Patagon: Expanding Globally and Penetrating Locally while Constantly Reinventing Itself

By the end of July 2000, Patagon was a confederation of seven organizations (five in Latin America, one in the United States, and one in Spain) with very different characteristics but a single vision: To become a major world online financial destination able to attract and retain customers on the basis of the convenience and quality of its information, advice, and intermediated offerings. 

At the end of July 2000, Wenceslao Casares was pleased with the success of Patagon (www.Patagon.com).  Since he founded Patagon in January 1998, Casares has worked to provide financial markets information and services over the Internet to people interested in and involved with investing in any type of financial instruments. Originally in Latin American markets only, Patagon has expanded globally to provide  “anytime, anywhere, any device” access to financial information and transactions. One of Casare’s basic business decisions was to keep reinventing the company or expand by continually introducing innovative products and services to help individual investors take control of their financial lives.  

Patagon’s array of online financial services included financial community forums, real-time stock quotes and price/volume graphs, financial news, free research, public stock trading, discussions with financial experts, chat rooms, an online stock market game, mutual fund listings, and assistance in applying for mortgages, insurance, and credit cards, as well as tools for clients to manage their portfolios and links to other financial service sites.  Unique to Patagon’s strategy was its recognition of strong regional commonalties in language and behavior, balanced with a full recognition that people have strong country-specific affinities and biases.  Thus, the main attractions of the site were (1) its provision of information in Spanish, Portuguese, and English; and (2) its careful attention to the interaction of a community of users particularly interested in emerging financial markets. 

Patagon began operating in Argentina.  By June 1999, it was receiving over 200,000 visitors per month and was among the top 10 brokerages (measured by trades) in that country.  Between July and December 1999, Patagon relocated its headquarters offices to Miami and significantly broadened its infrastructure and geographical boundaries in Latin America.  By December 1999, it had established a popular branded destination Web site for self-directed investors in Latin America, and had offices in Buenos Aires, Sao Paulo, Santiago, Caracas, Mexico, Miami, and New York.  (Exhibit 1 highlights the milestones in Patagon’s evolution).  As Patagon grew, it not only solidified its position as a leading Internet financial destination for Latin America, but also enhanced its capital resources and assembled a management team of talented individuals.

Early in 2000, Patagon management began positioning the company as a global player.  In March 2000, Spanish bank Banco Santander Central Hispano (BSCH) acquired a 75% stake in Patagon in a deal that valued the company at $705 million.  Later that month, Patagon absorbed Open Bank, BSCH’s online bank in Spain. In July, it acquired KeyTrade Online, an online broker in the United States.

Casares and the Patagon management team knew that significant challenges lay ahead. They recognized the need to move quickly to secure critical Internet branding in the user mind worldwide. Similarly, although strategic partner BSCH, which had acquired the company with the idea of becoming a major player in the online financial industry, was committed to Patagon as a long-term project, BSCH CEO Ángel Corcóstegui promissed a few months after the acquisition, “at the end of the year 2000, Patagon will have a presence in Portugal, France, Germany, and Italy.” The plan was for Patagon to go public in 2001.

The rapid growth of Patagon was directly correlated with Internet time. Over the past two years the capital markets typically had rewarded Internet companies pursuing “Get Big Fast” strategies (i.e. ones involving massive up-front expenditures on customer acquisition and brand building).  By July 2000, however, investors were growing impatient with the deferral of earnings by Web startups. Patagon faced a challenge common to growing start-ups: enabling to handle the growing complexity without bureaucracy. What was unique was its need to integrate seven former stand-alone businesses with very different origins. Six of the organizations were small, young entrepreneurial companies with a country-specific focus.  One was a larger banking operation derived from a traditional Spanish bank. Thus, Casares wondered how would Patagon be able to keep its growth momentum to expand globally and penetrate in various diverse local markets? Would Patagon be able to timely implement and flawlessly execute its aggressive growth strategy?  Would the strategy enable the company to reach profitability? How could the management team create the right structure and processes to integrate the various companies that now comprised Patagon while maintaining a consistently high level of entrepreneurial energy?

