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The best that can be said for yesterday's quarter-point rise in Japanese interest rates is that it is too 
small to do damage to the economic recovery. But the case for an increase remains as weak as when 
the Bank of Japan last met, in January. Consumer prices, including energy, are rising at only 0.1 per 
cent annually and, as the BoJ has admitted, may stay flat for some time. Wage inflation is muted, while
signs of asset inflation are few and far between.

All this has fed suspicions that, despite denials by both sides, the BoJ deferred action last month 
under strong pressure from the government. The bank may have got its way this time, but at the price 
of sowing doubts about its authority, which a rate rise was supposed to restore. Whether the 
unprecedented opposition to yesterday's move by one of the bank's deputy governors is a sign of 
healthy dissent or divisions is a matter for debate.

Regrettably, the news that Toshihiko Fukui, the governor, had proposed a rise leaked out while the 
meeting was in progress. This is the latest in a steady flow of leaks over the months about the BoJ's 
supposedly confidential deliberations. Such weak discipline, along with poor signalling in the bank's 
official pronouncements, weakens the perceived integrity of policy-making and unsettles the markets.

The latter are unlikely to gain much clarity about the future direction of policy from yesterday's 
statement explaining the decision. Subdued inflation may rule out a further interest rate rise for the 
next few months. Beyond then, the criteria that will guide future decisions remain opaque.

Officially, the BoJ's policymaking framework is forward-looking. However, it has muddied the waters by
using some past developments, notably a rebound in fourth quarter growth, to justify the rate increase.

The impression remains that the BoJ's fixed point is its determination to raise interest rates as rapidly 
as possible to what it considers "normal" levels. However, with inflation still negative after energy 
prices are excluded - as is normal in other advanced economies - its reasons for  seeking almost any 
opportunity to tighten policy are unpersuasive.

The BoJ needs to restore discipline to its policymaking and confidence to the markets. The best way to
do so is to adopt a clearly specified inflation target. Its existing goal of keeping inflation broadly at 
between 0 per cent and 2 per cent is both too low and too loose, being based on a composite of 
individual board members' objectives.

Unfortunately, Mr Fukui has ruled out such a move, as has the government, which is reluctant to be 
seen to impose its will on the BoJ. For the sake of the bank's credibility, as well as of sound economic 
management, Mr Fukui should reconsider. The health of the world's second biggest  economy is too 
important to be left to the vagaries of today's highly discretionary system.
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