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Belka stays . . . and the bad taste as well

The so-called “tape scandal” has dominated the Polish media this week. The financial market was also concerned, as the NBP
Governor was involved in controversial talks that covered, among other things, possible changes to the NBP Act. After official
statements from the NBP and the Monetary Policy Council, and following the press conferences of Prime Minister Donald Tusk
and Finance Minister Mateusz Szczurek, we sum up the main threads. In this note we also present and interpret the main
amendments to the NBP Act proposed by the government.

Background

Over the weekend, the weekly magazine Wprost published recordings of talks (held in July 2013) between the Internal Affairs
Minister Barttomiej Sienkiewicz and the NBP Governor Marek Belka. The talks covered, among other issues, the possible support
of the NBP in financing the budget deficit in the event of a crisis. For Minister Sienkiewicz, a crisis would not only mean a difficult
economic and market situation but could also affect the state’s financial stability and politics (given high support for PiS, the main
opposition party, prior to the election mixed with budgetary problems). The possible support of the NBP was also discussed in the
context of amendments to the NBP Act and a change of finance minister (with Minister Rostowski being replaced by a “technical”
minister).

Belka remains in place

During the weekend, the tapes triggered a political storm and numerous comments, followed by a negative market reaction on
Monday. In the end, Prime Minister Tusk decided not to dismiss Internal Affairs Minister Barttomiej Sienkiewicz. Still, the minister
himself stated that he had no political future. PM Tusk said it was not his role to assess the central bank’s governor.

The NBP issued a special statement saying that the publication covered only a few short fragments of a two-hour long conversation
and that this was a manipulation aimed at presenting talks about the financial system’s stability as an abuse of power by Governor
Belka. Also, the Attorney General stated that these talks did not warrant the launch of an investigation of the interlocutors. The NBP
Governor assured there was no “deal” with the government and that he would not step down from his post. On Tuesday morning,
the NBP Governor met with President Bronistaw Komorowski, probably to hear his assessment of the situation. Comments after this
meeting stated only that the president was concerned about the safety of the zloty and stability of the Polish economy.

Conclusion: Governor Belka remains in place.
What does the amendment to the National Bank of Poland Act consist of?

It is worthwhile to look at the proposed changes to the National Bank of Poland (NBP) Act. On Tuesday, June 17, the government
adopted an outline for amendments to the law as submitted by the Finance Ministry. Below we present the most important
proposals. It is worth keeping an eye on these issues, which refer to the role of the Management Board of the NBP and the
Monetary Policy Council (MPC). The main changes proposed in the NBP Act are:

1. Implementing the possibility of acting in the secondary market of Treasury Securities

Following other central banks' lead, the Polish authorities want to be prepared for a possible worst-case risk scenario on
financial markets and to enable the purchase (and sale) of Treasury Securities (TS) by the central bank apart from open market
operations. While at present the NBP can take collateral for TS from commercial banks, ensuring liquidity or to buy them with a
repurchase commitment, the amendment to the law would allow the central bank to purchase T-bonds on the secondary
market. In itself, this does not give rise to great controversy. Specifically, European Union treaty restrictions prohibit the direct
and indirect financing of a budget deficit (EBC monitoring). Purchasing T-bonds on the secondary market by the NBP would be
acceptable to fulfil the NBP’s statutory tasks, particularly in conducting monetary policy and working towards the stability of the
domestic financial system.
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2. Monetary policy and stability of the domestic financial system — tools

In this context, the second change in the NBP Act is more surprising. It differentiates between measures for providing stability
to the domestic financial system and instruments for monetary policy. On the one hand, it is obvious that the central bank
should use appropriate legal instruments to enable it to respond with agility to the current conditions in the financial system and
economy. On the other hand, however, there is no need to reallocate responsibilities between the MPC and the Management
Board of the NBP as a result of the differentiation between monetary policy measures and measures to stabilise the domestic
financial system. In our opinion, collegial decision-making by the MPC regarding the activity of the central bank in the T-bonds
secondary market would reduce the risk of the improper use of such instruments. What is more, it would also limit possible
political pressure. The most important argument, however, is the interdependence between measures for monetary policy and
financial system stabilisation. Because the monetary policy could influence stability (e.g., excessively low interest rates could
trigger a credit boom) and debt purchases in the secondary market aimed at stabilizing the financial system could influence
monetary policy (impact on interest rates along the curve), it would be reasonable to keep all of these instruments at the MPC’s
disposal.