The Entrepreneur and the Company

Wenceslao Casares’s Background

Casares was born and grew up in the isolated Argentine region of Patagonia, where his father owned a sheep ranch.  From his early years, Casares began to develop not only computer skills, but also a far more valuable skill: making money.  He and his three siblings were used to tapping into the electronic telephone directory of Entel—the state-owned telecommunication company.  They would download Patagonia’s portion of the directory, using their knowledge of the people in the region, update it, and then publish the annual Patagonia Telephone Directory.  They made money by selling the directory itself and by selling ads for local businesspeople.  From this and other small businesses, including a T-shirt painting shop, Casares had made nearly $80,000 by the time he graduated from high school in 1992.  

In 1994, while enrolled in the business administration program at Universidad de San Andrés in Buenos Aires, he borrowed $75,000 from some of his classmates to establish the first private Internet service provider in Argentina—Internet Argentina.  As the business grew, Casares partnered with a large company.  “Unfortunately, that partnership did not work,” recalled Casares, “and I was forced out with a mere $20,000 severance payment.  But I learned a lot from the experience.”  

In early 1997, Casares met Adrian Ashkenazy, who was learning Spanish and traveling through Argentina after finishing his MBA at Harvard.  They became good friends and began developing an idea to use the Internet to establish a comprehensive Latin American financial services company.  Casares explained:

We took a two-week trip to the Silicon Valley in the United States to learn more from the successes and failures of every Web-based financial retailing company that was willing to talk to us.  The advantage was that I had been introduced to many of these companies, like Yahoo!, while I was developing Internet Argentina.  We were also able to talk with E*Trade and Schwab.  I have always found Silicon Valley a great place for inspiration.  What you read about them is very different than having the opportunity to observe and talk with them.  So we went and just talked with them.  Then we spent two months developing a business plan. 

In May 1997, Casares dropped out of the university and embarked full steam ahead on this venture.  With Ashkenazy, he went back to different places in the United States to try to raise capital.  Although most of these companies were not ready to finance Internet start-ups outside the United States, they provided Casares and Ashkenazy with useful feedback.  In fact, it was after this trip that the two decided to build a broader financial services site rather than a traditional electronic trading place. 

As they returned to Argentina, however, Ashkenazy received an offer to work for J.P. Morgan on Wall Street, New York, and decided to take it.  A few months later, Casares partnered with Constancio Larguía, whom he characterized as “an entrepreneur by nature, and a very methodical and organized individual,” to keep his Internet initiative alive.  Larguía recalled, 

It was at the university that I met Casares.  We never were classmates—as class-skipping fellows, we met at the library often reading the same types of magazines about new projects, sophisticated technology, and innovations.  Casares was starting a company called ‘Internet Argentina.’  From that moment on, we shared ideas, and each participated informally in the project of the other.  Over time, we became very good friends and, when the opportunity came, we began working together.

Starting Up Patagon

When Casares and Larguía founded Patagon, their first step was to create a Web site providing information about the stock market and investments in Argentina. By June 1998, seven people believed in the idea enough to work full time out of a small office in Buenos Aires.  Included in this group were Casares’s two younger sisters, Azul and María.  Azul, who was one year younger than Wenceslao Casares and had experience working as an administrative assistant at a brokerage house, was in charge of customer service.  María, Wenceslao’s youngest sister, was the network administrator.  While working in the same position at Internet Argentina, she had been trained by Microsoft in several of its products and had developed good friendships with people inside that company.

Although developing the idea and putting the human team in place was hard, raising start-up cash for the venture was even harder.  Casares remembered:

I visited the presidents of 33 banks in Argentina and presented my idea without any success.  Then the economic situation in Argentina went very bad.  The $20,000 I received from Internet Argentina was soon gone.  I had to borrow an extra $40,000.  We also had to begin offering Internet courses to finance our operations.  One month, I even had to sell my car for $600 in order to pay part of my employees’ salaries.

In the end, the 1998 financial crisis in Argentina was a blessing in disguise for Patagon, since brokerage firms were selling at very low prices as market conditions forced owners to bail out of the business.  Casares recalled: 

We began noticing that many brokerage houses were for sale.  So we began analyzing the idea of buying one.  Out of this analysis, we realized that InvestCapital was an ideal target.

InvestCapital, already recognized as an active trader on the Buenos Aires Stock Exchange, had clients of with the right trading characteristics for online brokerages. They traded much more frequently than the average client (84 percent traded more than twice a week, versus the industry average of slightly more than twice a month). The majority were characterized as “financial scalpers” and tended to generate a high volume of trade during turbulent periods. And they traded large dollar volumes (averaging more than $15,000 per trade).  

