
THE NETHERLANDS’ NEW GRONINGEN GAS 
PRODUCTION PLAN

Since its discovery in 1959, production from the Groningen 
field has underpinned the Netherlands’ status as a major 
European producer, consumer and exporter of natural gas – 
L-gas in particular. 

L-gas contains relatively high levels of inert nitrogen, 
meaning it yields less energy than high-calorific natural 
gas (H-gas) when burned. Groningen is unique in Europe 
as a field containing large reserves of L-gas. Until the 
early 1970s, Groningen L-gas accounted for practically all 
domestic Dutch production. 

For this reason, L-gas consumption has become  
entrenched in the Netherlands and to a lesser extent in 
Belgium, Germany and France. The primary uses of L-gas 
are for household and small building consumption, as well 
as light industry including combined heat and power plants. 
As a result of its decades-old export policy, the Netherlands 
has been delivering L-gas to Germany, Belgium and  
France since the 1960s under long-term supply contracts, 
which have been extended several times and will run 
beyond 2020.

As L-gas is mainly used to supply households in the 
Netherlands, Germany, France and Belgium for heating, the 
flexibility of production from the Groningen field has been 
key to managing the seasonal variation in gas consumption 
in recent decades – meeting demand as it peaks in winter 
and falls in summer. In the past year however, the volume 
and flexibility of Dutch L-gas production has been cut 
significantly and Groningen is now unlikely to serve as a 
swing field again. 

Following a legal challenge to the government’s Groningen 
production plan from citizens and parties concerned about 
the frequency and magnitude of earth tremors in the region, 
a Dutch court ruled in November 2015 that only as much 
gas as is needed in an average-temperature year should 
be produced from the field, with a contingency to increase 
output if temperatures are particularly low. This ruling helped 
to define the 27 billion cubic metres (bcm) production cap 
for the 2015 gas year (1 October 2015-30 September 2016) 
and the same principle of producing only what is needed in 

an average-temperature year is the foundation for the latest 
five-year plan, which permits 24bcm/year. 

The drop to recent and future levels of Groningen production 
is significant. In the five gas years between 2010-2014, an 
average of 46bcm/year was extracted from the field.

THE NEW PLAN
The government’s proposed 24bcm annual production cap 
is based on northwest Europe’s L-gas consumption in an 
average year, after a study by Dutch grid operator GTS 
found that 24bcm/year of Groningen production – used in 
conjunction with around 77% of Dutch quality conversion 
capacity – would be sufficient to meet demand in 50% of the 
previous 30 years.

The plan stipulates that the field’s operator NAM must aim to 
maintain as flat a profile of monthly production as possible to 
minimise seismic activity in the region, but a provision is in 
place to increase production by a maximum of 1.5bcm/year 
in the case of a technical fault, or up to 6bcm/year in the 
event of below-average temperatures. 

In the latter case, the extent of such an increase will be 
determined proportionally based on how many more heating 
“degree days” – graaddagen – there are than the annual 
average. The production plan defines a degree day as the 
difference between the government’s 14°C heating limit 
for the domestic gas market and the wind-adjusted daily 
mean temperature in the town of De Bilt, or zero, whichever 
is higher. For example, if the wind-adjusted daily mean 
temperature was 21.7°C, as it was on 13 September 2016, 
this would be a -7.7°C difference from the domestic heating 
limit and would be recorded as zero degree days. If the 
wind-adjusted median temperature was -4.7°C, like it was on 
the coldest day of the year so far on 18 January, this would 
be an 18.7°C difference from the domestic heating limit and 
would be recorded as 18.7 degree days. In an average year 
there are 2,300 degree days. 

Before finalising the plans the government has had to 
address questions and requests for additional information. 
In a published response, the economy minister addressed 
issues such as why the Netherlands cannot reduce L-gas 
exports to neighbouring markets quicker; why the cap was 
not set at a lower base but with a provision for a greater 
increase in case of below-average temperatures; why the 
plan does not reduce production further and instead require 
more than the proposed 77% of Dutch quality conversion 
capacity to be used; how will any increase in production be 
determined and who will sanction it; and when will future 
production plans for the period beyond 2020 be drawn up.

The reason the Netherlands cannot simply cut back its 
L-gas exports immediately is that much of the infrastructure, 
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appliances and consumers in Germany, Belgium, France 
and the Netherlands are only set up to consume the 
nitrogen-rich gas produced from Groningen and it will take 
several years to convert them to use H-gas that other 
European markets rely on. 

