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Tokyo picks Muto for central bank chief
By Michiyo Nakamoto in Tokyo
Published: March 7 2008 05:59 | Last updated: March 7 2008 18:39

The Japanese government on Friday named deputy central bank governor Toshiro Muto as head of 
the Bank of Japan, causing uproar among opposition politicians, who threatened to block the
appointment.

The nomination comes only 12 days before the term of Toshihiko Fukui ends on March 19. Failure by
the opposition to approve Mr Muto’s nomination would leave the world’s second-la rgest economy
without a central bank governor.

The main opposition Democratic Party of Japan opposes Mr Muto on the grounds that as a former top 
official at the Ministry of Finance under the ruling Liberal Democratic party, his appointment could 
jeopardise the independence of monetary policy.

Without the support of the DPJ, which controls the Upper House of the Diet, Mr Muto’s appointment
would not be confirmed since the appointment of the BoJ governor requires confirmation by both
houses.

“He is far from the kind of governor that we are seeking,” Tatsuo Kawabata, deputy head of the DPJ,
said.

The nomination came as the BoJ on Friday ended a two-day policy meeting – Mr Fukui’s last at the
helm – and left interest rates unchanged at 0.5 per cent.

“It is unacceptable to have a vacuum [at the top of the BoJ] for even a day,” Yasuo Fukuda, prime
minister, said this week.

In practical terms, a vacancy at the top of the central bank is not likely to have any direct negative 
impact on monetary policy, analysts say.

“It doesn’t matter, because they aren’t going to move interest rates for six months anyway,” said
Richard Jerram, chief economist at Macquarie Securities in Japan.

Mikio Wakatsuki, a former executive director of the BoJ said: “It’s almost a national disgrace that this
issue remains unresolved at this very late time and especially at a time when the world economy is at
a very uncertain time.”

A power vacuum at the BoJ, which would come as the Japanese economy shows signs of a 
slowdown, if not recession, could lead to further turbulence in the Tokyo stock market.

Foreign investors, who drive about 70 per cent of the daily traded volume on the Tokyo Stock
Exchange, “are fed up with this situation”, said Shoji Hirakawa, chief strategist at UBS in Tokyo.

The situation is complicated by The DPJ is seeking a deal under which the LDP makes concessions 
on the issue of the gasoline tax, which has held up parliamentary proceedings al l week.

The opposition is calling for a reduction of the tax, which it says pays for pork barrel projects, while the 
LDP argues that without the gasoline tax, necessary roads in the regions could not be built, hurting 
already weakened regional economies.

The DPJ is also miffed that the LDP bulldozed the 2008 budget and tax reforms through the Lower 
House despite opposition calls for more deliberation.

The government also put forward Takatoshi Ito, Tokyo University professor, and Masaaki Shirakawa, 
former BoJ executive director, as candidates for the two deputy governor posts.

Confirmation hearings are due to be held on Tuesday and a vote is expected to be taken by both 
houses by the end of the week.
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