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The Bank of Japan on Thursday held rates unchanged at 0.25 per cent in a decision that could call 
into question the strength of its independence from politicians.

Citing mixed signals over the economy, the BoJ board voted six to three against a rate rise even 
though, until Tuesday, it had been widely expected to increase rates by a quarter of a point to 0.5 per 
cent. 

The decision sent the yen to a four-year low of 121.30 against the dollar in New York, as traders took 
advantage of at least another month of wide interest-rate differentials between Japan and the rest of 
the world. The Japanese currency fell 0.7 per cent to 157.10 against the euro and hit an eight-year low
against sterling. 

The split vote suggests the bank may be preparing to raise rates next month, by which time output 
data are expected to show that the economy performed well in the fourth quarter. 

Dissenters from the majority opinion might also have been lodging a protest against what is widely
viewed as the government’s heavy-handed campaign against a rate rise.

Glenn Maguire, Asia chief economist at Societe Generale, said: “The Bank of Japan simply could not
have got off to a worse start in 2007,” said Glenn Maguire, Asia chief economist at Société Générale.
“Not only are the markets whiplashed from rapidly changing expectations [but] the bank ended this
meeting with the impression that it has bowed to government pressure.”

Jesper Koll, an economist at Merrill Lynch, said there should be an official inquiry into the leaking and
counter-leaking of the bank’s intentions during what was supposed to be a blackout period. “This is
supposed to be an advanced country,” he said.

Until Tuesday, in speeches and background remarks, the bank appeared to have been softening up 
the market for a rate rise. That elicited a strong response from the government,  which says the BoJ 
should support the its growth policy by keeping monetary policy loose. 

On previous occasions the bank, which won its independence only in the late 1990s, has resisted such
pressure. However, this week, it appeared to back down. 

Toshihiko Fukui, central bank governor, denied that the BoJ had caved in to poli tical pressure.

“As always, today’s decision is based on our careful assessment of the economy and prices,” he told a
press conference said after the two-day board meeting ended. “There is no room for factors other than
economic and price conditions to wield clout over monetary policy.”

Instead, the BoJ cited doubts over the strength of the economy, saying it had “deviated slightly
downward from the outlook presented in  the Outlook Report in October.” In the absence of a clear
monetary policy framework, the Outlook Report is seen as the best guide to policy intentions.

The government has argued strongly against a rate rise, saying that the economy has not decisively 
escaped from deflation. The core consumer price index, excluding fresh food, rose just 0.2 per cent in 
November. Excluding energy, prices are still falling. 

The bank conceded that private consumption had been weaker than expected and, in  a reference to
lower energy costs, said that domestic prices “are expected to be somewhat weak or stay flat in the
immediate future, due to the drop in international commodity prices”.

The Nikkei 225 closed 0.6 per cent higher at 17,370.93, and the Mothers index of  smaller growth
stocks rose 4 per cent, as access to easy money was maintained continued for at least another month.
The bond market was already looking ahead to next month’s that meeting; the yield on the 10-year
bond rose 2 basis points to 1.71 per cent, after a 5.5 basis point fall the previous day.
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