3. Annual NBP report and choice of auditor — competence of the NBP Board and MPC

Currently, the MPC accepts the annual financial report of the NBP and this report is investigated by an auditor chosen by the
MPC. The proposed change assumes that the NBP Board would take over competence in this matter. This change is explained
by two reasons: (1) this issue is not a subject of monetary policy; and (2) should the report be rejected, there are no
consequences for transfer of the NBP profit to the public budget (this depends on acceptance of the financial report by the
Council of Ministers, not by the MPC). Thus, we may ask: if it does not matter anyway, then why limit the MPC’s role?

4. Rotation of MPC members

We have already discussed this issue several times, for example in our December 2013 MACROscope. According to the
proposed changes to the NBP Act, after a certain period of time after the bill is accepted, each institution choosing its candidate
for the MPC (President, Lower House and Upper House of the parliament) would nominate one additional member and then
the Council would consist of 12 members (+ the NBP Governor). In 2016, when the term of the current members ends, three
new members would be nominated and the Council would temporarily consist of six members (+ the NBP Governor). After the
next two years, three more members would be nominated and then the MPC would reach its target size: nine members + the
NBP Governor. The Minister of Finance said on Tuesday that details on the exact dates have yet to be discussed because
there is a delay in preparing these changes and that nomination of additional members in 2015 would not lead to a complete
rotation every two years. Still, we perceive these amendments as positive and increasing monetary policy stability. At the same
time, it is worth noting that nominating three new members in the coming quarters would likely change the balance within the
Council, making it more dovish.

Conclusion: Implementing the rotation of MPC members and allowing the option of a potential debt purchase in the secondary
market aimed at stabilising the financial system generates no controversies. In our opinion, however, stability tools should be also
under the responsibility of the Monetary Policy Council.

Further cooperation on the rate-setting panel may not be easy

Another important issue in the conversation between Interior Minister Barttomiej Sienkiewicz and NBP Governor Marek Belka is the
reference to the Monetary Policy Council. Marek Belka's use of foul language about the interest rate-setting panel and his
statement that he would be ready to “play ball” with the Council may make further cooperation more difficult. On Tuesday the MPC
held a working meeting, at which the NBP Governor was probably trying to explain the situation and apologise to the MPC
members. While two members of the Council (Elzbieta Chojna-Duch and Anna Zielinska-Gtebocka) made some reassuring
statements before the meeting and positively assessed cooperation with NBP president, Andrzej Kazmierczak said the Governor’s
comments were “unfair and disrespectful” to the Council. Apparently, the apologies were accepted, as after the MPC meeting the
Council released the statement suggesting that further cooperation is possible (two members were absent at the meeting: Adam
Glapinski and Jerzy Hausner). In short, while it is difficult to disagree with Marek Belka that in recent months the MPC managed to
reach a broad consensus and cooperation within the authority was satisfactory, the situation may change after recent events.
However, the MPC statement suggests that even if that happens, public opinion will not know about it.

Bottom line: Cooperation between the NBP Governor and the MPC members should continue and, while the relations in some
cases may be harsh, they will most likely not have a major impact on the substantive responsibilities.
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Market implications

The fact that the NBP Governor has not been dismissed should stabilise the market.. If the worries over the future of Marek Belka
were the main driver of the recent turmoil in the Polish market, then FI/FX could return to the level seen at the end of the past week.
However, it is worth taking into account the global environment, higher tensions in Ukraine and possible market pricing in rising
political risk in Poland given the local government elections (scheduled for Autumn 2014) and parliamentary elections (in 2015). It is
currently hard to assess the impact of the wiretapping scandal on the ruling party’s support. The Attorney General started an
investigation against the former Deputy Finance Minister and former Minister of Transport, and the magazine Wprost claims there
are more tapes with Civic Platform members that could be released.

As far as the monetary policy is concerned, Marek Belka’s comments criticising the MPC and its members may make cooperation
within the Council more difficult. The current situation should be neutral for official interest rates, but if any pressure is generated,
we think these circumstances could limit the MPC’s willingness to cut rates in order to avoid being accused of supporting the
government.



Bank Zachodni WBK

This analysis is based on information available until 18.06.2014 has been prepared by:

ECONOMIC ANALYSIS DEPARTMENT

ul. Marszatkowska 142. 00-061 Warszawa. fax +48 22 586 83 40
Email: ekonomia@bzwbk.pl Web site (including Economic Service page): http://www.skarb.bzwbk.pl

Maciej Reluga* — Chief Economist
tel. +48 22 5341888. Email: maciej.reluga@bzwbk.pl

Piotr Bielski* +48 22 534 18 87
Agnieszka Decewicz* +48 22 534 18 86
Marcin Luzinski* +48 22 534 18 85
Marcin Sulewski* +48 22 534 18 84

* Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under FINRA rules, and
is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2711 and Incorporated NYSE Rule 472
restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.

