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The Dutch Trade Study project, initiated by ING Economics Department, is drawing upon a wealth of
expertise both inside and outside ING. An important part of the Dutch Trade Study project is a cooperation
with to create an econometric model to forecast Dutch trade on both macro and sector
level. Cooperation with Amsterdam led to valuable insights on the export destination of
Dutch-made products as well as on imports for domestic use, by sector/product group and country, and of
the size of indirect trade.

The study benefitted from the remarks and comments made by representatives of the Advisory Board and
their organisations on earlier versions. The opinions or judgements contained in this study are however
solely the responsibility of ING Economics Department. Members of the are:

Akzo, Mr. H. Wijers

BCD, Mr. J.A. Fentener van Vlissingen
Caldic Holding BV. Mr. J. Caldenborgh
Centraal Planbureau, Prof. C. Teulings
CEVA Logistics, Mr. J. Pattullo

DSM, Mr. F. Sijbesma

Dutch Trade Board, Mr. H. Zwarts
Fenedex, Mr. B.J. Koopman

Port of Rotterdam, Mr. P. de Langen

ING, Mr. J. Hommen (chairman)

Ministry of Economic Affairs, Agriculture and
Innovation , Mr. S.Smits

Philips, Mr. F. van Houten

Royal FrieslandCampina, Mr. C.’t Hart
Schiphol Group, Mr. P. Verboom

Shell, Mr. D. Benschop

Unilever, Mr. W.J. Laan

VTTI, Mr. R. Nijst

VU University Amsterdam, Prof. H. de Groot
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International trade is pivotal to the prosperity of the Netherlands. As the world’s 16th largest economy, its success as a trading
nation is shown by the fact that it is the world’s seventh largest exporter. This has been achieved against the background of the
rapid globalisation of the world economy over the past 20 years.

The emergence of the debt crisis in the eurozone is creating fresh challenges to the success of the Netherlands’ export-led
economic model. These ongoing and profound changes in the global economy have important strategic implications. Will its current
trade orientation in terms of geography and composition still suffice in coming decades? How can the Netherlands best profit from
the global shift in economic gravity to Asia and Latin America? Which industries are best positioned? What will be the effect on
global financial flows? What are the implications for economic policy and corporate strategy?

In order to assess the impact of possible changes in world trade on Dutch businesses, the financial sector and the economy in
general, ING Economics Department has joined forces with Oxford Economics and the VU University of Amsterdam to construct a
model that makes it possible to analyse the effects of different scenarios. This cooperation has led to a unique database which
separates fully, on a sectoral basis, the development of re-exports and domestically-produced exports. Furthermore, the model
makes it possible to categorise Dutch trade flows by final destination countries. This makes it possible to analyse the impact of
particular country-specific or region-specific developments on Dutch industries.

This report will set the scene by reviewing the evolution of Dutch trade over the last 20 years. As such, it will lay the foundation for
subsequent reports on the future development of the Dutch economy at macro level and at the level of specific industries.

The Dutch Trade Project is an ING initiative, but the support of the members of the Advisory Board of this project is vital. We wish
to thank them for their comments on earlier versions of this study and for their suggestions for follow-up research topics.

Mark Cliffe
ING Group Chief Economist
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The severity of the recent financial crisis has drawn attention to global imbalances. Although the precise role of these imbalances
in the genesis of the crisis is controversial, debtor nations, led by the US are now aiming to reduce their deficits. Apart from the
large imbalance between the US and China, there is also growing concern over the steady rise in current account deficits and
surpluses among eurozone countries. The Netherlands, which like China and Germany runs a successful export-led model, may
be singled out in the policy discussion on this issue, given that it is running a current account surplus of some 6% of GDP. This
surplus is more than accounted for by trade with other developed Western European countries.

The Netherlands’ headline surplus conceals a massive, and growing, current account deficit of close to 10% with countries
outside the EU. Indeed, Dutch export success is largely confined to its European neighbours. Remarkably, the Netherlands runs
a trade surplus of close to 6% of GDP with Germany alone. Outside Europe, the US is the main export market. The stronger
growing emerging economies of Asia, Europe and Latin America are still only minor export markets for Dutch companies.

