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World News

Bush says
US budget
def icit set
for big fall

By Andrew Ward and
Krishna Guha in Washington

President George W. Bush
yesterday predicted that the
US budget deficit would
drop to less than half its
2004 peak by the end of the
current fiscal year but
warned Democrats against
loosening constraints on fed-
eral spending.

Issuing a mid-year update
of the budget outlook, the
White House estimated that
the deficit would drop to
$205bn (€149bn, £101bn) by
the end of September, lower
than the previous projection
of $244bn made in February.

But Mr Bush warned
against complacency in the
battle to bring the deficit
under control, renewing his
threat to veto a series of
forthcoming spending bills
unless Congress reduced its
budget demands.

The Democratic takeover
of Congress in January has
set the stage for the most
serious budget showdown in
years as the White House
and Capitol Hill wrestle over
the 2008 federal budget
in the next few months.

For the first time since
taking office, Mr Bush will
be forced to agree a spending
package with Democratic
lawmakers and he has
vowed to resist any propos-
als that would push the
budget over the $933bn
requested by the White
House.

For Mr Bush, his veto
power over Democratic
spending plans offers an
opportunity to salvage the
Republican party’s tainted
reputation for fiscal conserv-
atism after several years of
rampant increases in federal
spending.

Both the White House and
Congress have agreed a tar-

get of erasing the budget def-
icit by 2012 but the two sides
have widely differing views
about how to achieve the
goal.

Yesterday’s projection of a
$205bn deficit at the end of
September would equate to
1.5 per cent of gross domes-
tic product – down from the
1.8 per cent of GDP earlier
predicted. The relatively
modest revision leaves the
administration still forecast-
ing a bigger deficit than
most private-sector forecast-
ers, who expect a sharper
drop owing to buoyant
income tax revenues and
slow growth in government
spending in recent months.

The Bush administration
argues that strong tax
receipts prove that its policy
of tax cuts is working to sup-
port growth and thereby gov-
ernment revenues, though its
economic officials do not
make the claim that tax cuts
pay for themselves.

Democrats argue that
whatever support the tax
cuts gave to growth in the
early 2000s has now faded
away and revenue gains sim-
ply reflect the skewed distri-
bution of income gains to
high-rate taxpayers and
businesses, including unin-
corporated businesses, which
file individual tax returns.

The big change in the fore-
cast is that the White House
now predicts that the deficit
will increase as a percentage
of GDP from 1.5 per cent in
fiscal 2007 to 1.8 per cent the
following year, rather than
fall from 1.8 per cent to 1.6
per cent as it had earlier pre-
dicted.

This reflects both down-
ward revisions to revenue
growth as the tax bonanza
peters out and an assump-
tion that spending will
henceforth grow more rap-
idly than earlier expected.

Administration officials
are seeking to highlight the
threat of a rebounding gov-
ernment deficit as a reason
to oppose Democrat spend-
ing plans.

But spending plans
could still face veto
Showdown looms
with Congress

Panama builds on economic boom

President Martín Torrijos of
Panama yesterday unveiled
what could become one of
the biggest investment
projects in the country’s
history, with a value of up to
$10bn (€7.3bn, £4.9bn).

The creation of an urban
centre the size of central
London on the outskirts of
Panama City is the latest
sign of an economic boom
that has invited comparisons
between Panama and bigger
international business
centres, such as Dubai.

A specially created govern-
ment agency will provide
residents with streamlined
regulation and there will be
tax incentives for selected
industries.

London & Regional, the
UK-based company that will
develop the site, said the
project, on the former
Howard US air force base,
would reinforce Panama’s
attractions as a centre of
international business.

Ian Livingstone, of London
& Regional, said it would
combine industrial, retail
and residential properties
and its value, including all
finished infrastructure and
buildings, could be worth up
to $10bn.

Mr Torrijos’s administra-
tion, which took office in
2004, is poised to award the
first contract for breaking
ground in an ambitious
$5.25bn plan to expand the
canal, which connects the
Atlantic and Pacific oceans
and is one of the world’s
most important waterways.

Panama took full control
of the canal in 1999 and the
investment in three new
locks and physical widening
will facilitate the passage of
huge cargo ships, known as
post-Panamax vessels.

International and local
companies are pouring bil-
lions of dollars into Panama-
nian residential property
developments, in large part

to capitalise on the peak of
interest shown by US and
Canadian retired people and
second-home buyers.

In addition, deals worth
$14.5bn have been agreed
recently to build two oil
refineries and the US Con-
gress is expected to approve
a trade agreement soon
between the two countries.