TREASURY SERVICES DEPARTMENT

Poznan Warszawa Wroctaw
pl. Gen. W. Andersa 5 ul. Marszatkowska 142 ul. Rynek 9/11
61-894 Poznan 00-061 Warszawa 50-950 Wroctaw
tel. +48 61 856 58 14/30 tel. +48 22 586 83 20/38 tel. +48 71 369 94 00
fax +48 61 856 44 56 fax +48 22 586 83 40 fax +48 71 370 26 22

IMPORTANT DISCLOSURES

ANALYST CERTIFICATION:

The views expressed in this report accurately reflect the personal views of the undersigned analyst(s). In addition, the undersigned
analyst(s) have not and will not receive any compensation for providing a specific recommendation or view in this report: Maciej
Reluga*, Piotr Bielski*, Agnieszka Decewicz*, Marcin Luzinski*, Marcin Sulewski*.

* Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under FINRA rules, and
is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2711 and Incorporated NYSE Rule 472
restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.


http://www.skarb.bzwbk.pl/
mailto:maciej.reluga@bzwbk.pl

Bank Zachodni WBK

IMPORTANT DISCLOSURES (CONT.)

This report has been prepared by Bank Zachodni WBK S.A. and is provided for information purposes only. Bank Zachodni WBK S.A. is registered in Poland and is authorised and
regulated by The Polish Financial Supervision Authority.

This report is issued in the United States by Santander Investment Securities Inc. (“SIS”), in Poland by Bank Zachodni WBK S.A. (“BZ WBK”), in Spain by Banco Santander, S.A,,
under the supervision of the CNMV and in the United Kingdom by Banco Santander, S.A., London Branch (“Santander London”). SIS is registered in the United States and is a
member of FINRA. Santander London is registered in the United Kingdom and subject to limited regulation by the Financial Services Authority, UK (“FSA”). SIS, BZ BWK, Banco
Santander, S.A. and Santander London are members of Grupo Santander. A list of authorised legal entities within Grupo Santander is available upon request.

This material constitutes “investment research” for the purposes of the Markets in Financial Instruments Directive and as such contains an objective or independent explanation of the
matters contained in the material. Any recommendations contained in this document must not be relied upon as investment advice based on the recipient’s personal circumstances.
The information and opinions contained in this report have been obtained from, or are based on, public sources believed to be reliable, but no representation or warranty, express or
implied, is made that such information is accurate, complete or up to date and it should not be relied upon as such. Furthermore, this report does not constitute a prospectus or other
offering document or an offer or solicitation to buy or sell any securities or other investment. Information and opinions contained in the report are published for the assistance of
recipients, but are not to be relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, are subject to change without notice and not intended to
provide the sole basis of any evaluation of the instruments discussed herein.

Any reference to past performance should not be taken as an indication of future performance. This report is for the use of intended recipients only and may not be reproduced (in
whole or in part) or delivered or transmitted to any other person without the prior written consent of BZ WBK.

Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this
report and should understand that statements regarding future prospects may not be realised. Any decision to purchase or subscribe for securities in any offering must be based
solely on existing public information on such security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.

The material in this research report is general information intended for recipients who understand the risks associated with investment. It does not take into account whether an
investment, course of action, or associated risks are suitable for the recipient. Furthermore, this document is intended to be used by market professionals (eligible counterparties and
professional clients but not retail clients). Retail clients must not rely on this document.

To the fullest extent permitted by law, no Santander Group company accepts any liability whatsoever (including in negligence) for any direct or consequential loss arising from any use
of or reliance on material contained in this report. All estimates and opinions included in this report are made as of the date of this report. Unless otherwise indicated in this report
there is no intention to update this report.

BZ WBK and its legal affiliates may make a market in, or may, as principal or agent, buy or sell securities of the issuers mentioned in this report or derivatives thereon. BZ WBK and
its legal affiliates may have a financial interest in the issuers mentioned in this report, including a long or short position in their securities and/or options, futures or other derivative
instruments based thereon, or vice versa.

BZ WBK and its legal affiliates may receive or intend to seek compensation for investment banking services in the next three months from or in relation to an issuer mentioned in this
report. Any issuer mentioned in this report may have been provided with sections of this report prior to its publication in order to verify its factual accuracy.

Bank Zachodni WBK S.A. (BZ WBK) and/or a company in the Santander Group is a market maker or a liquidity provider for EUR/PLN.

