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INSIGHT: GERMAN NATURAL GAS HUB UNIFICATION

A new legally-mandated plan to merge the two German 
gas markets of NCG and GASPOOL by 2022 will result 
in rising liquidity and transparency, which will cement 
Germany’s position as a key European hub. The merger 
has the potential to also extend the country’s price-setting 
sway, widening its current sphere of influence beyond the 
Austrian, Czech and Polish hubs. 

In parallel to the unification process – which became law 
in July 2017 – a significant rise in Russian imports by 
2019 as well as improvements to storage flexibility and 
grid transparency are likely to prove an even bigger boon 
for German liquidity. The merger itself, as well as the 
construction of the Nord Stream 2 pipeline, could transform 
Germany into the principal gatekeeper of Russian gas for 
central and eastern Europe.

Adding a third dimension to the market reform, Germany 
is working on standardising its gas quality to only receive 
high-calorific gas (H-gas) by 2030 and simultaneously wean 
itself off Dutch low-calorific gas (L-gas). This consolidation 

in quality is likely to create yet more trade in the new larger 
German hub as participants direct their full attention to the 
H-gas market.

LIQUIDITY AND INFLUENCE
In the long term, the sheer size of a merged German hub 
could breed market liquidity and increase the country’s 
price-directing influence on smaller neighbouring hubs. During 
the first six months of 2017, NCG trade across all venues 
amounted to 760 terrawatt hours (TWh). In the EU, only the 
British NBP hub and the Dutch TTF were bigger.

Combined, NCG and GASPOOL trade hit 1,210TWh during 
the first half of the year, which was more than three times 
larger than the next biggest hub, the Italian PSV. The 
bigger NBP and TTF hubs would, nevertheless, still be 11 
and 12 times as large. 

In terms of annual demand Germany consumed 80.5 billion 
cubic metres (bcm) in 2016, making it the largest EU market.

As a result of both demand and trade, the German market 
is already directing price developments in Austria, the 
Czech Republic and Poland with shippers adjusting 
physical flows south and eastwards in line with changing 
price spreads.

Planned tighter integration of the Czech and Austrian gas 
markets in the coming years would make it easier for a 
merged German market to exert its price setting influence 
across the central European region.

The Czech and Austrian authorities are currently working 
on a project dubbed the ‘trade region update’ that would 
connect the two markets by enabling swaps. As gas 
flows from these two states onward to Italy, Hungary and 
Slovakia, it is conceivable that in the long-term these hubs 
could also start to see greater price correlation to the 
enlarged German market.

ICIS sheds light on plans to merge Germany’s two natural gas hubs – NCG and GASPOOL - within five years and 
the issues that will dominate the market ahead of unification. Parallels to France, where a full merger is also taking 
place are likely to be a useful guide on how smooth the transition could be, although a number of German-specific 
developments are likely to impact both the process and outcome of the hub unification.
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On 7 July 2017, the German Bundesrat, or Federal 
Council, passed a bill that would initiate the inter-
German merger by April 2022.

The bill was earlier drafted by the BMWi, the energy 
ministry, and stakeholders in April had just one week 
to provide feedback. The rushed process, with the 
absence of a thorough cost-benefit analysis, irked the 
market.

The BMWi also pushed the bill through the legislature 
before the start of the summer break and ahead of a 
crucial general election in September.

The idea to merge the two zones was driven by the 
government’s desire to avoid any potential market 
merger with a different EU hub, so as to meet liquidity 
targets, as outlined in the EU’s second gas target model.

WHY THE MERGER?
Similarly, with plans afoot for Poland to physically link 
to the Baltic states – and end the isolation of Lithuania, 
Latvia and Estonia – there is a fair probability the reach of 
the new German hub could extend all the way to the Gulf 
of Finland.

NORD STREAM 2
While alone the merger will certainly boost Germany’s 
standing in the pecking order of influential hubs, plans 
to double the direct import capacity from Russia will 
undoubtedly play a part too. Particularly if some of volumes 
sold via the planned Nord Stream 2 is newly contracted, 
and not just rerouted away from Ukraine.