Mr Torrijos said recently
that the refineries, canal
expansion and trade pact are
the three motors that could
propel Panama towards
developed country status.
Panama’s economy, which is
fully dollarised, grew 8.1 per
cent in 2006, and economists
believe it could grow more
than 10 per cent this year.
Inflation, meanwhile, is sub-
dued and lending rates are
among the most competitive
in the western hemisphere.

However, some analysts
suggest that the government
must do more to reduce pov-
erty, especially in rural
areas, if development goals
are to be achieved.

“Wealth is being concen-
trated more and more. This
is very bad news,” said
Guillermo Chapman, an ana-
lyst at the Indesa consul-
tancy in Panama City.

The London & Regional
project hopes to attract busi-
nesses from neighbouring
countries that do not enjoy
the sort of stability that
Panama offers.

Panama has begun to
attract significantly higher
numbers of investors from
Colombia and Venezuela
than before, and analysts
expect the trend to continue.

Although London & Reg-
ional has yet to present the
government with a master
plan of the 1,800-hectare site
– WS Atkins, the UK profes-

sional services company,
must do so within 90 days –
the plans are known to
include a golf course, apart-
ments, schools and hospital.

“It will have an urban feel,
with town-centre-type shops,
public open spaces, condo-
miniums. . . We are going to
build a sustainable commu-
nity,” said Mr Livingstone.

The site’s proximity to the
Panama Canal, the Pan-
American highway and to
Howard’s 3.5km runway
gave it unprecedented access
for individuals and compa-
nies, he said. “In terms of
logistics, it’s a no-brainer.”

In addition to an initial
$405m minimum investment
over the next eight years by
London & Regional and local
partners, Mr Livingstone has
committed another $300m
over the remainder of the
40-year concession.

London & Regional, a pri-
vate company run by Mr Liv-
ingstone and his brother
Richard, is known as a highly
leveraged buyer of property
assets. In recent years it has
branched out into develop-
ment projects and started
investing overseas.
Additional reporting by
Jim Pickard
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A $10bn project
outside the capital is
the latest sign of
US and Canadian
hunger to invest in
residential property
developments, write
Richard Lapper
and Adam Thomson
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A cross on the runway signals the closure of Howard air force base to military traffic. The site will now be developed as a vast urban centre Getty

Copper
under
pressure
after pay
talks fail
By Jude Webber
in Buenos Aires

Pay talks to end a three-day
strike at one of Chile’s big-
gest copper mines have bro-
ken down, threatening fur-
ther pressure on prices amid
falling global inventories.

The dispute, the first in
the Collahuasi mine’s
10-year history, caused cop-
per prices to spike in the
week in a flashback to the
market’s rollercoaster ride
during a three-week strike
last year at the country’s
Escondida mine.

Separately, Codelco, the
state-owned company that
supplies about a 10th of the
world’s copper, has been hit
by labour disputes in the
past two weeks and produc-
tion at its third-biggest divi-
sion, Andina, was suspended
on Monday after a transport
worker was hurt in clashes.

Despite a peace pact
signed on Tuesday with con-
tract workers demanding
better pay, some distur-
bances continued.

However, “more than 90
per cent of production is
normal and we expect to
normalise the situation dur-
ing the day”, said Pablo Oro-
zco, Codelco spokesman.
Codelco is the world’s top
copper producer, with

annual output of 1.8m
tonnes.

At Collahuasi, negotiations
remained bogged down. The
company denies output has
been affected but Hernan
Farias, union president, said
production was 85 per cent
lower. “We’ve been as flexi-
ble as possible,” he said.
“We’re not seeing much flexi-
bility from the company.”

The overall pay deal Colla-
huasi workers wanted added
up to about a 15 per cent
overall improvement, with a
production bonus and a rise
in basic pay, Mr Farias said.

Collahuasi, which pro-
duces 8 per cent of Chile’s
copper and is owned by
Xstrata and Anglo Ameri-
can, says the stoppage is
unreasonable. “Collahuasi’s
last offer was by far the best
in the latest round of collec-
tive bargaining in the sec-
tor,” said William Gysling,
company representative.

The stoppages are the
most serious in Chile since
the strike last year at Escon-
dida, the world’s biggest cop-
per mine. A threatened two-
day strike by miners in
Peru, the world’s number
three producer, has been
called off.

Demand from China has
fuelled a fourfold rise in
prices in the past four years.
David Thurtell, mining ana-
lyst at BNP Paribas in Lon-
don, said China bought
200,000 tonnes in February to
replenish stocks when prices
were $6,200 (€4,519, £3,063) a
tonne. On Wednesday, they
were $7,945 – well above fair
value of between $7,200 and
$7,600, he said.

Hedge fund probe leaves congressmen ‘uneasy’ over risk
By Jeremy Grant
in Washington

Unease over the risks posed
by hedge funds cast a
shadow over congressional
deliberations on the rapidly
growing industry yesterday,
with a leading Democrat
suggesting that no one yet
had a full grasp of the issue.

