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BoJ deputy maintains lonely stand on inflation
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Shortly after Kazumasa Iwata was appointed deputy governor of the Bank of Japan in March 2003, it
became clear that the mild-mannered academic was an outsider. Entertaining guests in one of the
bank’s lavish dining rooms, attended by starch-uniformed waiters, the former economics professor and
adviser to Junichiro Koizumi, then prime minister, cut a lonely figure.

Mr Iwata, who turned 60 last year, described himself as being on a mission to persuade fellow board 
members to take a more radical anti-deflationary stance. Slowly, one by one they were coming round, 
he used to say.

But this week, Mr Iwata found himself alone again. When the nine-member board voted on a motion
put forward by Toshihiko Fukui, the governor, to raise rates to 0.5 per cent, he alone cast his vote
against. His rebellion marked the first time in the bank’s independent history that a deputy had defied
the governor.

Bank insiders say they respect Mr Iwata for sticking to his guns. His action proved the bank was 
becoming more democratic and that there was no pre-cooked consensus, they said.

When, in 2003, Mr Iwata joined the bank, he was known as an “inflation targeter”. The bank, he said,
should publish a range for desired price stability, say of between 1 and 2 per cent, then do everything
in its power to hit that target. In parliamentary testimony following his appointment, he said: “Targeting
price stability would allow the bank to explain the responsibility for its actions.”

The bank considered that view more appropriate for lecture halls than for the real world. At the time, 
Japan was mired in deflation and interest rates were already zero. Even if the BoJ had a target, bank 
officials argued, how on earth were they supposed to hit it?

The debate surfaced again in 2006 when the core consumer price index at last began to creep up 
towards zero. But still the idea of a target was unappealing. Instead, Mr Fukui sought maximum 
discretion to head off asset bubbles of the sort that had proved so ruinous in the past.

Instead of a target, the bank published the range of individual board members' “understanding” of what
constituted price stability. That range turned out to be zero to 2 per cent. Mr Iwata could not do much
about the inclusion of zero, which he and most academic economists considered too low. Without a
“buffer”, they argued, even a tiny miscalculation could plunge the economy back into deflation.

That seemed to be the crux of the matter at this week’s meeting. The core CPI, which rose a meagre
0.1 per cent in December, has been slipping back and could dip below zero by March. Mr Fukui and
the rest of the board said that did not matter. The trend of prices was rising, they argued. It was merely
being temporarily distorted by falling energy costs, included in the CPI.

Mr Iwata disagreed. For some months, he had been nervous that the bank’s view of  the economy was
too optimistic. With the CPI dangerously close to zero, he judged it premature to raise rates a second
time.

Nobuyuki Nakahara, a rebellious BoJ board member under the previous governor, ap plauds Mr
Iwata’s resolve. “He is worried about CPI. His view has been quite consistent all along.”

Mr Iwata was not available for comment yesterday. But Mr Nakahara was less reticent. 

“The BoJ is doing zero inflation-rate targeting. That is very strange.”
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