Regarding the process for increasing production beyond 
24bcm/year, the government has set out an objective 
formula to increase output proportionally based on the 
number of below-average temperature days across the year. 
As far as future production plans are concerned, the minister 
has committed to an annual review of production based on 
the evidence collected in gas year 2016, while the field’s 
operator NAM is required to draw up a new production plan 
for the scrutiny of the government and other experts by 1 
October 2020, with a view to enforcing the plan from the 
start of the 2021 gas year.

The answer to the other questions is that the government 
has been advised that stable monthly production stands 
the best chance of effecting the most significant reduction 
in seismic activity. This is why the government has not 
cut production lower, since it would raise the risk of larger 
upward revisions in the event of cold weather, and why it 
has not opted to use maximum quality conversion capacity, 
since it would remove key flexibility tools and could prompt 
spikes in production to balance the grid and meet demand.

Incidentally, the expected use of quality conversion capacity 
in the coming years will, according to incumbent supplier 
GasTerra’s CEO, be at the maximum level possible without 
having to change a key element of the traded gas market in 
the Netherlands: that there is no distinction between H- and 
L-gas traded at the TTF.

Since publishing its draft plan at the end of June based on 
advice from GTS, monitoring agency the state supervision 
of mines (SodM) and other experts, the government has 
embarked on an extensive consultation period with a 
parliamentary debate on 14 September one of the final hurdles.

SHORT-TERM UNCERTAINTY
Having confirmed the new production plan, the market and the 
government will now be keen to see how it works in practice. 

From the government’s perspective, the outcome of its 
decision to change tack and use Groningen production for a 
baseload supply of around 2bcm/month of L-gas, instead of 
swinging production significantly higher in the winter months 
and lower during the summer, will be carefully measured. In a 
letter to parliament in September, the minister revealed that the 
much flatter profile of production from the field since February 
2015 had reduced seismicity in the region by more than NAM 
had predicted. A graph published by the minister showed there 
were less than 25 earthquakes recording a magnitude of up to 
3.5 on the Richter scale in 2016, which would be a nine-year 
low if nothing changes by the end of the year.

From the market’s perspective, traders and energy 
companies will be watching to see how the 7bcm capacity 

Norg storage facility and the Netherlands’ 20bcm/year of 
H-gas conversion capacity will step-up to fill the need for 
flexible L-gas supply that the Groningen field will no longer 
provide. In gas year 2015, Groningen production was 
relatively flat ranging between 1.5-2.6bcm/month (compared 
with 1.7-5.3bcm/month in the previous year) and the 
greater draw on stocks at Norg and increased use of quality 
conversion capacity proved to be sufficient to meet demand.
 
The previous winter was exceptionally mild however, and the 
cap in gas year 2016 will fall by 11% year on year to 24bcm, 
so gas year 2015 did not provide a particularly stern test for 
the government’s new L-gas model.

Since the cap is based on average temperatures and 
demand, there is a provision within the plan to raise 
production above 24bcm in the event of below-average 
temperatures. NAM and GasTerra have both raised 
concerns about how any such increase will be triggered and 
the rest of the market will no doubt be curious about the 
issue as well.

According to the government’s plan, an additional 8.57 
million cubic metres can be extracted from Groningen 
beyond the 24bcm limit for every additional degree day 
recorded beyond the 2,300 average, up to a maximum of 
6bcm/year. 

For example, based on the calculation within the production 
plan, gas year 2014 comprised 2,277.6 degree days, falling to 
less than 2,040 in the current gas year. In neither case would 
additional Groningen gas production have been permitted. 

In fact, we have to go back to gas year 2012, when there 
were 2,631.7 degree days, for the last instance in which 
there was a below-average temperature year according to 
the government’s methodology. Under the latest plan, an 
additional 2.8bcm of Groningen production would have been 
permitted in the 2012 gas year.

The absolute maximum production of 30bcm would only be 
permitted in a year where there were 3,000 degree days, 
which hasn’t happened since gas year 1962. The coldest 
year in the last 30 was gas year 1985, with 2,985.5 degree 
days and there have been 18 years since then with more 
than 2,300 degree days. This is why the minister confirmed 
that there is a 50% chance of the cap being increased in the 
coming years.
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NAM, GasTerra and the rest of the Dutch market can track 
the cumulative number of degree days across the year, 
but the issue that both companies have raised is that the 
final count will only be confirmed in the days after the end 
of the gas year. This, both companies have argued, makes 
it difficult to plan and decide on whether or not to adjust 
production higher due to harsh winter conditions when there 
could be up to 11 months remaining before the final number 
of degree days are confirmed.

Furthermore, the companies say the uncertainty of the 
degree days model could hamper the fulfilment of the other 
obligations within the plan, particularly filling the 7bcm Norg 
storage facility to nameplate capacity through the summer 
and maintaining as flat a monthly profile of Groningen 
production as possible to minimise seismicity in the region.

