plan, additional production would have
to be initiated by a request from GTS.

Sharp reductions are expected to be possible from the
2022-23 gas year, partly because of the effect of the industrial
switch and as a result of the construction of a new quality
conversion site in Zuidbroek that is scheduled to become
operational in early 2022. The new site could cut the need for
Groningen output by at least 7bn m³/yr, GTS said.
And it may reduce demand for offtake from the field even
more sharply, if converted supply can be used to fill the Norg
storage site in the summer months. Norg can only be filled
directly from the field under its existing configuration but
producer and operator Nam is investigating the possibility of
injecting converted gas from the 2022 summer.

Norg provides Groningen swing
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Low-calorie demand may be below 40bn m³ in 2021-22

Northwest European low-calorie gas demand could fall below
40bn m³ in the 2021-22 gas year if mild weather pares consumption, GTS said.
GTS expects aggregate Dutch, German, French and Belgian
low-calorie demand to be around 45bn m³ in the 2019-20 gas
year, provided degree days are in line with the lowest for any
year in the past three decades. And it could be just over 50bn
m³ assuming average degree days and close to 57bn m³ if the
weather is exceptionally cold, the system operator said.
But demand could fall below 40bn m³ by as soon as the
2021-22 gas year if degree days are in line with the lowest
in recent decades, GTS said. It could be below 40bn m³ by
2022-23 with average degree days and it would fall below this
threshold by 2023-24 even if exceptionally cold weather drives
degree days well above average.
Based on average weather, demand could be around
30bn m³ in 2024-25 and 20bn m³ in 2028-29, the system
operator said.
The large-scale conversion of German, French and Belgian
low-calorie systems to run on high-calorie supply is expected
to steadily reduce these countries’ low-calorie demand in
the coming years. GTS expects aggregate Dutch low-calorie
exports to fall by around 10pc each year.
And the Netherlands plans to switch its nine largest
industrial users of low-calorie gas — which consume at least
100mn m³/yr — to high-calorie supply by 2022. GTS said that
the bulk of the conversion is expected to take place in the
2021-22 gas year.
The operator expects northwest European low-calorie
demand to fall most sharply year on year in 2021-22 and
2022-23, probably as a consequence of the anticipated
industrial conversion.
As low-calorie consumption falls in the coming years
because of system conversion in the Netherlands and
neighbouring countries, the region’s need for additional highcalorie supply will rise.
GTS expects Groningen production required in an average
year to fall below 10bn m³ in 2021-22 and to less than 5bn m³
the following year.
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Similarly, sharper reductions may be possible if converted
gas can be sent to Germany’s Gaspool market area at Oude
Statenzijl. Low-calorie gas is at present delivered directly from
the Groningen field to the transfer station, but building new
pipelines could allow for this to be replaced with converted
supply once the new nitrogen ballasting facility is operational.
Required Groningen output could fall below 1bn m³ in
2022-23 provided that converted supply can be injected at
Norg and sent to Gaspool at Oude Statenzijl and assuming
average degree days, GTS said.
GTS expects that Groningen production could be brought
down to zero by the 2029-30 gas year at the latest, even if the
weather is cold. This is one year earlier than foreseen by the
government in its “basic path”.

Lower Dutch blending to offset higher conversion

Weaker Groningen production in the coming years will largely
shift high-calorie deliveries from blending sites to quality conversion facilities, rather than lifting the Netherlands’ outright
import demand.
Some measures aimed at cutting required offtake from
Groningen to minimise seismic activity — such as switching
the nine largest industrial users of low-calorie supply to
high-calorie gas — will result in an increase to Dutch highcalorie demand.
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But the sharp rise in quality conversion capacity —
which has been driven by higher nitrogen supply at existing
facilities and the new Zuidbroek site coming on line — might
not lift high-calorie demand by much, as it could be almost
entirely offset by less supply being used for blending with
low-calorie gas.
GTS said Groningen production could fall to 3bn-4bn m³
in the 2022-23 gas year, assuming average degree days. This
would be down from 20.1bn m³ in 2017-18 and the 15.9bn m³
GTS expects to be sufficient to meet northwest European lowcalorie demand in October 2019-September 2020.
But as less Groningen gas enters the system, the amount
of high-calorie gas that can be used for blending with lowcalorie supply will fall. GTS can blend low-calorie supply with
high-calorie gas, lifting its Wobbe value within a limit that
keeps it compatible with appliances designed to burn lowcalorie gas. This reduces the amount of Groningen gas needed
to meet low-calorie demand.
And GTS’ recent estimates suggest high-calorie supply
used for blending and quality conversion could remain stable
in the coming years, with demand merely shifting to nitrogen
ballasting from blending.
GTS expects low-calorie consumption in the Netherlands,
Germany, Belgium and France could be around 50.3bn m³ in
the 2019-20 gas year. But this could fall to 36bn-38bn m³ in
2022-23, driven by the Dutch industrial switch and large-scale
conversion of low-calorie systems in neighbouring countries
to high-calorie gas.
German low-calorie production has been in long-term
decline and is expected to fall further over the coming years.
System operator association FNB said low-calorie output
could be 41.2TWh — around 4.2bn m³, assuming a gross
calorific value of 35.17MJ/m³ — in the 2019-20 gas year. But
this could fall to 35.6TWh, or 3.6bn m³, by 2022-23, the
association said.
Dutch low-calorie production from fields other than
Groningen only constitutes a small share of overall supply. It
averaged 700,000 m³/d in January-November last year, which
would amount to 257mn m³ over the full year. New offshore
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fields coming on stream early in the next decade could provide
a boost to low-calorie output, but these have not been taken
into account in GTS’ estimates for required production from
the Groningen field.
Assuming Dutch low-calorie output remains stable, and
based on GTS’ estimates for Groningen offtake and FNB’s
forecasts for German production, combined supply from these
sources would be around 20.4bn m³ next gas year and about
6.9bn-7.9bn m³ in 2022-23.
Based on expected low-calorie demand of 50.3bn m³ in
2019-20 and combined production of 20.4bn m³, this would
leave just under 30bn m³ of additional supply next year to be
met through blending and quality conversion. And assuming
demand of 36bn-38bn m³ in 2022-23 and cumulative lowcalorie output of 6.9bn-7.9bn m³, required supply from
blending and quality conversion would still be in a range of
28.1bn-31.1bn m³.
And it could hover around this range in the gas years
between 2019-20 and 2022-23, based on GTS’ estimates for
required Groningen production and northwest European lowcalorie demand.