In July 1998, Casares and Larguía presented Zsolt Agárdy, owner of InvestCapital, with a plan to acquire his company, rename it Patagon, and transform it into Argentina’s first broker to offer Internet-based trading on the local stock exchange.  In early August, when Zsolt Agárdy announced at InvestCapital that he was bringing in some new partners, the staff at this traditional Argentine brokerage was more than a little surprised.  But when he introduced a couple of 20-somethings, surprise soon turned into wide-eyed disbelief.  

From August 1998 to January 1999, both organizations worked toward integrating operations and learning each other’s business.   In the spirit of the new company’s youthfulness, but also to bring expenses down, offices were moved from Buenos Aires’s financial center, called La Citi by locals, to a loft in the trendy San Telmo district. Official dress soon became trousers and blue shirts with the company logo emblazoned on the front pockets.  In December, InvestCapital was renamed Patagon Argentina.  During the six months ending in December, its trading activity increased by almost 15 percent.  The company ended the year with $7.4 million assets under management.  In addition to the revenue stream and access to the stock exchange that this acquisition provided, Patagon leveraged many aspects of this relationship. 

· Using its understanding of the InvestCapital clients, Patagon began targeting potential clients with similar characteristics.  A series of client focus groups enhanced its insight into the clients’ behavior and characteristics.

· Patagon used the financial consultants of the former InvestCapital as advisers and “beta” users of its financial consultant Internet platform.

· The original InvestCapital team worked with Patagon to automate the back-office processes.

· In November 1998, Patagon launched the “Virtual Trading Floor” chat forum.  During the day a trader from InvestCapital could chat online with the Patagon community, using live data from the trading floor.  Monitoring activity as it was happening and answering questions as needed made the forum very attractive to the Patagon community.

At the same time, Patagon also began forming strategic alliances with different information providers, including The Wall Street Journal, Multimedios America, Capital Market, and other newspapers from around the world.  In December 1998, it established the first service listing investment funds in Latin America. The Latin American Fund Super Market included Boston Asset Management S.A. (Banc Boston), INVESCO, Banco Río SuperFondos, Fondo Rioplatense, Fondos de Inversión Numancia (Banco Ciudad de Buenos Aires), Banque Nationale de Paris Asset Management, and Capital Markets Argentina Fondos de Inversion.

Patagon also began developing software for trading (buying and selling bonds and stocks).  It contracted with Boom.com—a virtual financial development company associated with Hong Kong & Shanghai Bank, then the majority partner of the Roberts Bank—to provide the knowledge specific to this type of operation.  On January 18, 1999, after months of trials, Patagon officially opened as the first electronic operator on the Buenos Aires Stock Exchange.   

The First Round of Financing

Casares, Larguía, and their advisor Zsolt Agárdy knew that to capitalize on the momentum of the company, they needed a capital infusion quickly.  Funds would be used to further develop the Patagon brand, complete the technological infrastructure, and develop the online trading business. In December 1998, in preparation for attracting outside investment, Casares and Larguía went to Brazil and Mexico to better understand the financial markets in these countries.  They also enlisted another classmate from Universidad San Andres, Guillermo Kirchner, as the Chief Financial Officer.  Kirchner had been named the best business administration student of his class, and had worked for J.P. Morgan in New York on the privatization of the Brazilian telecommunication company, Telebras.  For his part, Zsolt Agárdy asked Clive Cook, a Canadian strategy consultant who was working in his real state company, to help Patagon develop a business plan to find outside capital. 

As Patagon and InvestCapital were integrating their operations and planning for a joint future, and Cook was reworking the business plan, Endeavor—a nonprofit organization founded by Yale and Harvard graduates to help start-up companies in emerging countries—had just established its offices in Argentina.  Its mission was to search for local entrepreneurs of companies with annual revenues between $1 and $15 million and put them in contact with investors in the United States.  The first companies selected were a regional airline company and Patagon.  “Endeavor introduced Patagon and another Argentine company as the show case to investors in the United States,” recalled Cook.  Casares added, “What Endeavor gave us is difficult to measure.  It was the support and advice.  When I needed advice, Endeavor would provide me with the name and telephone number of an expert in the United States whom I could call and talk with for 45 minutes, and who would provide me with really good advice on how to proceed.” 