LONG-TERM OUTLOOK
Before the production plan was finalised, the Dutch 
government announced on 13 September that early low- to 
high-calorific gas grid conversion works in Germany, France 
and Belgium and recent curbs to production from Groningen, 
had eased the L-gas demand outlook beyond 2020.

As a result, the government delayed a final investment 
decision for a new €480m quality conversion facility in 
Zuidbroek, which was expected to boost H- to L-gas 
conversion capacity by 50% to around 30bcm/year. The 
year delay to signing off on the investment would see the 
commissioning date for the plant pushed back from the end 
of the first quarter of 2020 to the fourth quarter of 2021, the 
government said.

According to the economy minister, updated analysis 
conducted by Dutch grid operator GTS suggested that 
additional quality conversion capacity may not be necessary 
beyond 2020, as large-scale grid conversion works in the 
Netherlands’ L-gas export markets Germany, Belgium and 
France will begin four years earlier than previously expected, 
in 2020, thereby reducing L-gas demand.

In addition, GTS’s study found that production capacity will 
be available from the Groningen field for a longer period 
than previously anticipated, because heavy curbs on output 
in recent years and through to 2020 will preserve the 
pressure of the gas field at a higher level than was expected 
in 2014. 

Forecasts from just a few years ago predicted up to 200bcm 
of Groningen production between 2016-2020, but it is now 
likely that less than 120bcm will be extracted. This may ease 
the L-gas supply picture beyond 2020 and reduce demand 
for quality conversion capacity as an alternative source of 
L-gas supply.

According to government figures, Dutch incumbent GasTerra 
has long-term L-gas supply obligations to neighbouring 
markets for at least 22.7bcm through to gas year 2023, 
dropping to a minimum of 11.7bcm in gas year 2024 and 
then declining gradually to 1.4bcm in 2028. GasTerra  
says it has not agreed or renewed any supply agreements 
since 2010.

The government wants to review the seismic impact of its 
latest decision to maintain lower but more stable monthly 
output from Groningen before making a final investment 
decision and will await the opinions of GTS and SodM 
before doing so, which are due after the summer next year. 

The government said it will also decide next year on whether 
or not to convert five industrial consumers and two power 
plants from the L- to the H-gas grid in the Netherlands – 
another opportunity to cut L-gas demand beyond 2020 
that the minister said had previously been identified. The 
resulting reduction in demand would be relatively small, 
but the conversion would be costly at around €130m, the 
minister said. 

IMPACT ON TRADING
The Dutch TTF has become Europe’s most liquid hub in 
terms of traded volumes and the capacity for forward trading 
up to four years ahead.

Issues to do with Groningen production are unlikely 
to disrupt this significant growth trend. Uncertainty in 
anticipation of key decisions about production has driven 
volatility and liquidity at the TTF higher in the past 18 
months and will probably do so again in the future, but 
while the physical output from the field was instrumental 
in the structural growth of the TTF in the years after it was 
established, the reduction in the coming years will not undo 
this development. 
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The market has established its dominance in Europe and 
trading at the TTF is becoming engrained in an increasing 
number of energy companies’ hedging and trading 
operations. “Groningen gas being brought to the TTF really 
helped to jump-start that market, but now that it’s there the 
effect of Groningen gas increasing or decreasing slightly in 
the short term is going to be relatively small for liquidity,” one 
expert said at the Flame gas conference earlier this year.

But issues surrounding Groningen production could 
impact trading in other ways. As more H-gas will need to 
be converted to the L-gas grid than ever before to cover 
the drop in output from Groningen, this could present an 
opportunity for H-gas suppliers that have the resources to 
meet the extra demand. 

Since early 2015, Russia appears to have been quickest 
to respond to fill the gap and H-gas volumes transiting 

Germany to the Netherlands have soared. According to 
GTS flow data, net H-gas flows between Germany and 
the Netherlands have reversed in the past year. In gas 
years 2012, 2013 and 2014 the Netherlands net exported 
9.5bcm, 7bcm and 5bcm of H-gas to Germany, but this year 
the Netherlands will have net imported around 3bcm – an 
8bcm swing year on year. It is not a coincidence that H-gas 
conversion in the Netherlands is up by around 8bcm year on 
year in gas year 2015.

While Russian supply has been quickest to respond, this 
doesn’t mean that things cannot change. At Flame earlier 
this year, speakers on the issue agreed that LNG imports 
could play a role in covering the shortfall in the years to 
come. In a world where gas consumption is stubbornly 
refusing to recover at the same pace that supply is growing, 
Groningen production caps may provide a valuable pocket 
of demand for exporters and suppliers to contest.
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