The trend improvement in the current account surplus since the mid 1990s was interrupted by the savage downturn in world
trade that followed the collapse of Lehman Brothers in late 2008. In addition, the Netherlands’ terms of trade have been
deteriorating, particularly for domestic trade, partly reflected the impact of rising commodity prices on import prices.
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Main findings

Agrifood, chemical exports and re-exports of technological products stand out

A distinctive feature of Dutch trade is the tripling of re-export volumes since the mid-1990s. Like exports of services, this has
outpaced the growth of domestically produced export goods. This reflects globalisation (boosting re-exports) and a further
maturing of economies (boosting the relative demand for services). Overall, trade of domestically produced agrifood and
chemical products and re-exports of technological products are the main drivers behind the current account surplus.

Production sectors generally losing market share, outside emerging Europe

Despite a seemingly strong performance of the export of key Dutch production sectors (agrifood, chemical and tech industry),
they are losing share in world trade. A notable exception to this for agrifood and tech industry is emerging Europe, where market
share is rising somewhat.

Foreign demand now biggest driver for Dutch manufacturing

Globalisation has made foreign demand the biggest driver of Dutch manufacturing, with e.g. the chemical industry now relying on
foreign demand for two thirds of its total. The surge in re-exports has boosted logistics activities. Major infrastructure investments
have facilitated the growth of re-exports.

Ongoing growth of business services exports contributing to Dutch trade balance

The business services contribution to the Dutch trade surplus has almost doubled over the past 15 years, with the tax climate
being very attractive for royalties and trust activities. Other growth pillars in this field include IT and intra-company services.
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Strong export focus on slower-growing countries...

Domestically produced exports 2006-2009 (goods, euro bn) = The majority of goods produced in the
50 50 Netherlands is exported to the slower-
45 45 growing economies in the world, such as the
core eurozone countries, the UK, the US and
40 . Japan.
35 35 . -
= Even taking into account so-called indirect
30 30 trade effects (for example, exports to third
25 25 countries via Germany), exports to the
20 20 emerging economies in Asia and Latin
1 15 America are relatively modest.
10 I I ‘ 10 = In the short term, this means Dutch exports
I will suffer from the process of budgetary
5 consolidation that is anticipated in many
0 I Nl dd e anm. . 0 European countries. Indeed, exports to the
DE BE FR UK US IT ES RU CN PO CH JP TR GR PT IN MX KR BR RO D peripheral Southern eurozone countries are
Direct [ Corrected for indirect trade still twice that of those to the so-called BRIC
Share in goods exports (%)* countries!
Direct domestic Corrected for
exports indirect trade
Western Europe 71 64
Other developed 10 15
Emerging Europe 8 8
Africa & Middle East 5 5
Emerging Asia 4 5
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...resulting in a large trade surplus with Western Europe

Trade balance as % of GDP
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Africa & Middle East

= Exports are very important to Dutch
prosperity. The persistently large and
growing surplus on the Dutch current
account is attributable to the trade balance.

= However, the Netherlands primarily run a
trade surplus with the other European
countries. In fact, the eurozone region
accounts for almost all of the trade surplus.

= The large surplus with neighboring countries
is partially offset by deficits with all major
regions in the rest of the world. The
Netherlands has particularly large trade gaps
with the emerging economies in Asia.




Redress of imbalances may impact Dutch ‘business model’

Eurozone imbalances, current account balance (% GDP) = The eurozone sovereign debt crisis has
raised concerns about rising current account

deficits and surpluses among Eurozone
countries.

= Unwinding the imbalances over time will be
a complex task for European policy makers
and may have important implications for the
‘business model’ of the Dutch economy. This
relates to the strong reliance of the
Netherlands on exports.

= Deficit countries will have to adjust, for
example by increasing their competitiveness.
They are, however, not the only ones having
to perform the rebalancing act. Meanwhile,
the surplus countries will have to contribute
to the adjustment process by increasing
domestic demand. More imports lead to
smaller trade surpluses.

- surplus 4% or higher ; deficit between 4 and 0%
surplus between 0 and 4% - deficit 4% or higher

classification based on average balance in ‘06-’10

Source: IMF, ING calculations I NG
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Re-exports tripled, stable export growth of services

Export development of Dutch-made goods, re-exports and services
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Excluding re-exports

The most striking development in Dutch
trade over the past 15 years, is the
spectacular increase in re-export activity,
which has particularly benefited the
wholesale sector. Volumes of re-exports
have more than tripled since the mid-90s.

Although the emergence of Asia led to a
loss of production in Dutch manufacturing
in some cases, it boosted Dutch re-export
activity. With its excellent connection to
the European hinterland, the Netherlands
has made good use of its geographical
position.

Export of services is still a minor part in
exports (+/- 20%), but shows a stable
growth, primarily realized by business
services, such as intra-company, legal,
accountancy and IT services.