“We have a kind of uneasy
consensus that there is a
potential problem that we
wish we were more sure
about how to approach,”
said Barney Frank, the
chairman of the House finan-
cial services committee.

“I don’t think anybody can
be entirely confident that all
is well here. But neither is

there an obvious thing that
we ought to be doing.”

The near collapse of two
proprietary hedge funds
owned by Bear Stearns last
month reignited concerns
over the systemic risks
posed by hedge funds after
multibillion dollar losses by
fund Amaranth last year.

Erik Sirri, the head of mar-
ket regulation at the Securi-
ties and Exchange Commis-
sion, said that “lack of con-
tagion” from the Amaranth
losses should be viewed
against the backdrop of “a
favourable market environ-
ment with ample liquidity
and tight credit spreads
across a range of markets”.

Conditions seemed to be

similarly favourable in the
wake of the Bear Stearns
losses, Mr Sirri said, “but
there is no guarantee that

such favourable conditions
will persist, and we must be
prepared to assume that
they will not”.

However, he sounded a
note of comfort by saying
that some of the largest,
“more systemically impor-

tant” hedge funds were
“beginning to look more and
more like mature financial
institutions”.

The US approach to hedge
funds has been largely to
allow the industry to self-
regulate, but the administra-
tion recently issued a set of
“principles and guidelines”
calling on hedge funds,
counterparties, other lenders
and investors to exercise
“increased vigilance” over
credit terms and risk expo-
sure.

Kevin Warsh, the Federal
Reserve Board governor, told
the hearing that big market
participants needed to
strengthen their risk man-
agement practices.

“If market participants
prove unwilling or unable to
meet these challenges, losses
in the hedge fund sector
could pose significant risks
to financial stability,” Mr
Warsh said.

The hearing came as the
SEC met to consider adopt-
ing a new anti-fraud rule for
hedge funds that aimed to
clarify the regulator’s ability
to bring enforcement actions
against hedge fund advisers
who defraud investors.

The rule would prohibit
investment advisers to
hedge funds from making
“false or misleading state-
ments to, or otherwise
defrauding, investors in
hedge funds”.

Higher taxes ‘will stifle US entrepreneurship’
Congressional proposals to
raise taxes on the profits of
managers of hedge funds
and buyout firms may stifle
US entrepreneurship and
hurt the economy, the
treasury department said
yesterday, as Senate and
House panels held hearings
on the taxation and
regulation of the industry,
Bloomberg reports.

Eric Solomon, the

assistant Treasury secretary
for tax policy, told the
Senate finance committee
that proposed legislation to
increase the tax rate paid
by some partners in hedge
funds and privateequity
firms would undermine
longestablished rules that
give American businesses a
competitive advantage.

“The US economy . . . is
among the strongest and

most resilient in the world,
and the flexibility offered by
partnerships plays an
important role in that
success,’’ Mr Solomon said.
His testimony is the
treasury department’s most
critical assessment of efforts
in Congress to raise tax
rates on “carried interest”,
the pay managers receive in
exchange for investment
services.

News Digest
Algerian attack
linked to alQaeda
An explosives-laden vehicle
was detonated near an
Algerian military barracks
yesterday, killing eight
people in the worst attack
in the north African
country for several months.

The blast, thought to be a
suicide attack, took place
near a village in Kabylie
east of Algiers and bore the
hallmarks of an attack by
the group al-Qaeda in the
Islamic Maghreb (AQIM).

Andrew England,
Jerusalem

Hong Kong seeks
democracy views
Hong Kong will start
canvassing public views on
democratic reform, and
authorities are open-minded
about different proposals for
the former British colony,
Henry Tang, the territory’s
chief secretary, said.

Hong Kong’s leader is
picked by a committee loyal
to Beijing and only half of
the 60-member legislature is
elected. The government
issued a consultation paper
yesterday. Donald Tsang,

Hong Kong’s leader, will
relay the “mainstream”
consensus to Beijing, which
must approve any changes.

AP, Hong Kong

Most Turks want
direct election
An overwhelming majority
of Turks back the
government’s call for the
president to be elected by a
direct popular vote rather
than by parliament, a poll
published yesterday by the
Vatan newspaper showed.

Reuters, Ankara

Chinese growth
at 12year high
China revised its 2006
economic growth data
yesterday to a 12-year high
of 11.1 per cent, from
10.7 per cent, underscoring
the strong momentum
behind the world’s
fourth-largest economy.