Russian exporter Gazprom is pushing onwards with the 
hotly-debated Nord Stream 2 pipeline project that would 
lead an additional 51bcm/year of gas into the north of 
Germany by 2019. The project is financially backed by 
France’s ENGIE, Austria’s OMV, Anglo-Dutch Shell, and 
German firms Wintershall and Uniper.

Once constructed, Nord Stream 2 will largely mirror the 
existing Nord Stream, traversing the Baltic Sea and 
entering Germany at the Vierow beaching point, adjacent 
to Greifswald where the first pipe enters the country. From 
there the existing onshore OPAL pipeline, as well as the 
planned EUGAL string, will carry the additional volume 
towards the Czech Republic.

As the new pipeline would provide an alternative route to 
Ukrainian transit flows, which are likely to expire – or at 
least diminish – in 2019, it will position Germany as the key 
hub for Gazprom to market its gas. Any additional volume 
sold that is new to the market would have an even greater 
price-setting influence for the whole region.

Alongside Nord Stream 2 developments, Gazprom is also 
fighting to fully utilise the OPAL onshore extension of the 
original Nord Stream, throughput of which is currently 
curtailed to meet European third-party access rules. A 
brief window in January 2017 when flows increased by 
50% showed that German prices reacted to the additional 
supply, as did the prices across the central European 
region.

It is plausible that with the sheer volume of Russian gas 
entering the German grid, under full Nord Stream and Nord 
Stream 2 operation, trading activity is likely to increase in 
the long term. As much of this gas would head south to 
neighbouring markets, spread trading to Germany will only 
increase.

The rise in influence of Russian gas on Germany is likely to 
increase in a two-stage process, firstly as OPAL flows rise 
and then again once Nord Stream 2 comes online.

GREATER FLEXIBILITY AND TRANSPARENCY
A number of other regulatory changes in Germany may 
also benefit liquidity in the coming years as plans for the 
merger progress. 

Most crucially, the same legislation that set the merger 
process in motion also permitted within-day capacity 
bookings at the interface between storage sites and the grid.

As currently such bookings are only permissible on a day-
ahead basis, the switch to within-day bookings would boost 
intra-day liquidity and make German storage facilities more 
flexible. What’s more, it should also make Germany’s newly 
revamped emergency balancing tools more attractive to the 
market. 

A move to auctioning the associated capacity, rather than 
being sold on a first-come, first-served basis, would further 
drive market responsiveness on an intra-day basis, again 
boosting market churn and relevance.

The changes to intra-day bookings would go hand in hand 
with proposals for more frequent transparency updates 
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on the status of the grid, such as linepack information. At 
the moment, the twice-daily updates are non-binding and 
delayed, meaning that short-term traders are operating half 
blind. 

In an expanded German market where such updates are 
hourly – like at the NBP and TTF – shippers would optimise 
their positions more readily, which in turn would provide 
a more credible price signal. And as that price signal is 
associated with a huge hub, when measured in terms of 
demand, it is more likely to be seen as a market driver for 
the whole region. 

FRENCH CONNECTION
To gauge how smooth the actual merger could be over 
the coming years, developments in Germany’s western 
neighbour could provide valuable insight. French authorities 
are currently working on merging the northern PEG Nord 
and southern TRS hubs by November 2018. 

As with Germany, the merger is expected to attract more 
market participants, boosting liquidity and creating more 
competitive gas prices. In France the hub divide is deeper 
than in Germany, however.

Some market participants fear that a single French hub will 
result in higher prices in PEG Nord which would in effect 
subsidise a lower TRS price, as under a unified market the 
wholesale price is likely to be valued between the two. But 
as with the German hub, this will largely depend on how 
successfully the two zones can be merged.

In France, the difference in price at PEG Nord and TRS is 
largely driven by a bottleneck between the two hubs, and 
by limited sources of supply in the south. But these issues 
are not replicated on the same scale in Germany.

Although some German intra-grid bottlenecks could take 
until 2022 to resolve – because it can take up to seven 
years for infrastructure projects to pass through the 
country’s network development process – they are not 
nearly as severe as in France. Both the NCG and GASPOOL 
hubs are also well interconnected with other markets.

