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Bank of Japan Nominee Faces Opposition
By YUKA HAYASHI
March 8, 2008; Page A5

TOKYO -- Toshiro Muto faces some tough tasks ahead. The nominated 
Bank of Japan governor is up for one of the few central banking jobs in 
the world where he needs to get inflation up, not down. But first, he has 
to make sure his nomination goes through, and prospects are 
increasingly murky amid unprecedented political gridlock.

The 64-year-old Mr. Muto, nominated Friday by Prime Minister Yasuo 
Fukuda, must be approved by both houses of parliament. But the powerful main opposition party that 
controls the upper house is threatening to shoot down the appointment. That could create a vacuum 
for the top BOJ job after the current governor, Toshihiko Fukui, retires on March 19.

Such a situation, economists say, would further erode confidence among 
investors. Turmoil in the global financial markets and signs of a slowdown in 
U.S. consumer demand are already weighing on the world's second-largest 
economy after six years of growth. The weaker dollar is crimping earnings at 
Japan's big exporters, which have been driving growth. The Nikkei 225 Stock 
Average fell 3.3% on Friday, bringing its year-to-date decline to 16%. Japan's 
economy, which grew by 2.1% in 2007, is likely to decelerate to 1.7% this 
year, according to the International Monetary Fund.

"To eradicate worries in the market, we would really like to see a qualified 
person confirmed with the job as soon as possible," says Takehiro Sato, a 
Morgan Stanley economist in Tokyo.

Some opposition-party politicians say Mr. Muto's background as a top finance ministry official makes 
him unfit for the job as it may skew his policy decisions and weaken the BOJ's independence. 
Lawmakers will question Mr. Muto at parliamentary committees before the nomination is sent to both 
chambers for approval. Some economists say they think Mr. Muto will eventually get the job, but 
others now say it's likely that he will be rejected.

If confirmed, Mr. Muto, who has been a deputy governor for five years 
and before that spent 37 years as a career bureaucrat at the finance 
ministry, is likely to pursue his predecessor's policy of gradually 
raising interest rates to more normal levels -- an increasingly tough 
task as the global economy slows and domestic prices remain weak.

Also nominated to assist Mr. Muto as deputy governors were Masaaki 
Shirakawa, a former executive director at the BOJ, and Takatoshi Ito, a 
University of Tokyo economist who has said the BOJ should adopt an 
inflation target like many other central banks and conduct policy to 
achieve that target.

The new governor takes office at a delicate time. Normally, a central 
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bank cuts interest rates to cope with a slowing economy. But unlike the 
U.S. and Europe, the BOJ doesn't have much of an option because its 

policy rate is already very low. The BOJ, despite Mr. Fukui's obvious desire to raise interest rates to a 
more "normal" level, has kept its policy rate at a miniscule 0.5% for more than a year because the 
nation's prices, excluding high energy and food costs, have remained weak. Japan's consumer prices 
started rising recently, but excluding energy and food prices, they are still declining on a year-on-year 
basis.

"The next governor will have an extremely frustrating job," says Eisuke Sakakibara, a Waseda 
University professor and Mr. Muto's contemporary at the finance ministry. "Right now in Japan, it's 
almost like monetary policy doesn't exist."

Mr. Muto played a key role in 2006 to convince politicians, some of whom were doubtful, that Japan 
was ready to exit from its super-easy policy. This allowed the BOJ to end unprecedented policy steps 
without a hitch. At the finance ministry, Mr. Muto remained vice minister -- the top position for a 
bureaucrat -- for a record two years and seven months until he retired in 2003 and joined the BOJ.

"Mr. Muto is a very capable consensus builder," says Masaaki Kanno, a JP Morgan Securities 
economist and former BOJ official. "He listens to people and observes what goes on very carefully 
before making decisions."

Mr. Muto has a tendency to hear out others and try to strike a balance, which means he may be more 
flexible in policy-making. Mr. Fukui has sometimes appeared stubbornly stuck to the idea of raising 
rates even after signs of weakness in the economy surfaced. Some economists say Mr. Fukui eased 
policy too hastily in 2006, thus depriving the economy of a chance to conquer deflation and lay the 
ground for more solid growth. Economists say that low inflation helps long-term growth for the 
economy.

Others say Mr. Fukui should have raised rates more aggressively before the financial market turmoil 
ruled out such action. Japan's economy has expanded at a moderate but healthy pace for six years, 
these people say, and weak prices don't seem to have hurt the economy. Rate increases, they say, 
would have benefited Japan by boosting interest income for the nation's large population of retirees. 
In addition, the BOJ would now have more room to ease policy to shore up the economy.

While Mr. Muto is likely to seek gradual tightening in policy over the long term, he might be more 
willing to cut interest rates if the economy begins to deteriorate markedly, or the financial market hits 
a road bump, economists say. At a news conference in January, Mr. Muto said the BOJ maintained its 
view that the economy would continue to grow gradually in the future. But he also acknowledged the 
economy was losing momentum temporarily.

"Uncertainties stemming from the instability in the U.S. economy and global financial markets are 
increasing the downside risk," Mr. Muto said.

Write to Yuka Hayashi at yuka.hayashi@wsj.com1
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