China’s foreign exchange
reserves swelled to $1,330bn
(€974bn) by the end of the
first half of 2007 on the
back of huge trade flows
that fuelled acceleration in
money supply growth in
June. Reuters, Beijing

Extradition of
Fujimori opposed
A Chilean Supreme Court
judge has ruled that Alberto
Fujimori, Peru’s former
president, should not be
extradited to Peru to face
human rights and
corruption charges, a court
spokesman said yesterday.
Judge Orlando Alvarez’s
ruling now passes to the
Supreme Court, which has
the final say. Mr Fujimori
has been in Chile since 2005
and is under house arrest.

Reuters, Santiago

UK terrorists
jailed for life
Four men who tried to
bomb London’s transport
network two weeks after
the July 7 2005 carnage
were yesterday jailed for
life. Muktar Said Ibrahim,
Yasin Omar, Ramzi
Mohamed and Hussain
Osman had been found
guilty of conspiracy to
murder. Prosecutors will
seek a fresh trial against
two others facing the same
charge over whom the jury
could not agree.

Nikki Tait, London

Companies eye wireless auction

By Paul Taylor in New York

The US Federal Communica-
tions Commission is consid-
ering rules for an upcoming
auction of valuable wireless
spectrum that could encour-
age companies such as
Google to enter the telecom-
munications industry and
require at least a portion of
the airwaves to be made
accessible to consumers
using any device or software
application.

US telecommunications
companies at present control
which devices can be con-
nected to their networks,
and mobi le phones are
generally locked to specific
carriers.

But the shift from ana-
logue to digital television in
the US means that the
700MHz band – broadcast
spectrum with a frequency

between 700MHz and 806MHz
– is expected to be made
available for broadband tele-
communications services.

Within that band, 60MHz
of bandwidth is up for auc-
tion and will be available in
2009.

Industry analysts believe
Kevin Martin, the FCC chair-
man, is backing a proposal
that would include an “open
access” provision for some of
the 60MHz on offer that
could be used to provide so-
called 4G broadband wireless
services.

However, Mr Martin’s pro-
posal is not thought to
include another provision
sought by Google and some
consumer advocates that
would require the winning
bidders to resell wireless
services on their network to
rivals on a wholesale basis,
which they say would spur
competition.

“We believe the draft rules
contain some sort of ‘open-
access’ provision for a large
22 MHz licence in the upper
band, which has been in the
crosshairs of all industry

players, including Google,
DirecTV, EchoStar, Verizon
Wireless and the cable com-
panies,” said Blair Levin, an
analyst with Stifel Nicolaus,
in a note to investors.

He said the draft had been
circulated among FCC com-
missioners by Mr Martin and
added that final rules would
be adopted by the end of
July ahead of an auction
beginning in January.

The 700MHz spectrum has
been the subject of intense
scrutiny and interest, both
because it is well suited to
wireless data and because of
the possibility that the auc-
tion could help to reshape
competition in the US tele-
communications industry.

Analysts have estimated
that the auction could
attract dozens of bidders and
raise at least $20bn (€14.6bn,
£9.9bn).

The FCC chairman has
been vocal about the need to
use the auction to foment a
“third” broadband pipe into
the home alongside phone
and cable lines and has cited
Silicon Valley generally, and

Google in particular, as
potential players. “As we
understand it, the proposed
rules would respond to many
of the concerns raised by
Google and at least some
other members of the so-
called 4G Coalition,” said Mr
Levin.

Mr Martin’s proposals are
believed to include provision
that would allocate some of
the spectrum for a hybrid
commercial-public emer-
gency services system such
as one proposed by the
Frontline Wireless consor-
tium.

Nevertheless, Mr Levin
and other FCC watchers cau-
tion that it remains uncer-
tain how the four other FCC
commissioners will respond
to the proposals and whether
or not Mr Martin’s plan will
prevail.

Analysts believe the in-
cumbent carriers could still
pick up all the spectrum. As
Google said in a recent filing
at the FCC: “Incumbents
have significant built-in
advantages that are very dif-
ficult to overcome.”

‘Open access’ could
encourage Google
Analysts say bids
may total $20bn

Internet startups
attract investors
The amount invested in
European internet start-ups
more than doubled during
the last three months
compared with a year
earlier, according to Library
House, a private equity
research business. Web
companies attracted €150m
($206m, £101m) of private
equity funding in the
second quarter, up from
€64m invested during the
same three months in 2006.

Jonathan Moules, London

Mammoth raises
genetic hopes
The discovery of a baby
mammoth preserved in the
Russian permafrost gives
researchers their best
chance yet to build a
genetic map of the species
extinct since the Ice Age,
Alexei Tikhonov of the
Russian Academy of
Science’s Zoological
Institute said yesterday.
The mammoth was found in
the Yamalo-Nenetsk region
and had been in the frozen
ground for 40,000 years.

Reuters, Moscow

‘[The union] has
been flexible, we’ve
not seen flexibility
from the company’
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