As such the regional pricing differences are more of an 
issue in France than Germany. On the French side, the 
PEG Nord Day-ahead was on average at a €1.538/MWh 
discount to the southern region between 2010 and the first 
half of 2017, according to ICIS assessments. This amplifies 
the French concerns over pricing in the north. In Germany, 
this issue is much smaller.

The NCG Day-ahead was only €0.078/MWh more 
expensive than GASPOOL over the same timeframe, 
showing that prices differ only marginally in the long-term 
even though seasonal spikes do occur. As a result, evening 
out price differences between the two market areas will be 
less painful with a German merger.

The French merger will also include the abolishment of the 
€208.40/MWh/day/year fee imposed on moving gas from 
one French grid to the other. In Germany, these costs have 
been socialised already.

OUTLOOK
As only a month has passed since Germany approved the 
NCG and GASPOOL merger legislation, and there was little 
opportunity for full market analysis prior to the law being 
rushed through the Bundesrat in what was considered 
a surprise move, it remains too early to fully gauge the 
full impact of hub unification. Nevertheless, it is clear 
the merger itself, the increased role of Russian supply, 
improvements to storage flexibility and transparency as well 
as consolidation in gas quality standards, will all increase 
the future hub’s size and Germany’s price setting influence 
on neighbouring hubs. 

Together, these reforms place Germany in the prime 
position to become the gatekeeper of eastwards flowing 
gas. Plans to build the country’s first LNG terminal only add 
to the increased significance Germany will take on in the 
European market.

NCG AND GASPOOL OVERTHECOUNTER LIQUIDITY
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For the full potential of the merger to be reached, the timely 
removal of any transmission bottlenecks is crucial as is the 
efficient switch to an exclusively H-gas grid. Relevant inter-
German grid upgrades will still have to be identified and 
early implementation is vital.

In the meantime, it is smaller regulatory changes that will 
boost liquidity the most. These include within-day capacity 
bookings, auctioned storage access and more frequent 
balancing updates.

The grid will be switched to H-gas by 2030, the same year 
when Dutch supply will dry up. This is likely to mean that 
between the first Nord Stream 2 flows in 2019 and eleven 
years later, more H-gas will be available for export, as not 
all sources of domestic demand will be ready to receive the 
higher quality volume. Conversely, from 2030 more Russian 
gas is likely to remain in Germany.

German demand for Russian gas will, however, 
also depend on overall national consumption. The 
country remains committed to its energy revolution, 
or energiewende, which promotes renewable energy, 
theoretically reducing Germany’s dependence on traditional 
fuels such as gas.

Yet, if Gazprom decides not to renew its transit agreement 
with Ukraine, Germany’s position as a key gas hub will only 
increase. Greater interconnection in central and eastern 
Europe will amplify this effect. While there is still a chance 
that Nord Stream 2 will not progress, even increased flows 
via the original Nord Stream – which are very likely to 
resume soon – will further cement the position of the hub 
once merged. 

At the moment, the two NCG and GASPOOL market 
area managers operate L-gas zones that interact 
with their respective H-gas markets, through quality 
conversion facilities. In effect, Germany has four 
markets to consolidate in time, not just two.

While the Netherlands currently provides around 
60% of German L-gas demand, Dutch production has 
fallen sharply in recent years in light of tremors in 
Groningen region, as well as political pressure. This 
has made Berlin wary of the long-term reliability of 
Dutch L-gas supply.

As a result, Germany will soon start to cut back 
imports of Dutch L-gas by a tenth every year, from 
October 2020. And so, in 13 years’ time German 
imports of Dutch L-gas are planned to dry up 
completely. To offset this transition, Germany is 
working on switching to an H-gas-only grid.

L TO H-GAS
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This market update is part of the ICIS European Spot 
Gas Markets (ESGM) daily report, which provides you 
with the latest prices, news, and expert analysis on 
the current days trading.

Request a sample report

THE 11TH ICIS EUROPEAN GAS CONFERENCE & FORUM

Back for its 11th year, the ICIS 
European Gas Conference is 
returning to the continent’s largest 
hub, Amsterdam. Gathering together 
gas traders, producers, transmission 
system operators and consultants 
– join us for the industry’s most 
comprehensive and market-
focussed event.

Click here for more information

20 – 21 September 2017 // 
Radisson Blu Hotel Amsterdam, 

The Netherlands
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