Blending to provide flexibility in cold years

More extensive blending would provide much of the scope for
high-calorie demand to rise in cold years when low-calorie
consumption is strong.
GTS aims to use quality conversion sites as much as
possible in the coming years to allow for sharp cuts to
Groningen production, as it has done since early 2018. Sites
being used close to maximum capacity regardless of the
weather could limit the scope for more high-calorie gas to be
converted in cold years, compared with years with average
degree days.
And there would be little flexibility for low-calorie output
from non-flexible German and Dutch small fields to rise.
This means it would mostly require quicker Groningen
production to meet stronger low-calorie demand.
But as more Groningen offtake enters the system, this
would also lift the amount of high-calorie that could be used
for blending.
GTS said low-calorie demand could be around 56.9bn
m³ next year if degree days are in line with the highest for
any year in the past three decades, around 6.6bn m³ above
forecast consumption based on average temperatures. And
Groningen offtake would have to rise to 20.8bn m³ in such a
cold scenario, 4.9bn m³ above the expected output of 15.9bn
m³ for average degree days, GTS said.
This suggests another 1.7bn m³ would have to be met by
supply from sources other than Groningen if the weather is
exceptionally cold, most of which could be high-calorie gas
used for blending.

Groningen cuts to lift German high-cal demand most
GY 2024-25
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Cuts to gas production from the Netherlands’ Groningen field
in the coming years could boost high-calorie import demand
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in Germany significantly more than in the Netherlands, Belgium and France.
Low-calorie consumption in Germany could fall more than
in the other three countries combined between the 2019-20
and 2022-23 gas years, largely to be replaced by increased
high-calorie demand.
Dutch operator GTS said northwest European low-calorie
demand could fall to 36bn-38bn m³ in the 2022-23 gas year
from about 50.3bn m³ in 2019-20, assuming average degree
days in both years.
GTS’ forecasts are based on assumptions made by German
system operators’ association FNB in its 2019-29 network
development plan, which is not yet openly available, the
Dutch firm said.
The forecasts for German low-calorie demand could be
broadly in line with those from FNB’s 2018-28 network plan,
which was published last year. It said low-calorie demand
could fall to 139.3TWh in 2022-23 from 211.3TWh in October
2019-September 2020. This would equate to a drop of 7.3bn
m³ — to 14.3bn m³ from 21.6bn m³ — assuming a gross
calorific value of 35.17 MJ/m³.
Even assuming low-calorie demand falls by just over 14bn
m³ during the period, Germany would still account for more
than half of the drop.
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Dutch, Belgian, French demand to rise less sharply

The need for additional high-calorie gas could rise much less
sharply as a result of the Groningen cuts in the Netherlands
than in Germany.
This is largely because the higher conversion capacity
will likely not increase outright high-calorie demand much
as it will largely shift deliveries from blending to nitrogen
ballasting sites. This would limit the increase in high-calorie
demand to connections being switched away from low-calorie
supply, as in Germany.
The Netherlands aims to convert its nine largest industrial
users of low-calorie gas to high-calorie supply by 2022. GTS
said the switch could cut low-calorie demand by 3bn m³,
which would be replaced by high-calorie supply.
Other industrial customers are to be switched at a later
stage and could be directly converted to renewable energy
sources, rather than high-calorie gas, GTS said.
Unlike in neighbouring countries, there will be no largescale conversion of households and small businesses to
high-calorie supply. And GTS expects annual demand from
these customers to only fall by some 500mn m³ in 2022-23
from 2019-20 — to just under 9bn m³ from less than 9.5bn m³.
This reduction might at least be partly because of stronger
renewables use, rather than a switch to high-calorie gas.
Assuming German and Dutch low-calorie consumption
falls by around 10bn m³ in 2022-23 compared with 2019-20,
this would leave about 2bn-4bn m³ in reductions for France
and Belgium.
The drop in these countries — as in Germany — will be
driven by the large-scale conversion of low-calorie systems
to high-calorie gas, suggesting the fall in low-calorie
consumption and imports from the Netherlands would in turn
lift demand for high-quality gas.

100

More information

50
0
GY 2019-20

GY 2024-25

GY 2029-30

The cut will be driven by the conversion of low-calorie
systems to run on high-calorie supply, although some of it
could be the result of a switch to renewable energy sources.
The conversion to high-calorie gas has been under way since
2015, but is due to intensify in the years ahead.
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More insight on Groningen gas production and
other developments in European markets is
provided through the Argus European Natural Gas
service.
Click here for more information
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