In April 1999, the Patagon management team presented its business plan to over 40 investors in New York, Miami, and San Francisco.  It eventually raised $4 million at a $12 million pre-money valuation from Chase Capital Partners and Flatiron—both of which had numerous Internet investments, including StarMedia—as well as from Jeremy Rosenkrantz, an angel investor in StarMedia.

More important, these investors were not passive.  They understood and had access to key financial institutions in Latin America.  Their presence and backup could help Patagon enormously.  Casares reflected:

Our valuation by Chase Capital Partners and Flatiron was lower than what we received from other investors.  We received a valuation as high as $60 million.  But when each of these investors made its offer, we also requested names of other companies it had invested in.  Some of these investors behaved as bankers, lending money and then asking for periodical financial reports.  Chase and Flatiron were more in an advising mode.  They could be a great sounding board for our company plans.  I was aware that I am only 25 years old, and besides the money, I was looking for individuals willing to work with me.  In addition, they have great access to the main directors of the largest banks in Latin America.

The Patagon team and its new advising partners were on the same page.  Both parties wanted to enable the investors to get a return on investment by going public. 

To maintain relations with Patagon’s investors and members of the board, a small office was opened in New York. Larguía was in charge of opening the Miami office, which became the company headquarters.  Larguía said:

Miami has become the heart of Latin America.  A headquarters there will allow us to attract more talented individuals, keep us closer to technology and innovation, make travel and communication to all places more convenient, improve our service quality (products, marketing launches, advertising sales), and put us closer to our investors.  Patagon was domesticated in the United States as a United States company.

Patagon Expands in Latin America

The money from Patagon’s first financing round was used to expand from Argentina into other parts of Latin America, by either buying a brokerage or teaming up with a local partner in each country.  As the expansion was taking place Casares and Larguía, aware of their managerial experience limitations, began strengthening the management team.  At the same time, they kept searching for new investors.

The Latin American Expansion

In 1999, Argentina, Brazil, and Mexico combined represented 60% of the financial market and 80% of the Internet market in Latin America.  Thus, these three countries were the initial target for Patagon’s expansion.  Expansion into smaller markets would follow.

Gonzalo Ketelhohn, who had 15 years of experience working in financial services, was hired as Patagon country manager in Argentina. Ketelhohn was responsible for building up the Argentine operations, while the rest of the senior management team focused on the expansion.

Given the importance of Brazil’s economy and the outstanding Internet penetration rate within Latin America, Patagon wanted to tap into this market.  Casares and Kirchner went to Sao Paulo for three months to better understand Brazilian market dynamics.   They were hoping to partner with an existing brokerage house.  In the middle of this process, however, opportunities to expand to Chile and Venezuela appeared.  Casares recalled:

Before we had Sao Paulo finalized, we were contacted from Chile and Venezuela.  In these two countries, there were individuals that were looking for online trading.  If  we hadn’t taken these opportunities, these individuals would have gone to someone else or by themselves….  In addition, these two offices gave us the beginning of our regional presence, which was important in the negotiations that were taking place in Brazil.

In July 1999, Patagon acquired the retail unit of Tanner Corredora de Bolsa, a Chilean brokerage house.  Tanner, a leading member of the Chilean financial community, had introduced the first mutual fund to individual investors in 1963.  The firm also was among the first to form a private development finance practice during the transfer of state-run enterprises to the Chilean private sector.  The retail unit of Tanner was renamed Patagon Chile, and Alfredo Osorio, a vice president at Tanner, became the country manager.  Patagon Chile began offering online brokerage services to local users through the Internet site a few months later.

In September 1999, Patagon reached an agreement to acquire a seat on the Bolsa de Valores de Caracas, the Venezuelan stock exchange, from Heptagon Casa de Bolsa, a subsidiary of Heptagon Grupo Financiero.  Heptagon Casa de Bolsa, which was founded in 1992, had been ranked among the top 15 brokers in Venezuela in annual equities transaction volume since 1997, and among the top five in fixed-income transaction volume during the same period.  As part of the agreement, Patagon began acting as transaction agent for Heptagon Casa de Bolsa on the Venezuelan exchange, processing all buy and sell orders.  Meyer Malka, a managing director at Heptagon, became the country manager of Patagon Venezuela.