Export growth of Dutch-made goods has
clearly lagged but it still important in terms
of value added. Its share of GDP is around
27%, vis-a-vis 3% for re-exports.




Chemical and tech industry lead exports growth...

Development of domestically-produced exports, by
productgroup ’96-"10 (volume)
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Looking at growth of Dutch-made
exports, the technological industry excels,
with a compound annual growth rate
(CAGR) of volumes in the period 1996-
2010 of 5.8%. Chemicals comes second
with a CAGR of 4% per year.

Agrifood has shown a more stable growth
(CAGR 2.5%), which is characteristic for
this sector.

The focus on trade in Western Europe
goes for all sectors and may be a threat
to future growth.

In the long term the opportunities for the
Dutch chemical and tech industry are
plentiful, given major societal challenges
(i.e. aging, mobility, sustainability).
However, its cyclical character requires a
flexible environment, e.g. in terms of
labour market, and structural
investments, in order to blossom.
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...but agrifood contributes most to trade surplus

Trade balance by sector and product average '06-'10 (% of GDP)

6 % GDP
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Note: the sum of the sector surpluses amount to appr. 13% of GDP. Household consumption accounts for a
large deficit, bringing the total trade balance to +/- 7% of GDP

Source: CBS
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The strongly performing tech and
chemical industries (from an export
perspective) also run large trade balance
surpluses, but the agrifood sector makes
the highest contribution to the Dutch trade
surplus.

Although the tech industry in itself has a
rather high surplus, many tech products
(in other tech product categories) have to
be imported to satisfy final demand.
Correcting for this, the surplus
disappears, while those of agrifood and
chemicals remain large.
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"The Netherlands: big
surplus with Europe, big
deficit with the rest of the
world"

% of GDP

"European trade imbalances"
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> "Key Dutch sectors in trade™

Globalisation and European integration have had a
dramatic impact on Dutch trade and prosperity.
However, this great trading success cannot be taken for
granted. The vast majority of Dutch exports are finally
destined for Western Europe. Fiscal consolidation and
demographic trends in these countries are, however,
likely to dampen demand for Dutch exports in the years
to come.

Matching the growth performance of the past fifteen
years will be a huge challenge for the Dutch key
production sectors and logistics sector (re-exports),
given the moderate outlook for Western Europe
and trend towards local-for-local production.

The structurally high and growing surplus on the Dutch
current account is striking. However, financial and
economic stability in the eurozone would benefit from
more balanced growth in the various eurozone
countries. From this perspective, a question mark
seems in order regarding whether the export-based
growth model of the Netherlands is sustainable. A re-
balancing of the growth model, by stimulating domestic
demand, may be required.
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The views expressed in this report reflect the personal views of the analyst(s) on the

subject of this report. No part of the compensation(s) of the analyst(s) was, is, or will be
directly or indirectly related to the inclusion of specific views in this report. This report was
prepared on behalf of ING Bank N.V. (“ING”), solely for the information of its clients. This
report is not, nor should it be construed as, an investment advice or an offer or solicitation for
the purchase or sale of any financial instrument or product. While reasonable care has been
taken to ensure that the information contained herein is not untrue or misleading at the time
of publication, ING makes no representation that it is accurate or complete in all respects.
The information contained herein is subject to change without notice. Neither ING nor any of
its officers or employees accept any liability for any direct or consequential loss or damage
arising from any use of this report or its contents. Copyright and database rights protection
exists with respect to (the contents of) this report. Therefore, nothing contained in this

report may be reproduced, distributed or published by any person for any purpose without

the prior written consent of ING. All rights are reserved. Investors should make their own
investment decisions without relying on this report. Only investors with sufficient knowledge
and experience in financial matters to evaluate the merits and risks should consider an
investment in any issuer or market discussed herein and other persons should not take any
action on the basis of this report. ING Bank N.V. is a legal entity under Dutch Law and is a
registered credit institution supervised by the Dutch Central Bank (“De Nederlandsche Bank
N.V.”) and the Netherlands Authority for the Financial Markets (“Stichting Autoriteit Financiéle
Markten”). ING Bank N.V., London branch is regulated for the conduct of investment business
in the UK by the Financial Services Authority. ING Bank N.V., London

branch is registered in the UK (number BR000341) at 60 London Wall, London EC2M 5TQ.
ING Financial Markets LLC, which is a member of the NYSE, NASD and SIPC and part of ING,
has accepted responsibility for the distribution of this report in the United States under applicable

requirements. The final text was completed on 6 December 2011
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