Bank Zachodni WBK S.A. (BZ WBK) and/or a company of the Santander Group has been lead or co-lead manager over the previous 12 months in a publicly disclosed offer of or on
financial instruments issued by the Polish Ministry of Finance or Ministry of Treasury.

Bank Zachodni WBK S.A. (BZ WBK) and/or a company in the Santander Group expects to receive or intends to seek compensation for investment banking services from the Polish
Ministry of Finance or Ministry of Treasury in the next three months.

ADDITIONAL INFORMATION

BZ WBK or any of its affiliates, salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to its clients that reflect opinions that
are contrary to the opinions expressed herein. Furthermore, BZ WBK or any of its affiliates’ trading and investment businesses may make investment decisions that are inconsistent
with the recommendations expressed herein.

No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited
by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

Investment research issued by BZ WBK is prepared in accordance with the Santander Group policies for managing conflicts of interest. In relation to the production of investment
research, BZ WBK and its affiliates have internal rules of conduct that contain, among other things, procedures to prevent conflicts of interest including Chinese Walls and, where
appropriate, establishing specific restrictions on research activity. Information concerning the management of conflicts of interest and the internal rules of conduct are available on
request from BZ WBK.

COUNTRY & REGION SPECIFIC DISCLOSURES

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by Banco Santander, S.A. Investment
research issued by Banco Santander, S.A. has been prepared in accordance with Grupo Santander’s policies for managing conflicts of interest arising as a result of publication and
distribution of investment research. Many European regulators require that a firm establish, implement and maintain such a policy. This report has been issued in the U.K. only to
persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as
“relevant persons”). This document must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
only regarded as being provided to professional investors (or equivalent) in their home jurisdiction. United States of America (US): This report is being distributed to US persons by
Santander Investment Securities Inc (“SIS”) or by a subsidiary or affiliate of SIS that is not registered as a US broker dealer, to US major institutional investors only. Any US recipient
of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to effect any transaction in any security or issuer discussed herein
should contact and place orders in the United States with the company distributing the research, SIS at (212) 692-2550, which, without in any way limiting the foregoing, accepts
responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the US Securities Exchange Act of 1934) under this report and its dissemination in the United States.
US recipients of this report should be advised that this research has been produced by a non-member affiliate of SIS and, therefore, by rule, not all disclosures required under NASD
Rule 2711 apply. Hong Kong (HK): This report is being distributed in Hong Kong by a subsidiary or affiliate of Banco Santander, S.A. Hong Kong Branch, a branch of Banco
Santander, S.A. whose head office is in Spain. The 1% ownership disclosure satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons
licensed by or registered with the Securities and Futures Commission, HK. Banco Santander, S.A. Hong Kong Branch is regulated as a Registered Institution by the Hong Kong
Monetary Authority for the conduct of Advising and Dealing in Securities (Regulated Activity Type 4 and 1 respectively) under the Securities and Futures Ordinance. The recipient of
this material must not distribute it to any third party without the prior written consent of Banco Santander, S.A. Japan (JP): This report has been considered and distributed in Japan to
Japanese-based investors by a subsidiary or affiliate of Banco Santander, S.A. - Tokyo Representative Office, not registered as a financial instruments firm in Japan, and to certain
financial institutions defined by article 17-3, item 1 of the Financial Instruments and Exchange Law Enforcement Order. Some of the foreign securities stated in this report are not
disclosed according to the Financial Instruments and Exchange Law of Japan. There is a risk that a loss may occur due to a change in the price of the shares in the case of share
trading and that a loss may occur due to the exchange rate in the case of foreign share trading. China (CH): This report is being distributed in China by a subsidiary or affiliate of
Banco Santander, S.A. Shanghai Branch (“Santander Shanghai”). Santander Shanghai or its affiliates may have a holding in any of the securities discussed in this report; for
securities where the holding is greater than 1%, the specific holding is disclosed in the Important Disclosures section above. Poland (PL): This publication has been prepared by Bank
Zachodni WBK S.A. for information purposes only and it is not an offer or solicitation for the purchase or sale of any financial instrument. All reasonable care has been taken to ensure
that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or completeness. No reliance should be placed on it and no liability
is accepted for any loss arising from reliance on it. Information presented in the publication is not an investment advice. Resulting from the purchase or sale of financial instrument,
additional costs, including taxes, that are not payable to or through Bank Zachodni WBK S.A., can arise to the purchasing or selling party. Rates used for calculation can differ from
market levels or can be inconsistent with financial calculation of any market participant. Conditions presented in the publication are subject to change. Examples presented in the
publication is for information purposes only and shall be treated only as a base for further discussion.

© Bank Zachodni WBK 2014. All Rights Reserved.