In Brazil, Patagon first acquired Procap CCVM S/A, a Brazilian brokerage firm, on October 26, 1999.  With this acquisition, Patagon was able to operate as a broker in Bolsa de Valores del Estado de Sao Paulo (BOVESPA), the Brazilian stock exchange, and began a process of acquiring a seat on the stock exchange.  Michael Ersubilsky became the country manager of Patagon Brazil.   Then, twenty-three days after launching its Brazilian operations, Patagon also acquired NetTrade, Brazil’s leading online broker.  The acquisition allowed Patagon users to trade on BOVESPA and blend the set of tools and services offered by both companies.  NetTrade, in operation since February 1999, was the brainchild of Sergio Kulikovsky, who had received a bachelor’s degree in mechanical engineering and a master’s degree in operations research, both from Cornell University.  A clear focus in developing NetTrade had been customer relationships and information technology. Kulikovsky explained, 

At NetTrade, we understood the Brazilian customers, had a great technology, and great public relations.  Patagon, on the other hand, had excellent investors and partners, a great management team at the [Latin American] regional level, and good brand recognition outside Brazil.  Thus, in October, we began a second round of conversations to explore the possibility of partnering.   By mid-November, we signed the agreement….

By the time of the acquisition, NetTrade had more than 13,000 registered users.  Employees in the original office of Patagon Brazil, around 10 people, were combined with the existing 25 people from NetTrade to begin the joint operation. For Patagon, the negotiation with NetTrade was its largest stock-for-stock transaction up to that time.  Kulikowky became a co-director of Patagon Brazil in charge of the internal operations of the company. Esrubilsky was named co-director with responsibilities for outside operations, including marketing, public relations, and partnerships.  Alexander Barbirato, NetTrade co-founder and designer of that company’s information technology platform, became Patagon chief information officer and was relocated to Miami.

With the acquisition of FinanzasWeb, Mexico came aboard in December 1999.  FinanzasWeb, an online financial destination Web site, was created by a group of young Mexican entrepreneurs led by Daniel Marcos. Its goal was to create a free financial forum on the Internet to discuss investment options within the Mexican stock market and to provide specialized financial information. By the time of the acquisition, FinanzasWeb had over 1,500 registered users and over 180,000 page views per month.  Daniel Marcos and Roberto Fernandez, a financial consultant who was instrumental in establishing the Patagon Mexico office, became the co-directors.  However, Fernandez died later that month, leaving Marcos as the country manager.

Strengthening the Management Team

Casares reflected on the decision to strength the Patagon senior management team:

From August to October [1999], our focus was on putting together the best management team that we could.  Members of the board did not want any changes at that level, however.  They were concerned about making any changes that might affect the perception of the public about Patagon, especially as we were getting ready to issue our IPO in the following year. 

The experience of getting Patagon ready for the quick expansion made me and Guillermo [Kirchner] realize that we, alone, were not going to be able to take the company to the next level.  We began looking for people, and were very lucky to find Daniel Canel.

Canel was an independent investment advisor on emerging markets for multinational banks and corporations.  Before that, he had spent two years at Union Bank of Switzerland as senior managing director and head of Latin American and Eastern European emerging markets.  From 1995 to 1996, he was senior managing director and head of emerging markets at Chemical Bank.  Following the merger with Chase Manhattan, he became managing director and co-head of the emerging markets group at the combined bank.  Canel began his career in emerging markets in 1986 at J.P. Morgan, where he worked for ten years, more than half of them as managing director of emerging markets and head of fixed-income trading and derivatives.

In 1998, Endeavor contacted Canel to evaluate Patagon, an opportunity for Canel and Patagon to learn from each other.  On September 9, 1999, as Patagon was launching its presence in Venezuela, it named Daniel Canel as its new president and chief operating officer.
  Canel became responsible for running the company on a day-to-day basis and for implementing the expansion of the Latin American networks of financial services providers so as to offer a range of products and services to retail customers through a single destination on the Internet.  “Daniel [Canel] is without question the ideal candidate for Patagon,” commented Casares.  “Daniel brings a U.S. style of management combined with a unequaled knowledge of the Latin American financial markets and the institutions and individuals that shape them.  Furthermore, he complemented our own eagerness, commitment, and passion.”

To serve as the company’s chief strategy officer, Canel brought on a former colleague, Gabriel Politzer.  Politzer, the former managing director and deputy head of emerging markets at ING-Barings, had worked with Canel at UBS as both managing director and deputy head of emerging markets in Latin America.  He spent fourteen years with J.P. Morgan in Argentina, Brazil and New York.

