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September  2009: Bausch & Lomb, the contact lens firm in West Lothian, announces that it is to shut its factory within the next 18 months and will move its operations to Ireland. A Scottish Government spokesman said: "Unlike other countries, the Scottish Government does not control the key financial levers, such as corporation tax, that we need to boost long-term competitiveness."

September 2009: The German government approved legislation to restrict the takeover by foreign firms of German businesses, including drugmakers. The main targets are bids from outside the European Union. 

September 2009: Diageo, the world’s largest drinks company, is to close its Kilmarnock bottling plant and its distillery in Glasgow with the loss of up to 900 jobs, while creating 400 jobs in Fife.

2009: A bill by the chairman of the House Armed Services committee, Duncan Hunter, would bar foreign ownership of U.S. infrastructure deemed critical to the national security. 

"To those who say this is protectionism, I say — America is worth protecting," Hunter said. 
2006: Scottish Power, Scotland's fourth largest company by market capitalisation, agreed to be taken over by Spain’s Iberdrola. Scottish Power’s chief executive, Philip Bowman’s contract stipulated that any payout would be boosted by a bonus worth up to 150 per cent of his basic salary, and by other pension-related payments. (Note that Bowman joined Scottish Power only months before. This was Bowman’s second windfall in two years; he received £15m in the takeover of Allied Domecq by Pernod Ricard.)
2005: France moves to protect strategic companies from foreign acquisition within a list of ten key sectors. While thwarting foreign investment, its domestic sector is strengthening through foreign acquisitions. Among the protected companies is Danone, the French foods giant.
From the above examples, Scotland, it seems is not alone in having to cope with companies establishing themselves, becoming mainstays of local economies, and then being taken over. There is then the likelihood that they will subsequently move to other parts where economic conditions look more favourable for their shareholders. The difference is that Scotland can do very little about it. 
Before proceeding, yes, we are very much aware that a company or industry can benefit tremendously from foreign direct investment. Wider markets, a better product, efficiency in production, are all benefits. But there are also downsides: it would be foolish not to consider the effects of these downsides on the whole economy, whether action can reasonably be taken to minimise them, and whether looking to the longer term, it is to a country’s benefit to have particular firms taken over.
To take Bausch and Lomb as an example. It has been one of Livingston’s largest employers. The origins of its business in Scotland conform to almost everything that the Scottish government sees as being the desirable attributes of new Scottish businesses. The business is high tech and profitable. It moved rapidly out of the development phase into full blown production. And it was successful in its marketing. Ron Hamilton, a Scot and high flying executive in a company in the contact lens business dreamt up the idea of one-day disposable contact lenses. He secured a patent on the product and set up Award in 1993 in Livingston with a £300,000 grant from the Scottish government and £100,000 of his own capital. But in 1996, faced with a good offer from Bausch and Lomb, he sold the business, retaining the patent rights, which he then sold to them in 1999. Thereafter decision making and research and development moved to Rochester New York: the Scottish operation, of at times well over 1,000 employees, became just one disposable cog in the 14,000 employee strong company.  One can imagine that at regular intervals the Scottish management would have to fight its corner to retain production and/or get new investment. It has finally lost out to a rival site in Ireland where apparently there will be no increase in employees, but the company will benefit from regional selective assistance and lower business rates. 

This is an all too common story. Even where Scottish parts of multinationals are allowed to carry out their own research and development there is nothing which says that the resulting new production lines will be in Scotland. The fruits of the R&D may go in production elsewhere. 
Unless we solve the problem, then any idea of Scotland generating a successful high tech economy based on higher education and skills will fail. And yes, other countries do experience the same problem. 

So, how do other countries solve the problem? 
We have seen above that some countries protect vital sectors from foreign takeovers: this is true even for members of the EU, and also for the US.  
Further, the financial system can play an important role. For example, in the German economic model, based on what is known as Rhenish capitalism, banks are much more supportive of businesses, providing long term finance so that businesses are much less dependent on the equity market. 
Tax too can be important: for many years, Ireland has been able to improve its competitive advantage with a lower rate of corporation tax – and a large part of the country is covered by regional selective assistance. 
How many of these sorts of mechanisms could we introduce in Scotland to help us create, grow, and retain businesses, without takeover by foreign multinationals and the subsequent closure of the Scottish business when present production lines age? The answer is, very few. We are more restricted than other countries, most importantly due to our membership of the UK and by London’s UK economic model. This model is dependent on a very large financial sector, on the international free flows of capital, and on the unfettered trading in stocks and shares. Given this, the last thing which Gordon Brown is going to do is restrict takeovers, when it is takeovers which are vital to the business of companies such as Barclays and Goldman Sachs. 
Furthermore, the culture of our financial industry has meant that our banks have been too busy gambling to be interested in long run partnerships and the provision of long run finance for domestic companies. So our companies do not have the option of funding themselves under the Rhenish capitalism model, but have been forced into the equity market or to selling out to other buyers. 

Nor, as a member country of the UK, do we have Ireland’s freedom to lower corporation tax. But even if we had power to set our own rate of corporation tax within the UK, this would be of little use to us unless we had access to a source of bridging finance to tide us over the initial stages until increasing economic activity restored tax receipts. To do this, we need access to something like a sovereign wealth fund, or, in our case, North Sea oil revenues.

Overall, the picture is bleak. We have no prospect of solving the problem of promising Scottish companies being bought over and moved out – unless we secure fundamental constitutional change.

Note
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