In September 1999, Patagon also hired Day Jimenez as its chief e-business officer.  Jimenez, the former senior vice president and group executive of emerging technologies at Visa International, was to handle Patagon’s electronic commerce alliances and sales, in addition to setting-up Patagon’s headquarters in Miami.

The Second Round of Financing

From September to November 1999, Patagon also was working on its second round of capitalization, which was closed in December.  Casares said:

Thanks to a stronger strategy, our know-how, the help from Chase, and a more comprehensive vision, we were able to capture $53 million in private investment funds.  We found world-class investors, but more important, specialists in different areas. 

J.P. Morgan Capital headed the list of new investors. Others included Goldman, Sachs & Co., General Electric Capital, Reuters, Fenway Partners, Quantum Dolphin, GP Investimentos do Brasil, Spain’s Capital Riesgo Internet, and two Mexican companies: Teléfonos de México and Grupo Financiero Inbursa.

Canel perceived these investors as partners that “…will eventually help us to expand our network of operations into the U.S., allowing us to offer our products here.” Ketelhohn reflected on key elements that facilitated the second round of financing:

Now we had a better way to show our track record in generating new products/services, our capability in expanding to other countries, and the ability of our young managerial team in working to complement more mature managers and professionals.

Patagon Expands Globally

Searching for a Strategic Partner

Early in January 2000, Wenceslao and his management team were very pleased with the result of the second financial round, and were working on getting the company ready for its IPO.  However, they also recognized the need for a greater level of investment to secure the Patagon branding in the mind of individual investors.  Casares explained,

We wanted Patagon to become a strong brand throughout the Latin America region.  Although we had great investors, I began to think that what we really needed to have was a strategic partner.   I began to talk about this idea, first with Guillermo [Kirchner], then with Daniel [Canel] and Gabriel [Politzer].   We came to the conclusion that we had to look for, first, was someone who was willing to invest a lot of money in creating a brand throughout the region and, second, someone who could provide us with banking services.  

At the same time, we were the first ones to understand that the Internet market was hot, but that sooner or later there was going to be a correction. We needed to have the resources already in place to avoid being worried about short-term issues and about how to survive.  We needed a strategic partner to provide us with operational autonomy and independent capital structure. 

Only the four of us [Casares, Kirchner, Canel, and Politzer] knew about this plan.  We made a list of the top banks and telcos that could be such a partner.  Given that we had been working for our IPO and many Wall Street institutions had valued Patagon around $705 million, our investors were expecting that level of return on their investment.  Thus, my first line to the banks that we approached was: “Are you willing to pay that level of money?”  If not, we didn’t even waste their time.  Seven of nine banks that we visited were capable and willing to pay.  Four of them were willing to pay and met our conditions.

On February 3, 2000, Casares and Ángel Corcóstegui, CEO of Banco Santander Central Hispano (BSCH), met for the first time to discuss the opportunity of Patagon becoming an Internet platform for his bank. BSCH was a potential strategic partner that could enable Patagon to expand globally.  BSCH was formed in 1999 through a merger of Spain’s largest and third largest banks, Banco Santander and Banco Central Hispano, forming what was at that time the largest bank in Spain, with more than 6,450 branches.  It had a variety of financial alliances in Europe and Latin America, including subsidiaries in 12 countries and over 24 million customers all over the world.  Casares recalled:

When I arrived in Madrid, I was told that the meeting couldn’t last more than 15 minutes.  Immediately after greeting Ángel [Corcóstegui], I plugged in my computer and showed him what we have been doing.  I felt that we had an instant mutual click, and he clearly understood the idea.  When we said good-bye, more than three hours had elapsed, and I perceived that a deal was almost closed.  Before going back to the airport, I told him: My colleagues at Patagon forced me to wear a suit, but after we sign the papers I want you to wear a Patagon shirt. 

The Madrid meeting was followed by three weeks of meetings in Miami.  Two people from BSCH and a lawyer from Goldman Sachs representing BSCH settled in a hotel on the beach.  Casares recalled, “we rented three rooms, and private meetings and negotiations began secretly. They [BSCH] had one room, we had another for our team, and the third one was used for the negotiations.”

The negotiations concluded successfully on March 5, 2000.  Casares immediately called Madrid and spoke with Corcóstegui, “I have your shirt… we are partners.” Casares also contacted the representatives of Patagon investors and called for an emergency meeting of the board the following morning in New York.  “They understood that Patagon needed strategic partners,” explained Casares, “but more important, they realized that they had made a great investment!  Their return was ten times their investment.”  On March 9, the formal announcement was made that BSCH bought 75% of Patagon for $585 million.  BSCH bought out all of Patagon’s previous investors, but kept all its employees as shareholders. 


Casares said, “If it had not been for Daniel [Canel] the negotiations would have been dropped on several occasions.  I was clear on the conditions that I wanted, and more than one time I got up from the table very angry.  Daniel helped me in returning.”   These discomforts were due to BSCH proposing changes in Patagon strategy that Casares was not willing to negotiate. Canel explained, “We achieved a formidable partnership.  They will provide their banking knowledge, in which they are a leader in the world; and we will provide our experience as an Internet financial destination.”  For Day Jimenez, the importance of the acquisition was that “now we will be able to negotiate with large, global companies, like technology companies and other banks, and that will bring us more traffic.”  “In addition, for Internet startups that are looking for places to get noticed, our company became a very effective alternative channel,” added Hollis Veneman, vice-president of sales.

What BSCH got from Acquiring Patagon

BSCH was eager to be on the web, especially after its traditional arch-rival, Banco de Bilbao, Viscaya and Argentaria (BBVA), partnered with the multimedia division of Telefónica de España, Terra, in February 2000.  A few months before learning about this merger, Corcóstegui sent a memo to all BSCH employees stating that BBVA “is a good competitor,” and asked them to double their efforts to maintain the bank’s objectives of “being the first and the best.”  

At the time of the acquisition, Patagon had 164 employees and maintained 7 offices in 6 countries.  It had over 20,000 registered members and was generating more than fifteen million page views per month.  More importantly, what BSCH was truly getting was four years of successful Internet market experience in Latin America and financial content already in Spanish.  For Ketelhohn, there were three main advantages for BSCH: “First, Patagon was allowing them to be in the Internet right away; second, its Web site was perceived as a powerful channel for the distribution of their financial products; and third, they were getting new blood for BSCH.” Corcóstegui explained:

 Buying Patagon was our best option, an online trader with 20,000 clients for $585 million.  This is less than 5 percent of our capital investment in Latin America.  The management team did not sell any stock.  The operation of the acquisition was a simple exchange of stocks. Banks need to go to the Web as customers are moving into that realm.  The Spanish banks are used to change, and we want to make this transformation a reality.

Casares added, “They are bankers, and their working teams didn’t understand the Internet very well.  BSCH had invested $200 million in the Net and were getting nowhere.  They recognized that they could not lose more time.”  Casares was referring to Open Bank, a subsidiary of the BSCH banking group.  With $3 million in assets, it was the largest and most prestigious online bank in Spain and was ranked among the top ten banks in that country.  However, it was a bank that for four years had lost money despite investing about 48 million euros on its promotion.  Pedro Chicharro, who as a general director of BSCH had among his responsibilities the operations of Open Bank, reflected:

For the past four years, Open Bank struggled in adopting the Internet without achieving the expected results.  At BSCH especially during the past year, we were convinced that Open Bank needed a major transformation to become an Internet age company.  

By the beginning of the year 2000, Open Bank had around 110,000 customers and about 440 employees—330 were working on a full-time basis, and the rest were part-timers. In addition, we had already developed all the networks (automated teller machine, telephone, and Internet networks) required to support our operations and keep our services evolving.

The acquisition of Patagon was perceived by BSCH as a risk investment opportunity and, therefore, was to be kept separate from BSCH operations.  Chicharro explained:

If the Internet is the future of financial services, we want to be leaders.  Otherwise, we would have lost a limited amount of money, but we would not have contaminated our main business.  It is a trial and error.  Doing business on the Internet implies huge expenses and low margins.  Patagon can offer a 5 percent interest rate on a savings account, like other banks on the Internet, but BSCH couldn´t do it without drastically increasing the cost of our account portfolio.

Patagon Absorbs Open Bank in Spain

On March 24, 2000, Patagon acquired all the shares of Open Bank.
  The aim was to use Open Bank as the launching pad of Patagon’s expansion in Europe.  Open Bank’s management team was to be responsible for implementing Patagon’s European development strategy, thus helping to transform Patagon into a global trademark in the world of personal finance.  In addition, Patagon wanted to benefit from Open Bank’s experience in the banking world.  On the other hand, Patagon’s leadership as a financial Internet destination was to strengthen Open Bank’s offerings.

After the acquisition of Open Bank, Patagon’s estimated market value rose to over $2.6 billion. BSCH also increased its shareholding capacity in Patagon from 75 percent to 80 percent, a sign of BSCH’s belief in the potential importance of the Internet for its future development.  Patagon’s executive team, led by Casares and Canel, was responsible for managing Patagon globally. Ketelhohn commented, “As Open Bank was expanding in the European region, and Patagon in Latin America, this union is almost perfect.  Each one will follow its own area, but now under a unique roof, and with spectacular synergies.”

“We will keep Open Bank for a while, and then, with no hurry, it will be integrated to Patagon, and slowly disappear,” explained Corcóstegui.  This was a challenge for Open Bank, led by Ana María Llopis.  She was to have 550 professionals working on the expansion to Germany, Italy, England, France, and Portugal.   However, about two weeks after having been named responsible for the European strategy of Patagon, Llopis requested a change of assignment within BSCH. The move reflected an uneasiness created in Llopis and her managerial team after the acquisition of Open Bank by Patagon.

Chicharro was immediately assigned to substitute for Llopis.  He recalled:

The challenge is to transform Open Bank, a telephone and Internet bank, to become a media company, specialized in developing, collecting, intermediating, and distributing financial products.  Open Bank was created as an online bank, then it became an online broker, and now we have to add two areas that were new to us: media and content.

Three of the top five Open Bank executives were not enthusiastic about the Patagon acquisition and were reassigned to other tasks within BSCH.  Chicharro had to step down from being a BSCH general director to become directly responsible for Patagon operations in Spain.  He was asked to do so by the central offices. Since he liked the project, he did not have a problem in taking off his tie and rolling-up his sleeves and begin working with the technology and financial managers of Open Bank, the two executives who decided to stay.

The Patagon concept was quickly adopted by Open Bank. Meyer Malka and Alfredo Osorio, country managers of Patagon in Venezuela and Chile respectively, were temporarily relocated to Spain to help Chicharro integrate Open Bank with Patagon.  In addition, Carlos Maslaton, who was responsible for the development of the community forum in Patagon Argentina, was brought in to help develop a similar forum in Spain.  Chicharro commented,

The Patagon entrepreneurs have very clear ideas.  We brought in a new culture, that of an entrepreneur that is capable of making decisions very quickly.  This cannot be studied and developed over time.  BSCH needed entrepreneurs within our company—people with another mind-set, and with a clear understanding of the new economy. 

Following the Patagon management’s emphasis on teamwork and on an open and respectful exchange of ideas, as well as to signal the changes that were taking place at Open Bank, the layout of the offices was changed drastically.  All the office walls were removed to create a single-room environment.  The titles of individuals’ positions also vanished.  The personnel’s attire soon became trousers and shirts (although wearing ties is still optional). Chicharro stated, “Even my office disappeared.  The Open Bank personnel, however, reacted very well.   This was in part because most of the bank personnel, except for the top executives, are younger than 30 years old.  Most of them, however, are now learning to speak very soft.”  In addition, to give everyone an incentive to work cohesively for the long-term interest of Patagon and to foster an entrepreneurial spirit, every employee was a stock option holder in the company.  BSCH assigned 1 percent of company stock options for its employees.  

Patagon Absorbs KeyTrade Online in the United States

On June 27, 2000, Patagon announced its entrance into the United States market with the acquisition of the privately held, online discount brokerage KeyTrade Online.  KeyTrade Online, a Long Island-based firm with 60 employees, was launched in September 1999 and geared entirely to people who want to manage their own investments.  Despite its late arrival into this rapidly evolving and intensely competitive industry in the United States, KeyTrade Online had been quick in distinguishing itself for its rigorous research reports, superior customer service, and strategic relationships with top-notch companies. 

To provide high-quality research reports, KeyTrade Online offered its investors sophisticated studies from Standard & Poor’s, Zacks Investment Research, CBS MarketWatch, Baseline, NewsAlert, Reuters, TRADEHARD.com Lipper Analytics, PCQuote, and Buy, Sell or Hold Analyst Option.  Another distinctive feature of KeyTrade Online was that investors received online customer service in real time, with a help desk staffed by industry-licensed customer service representatives.  It had also created a technologically reliable and state-of-the-art platform with separate lines, providing investors with access to speedy quotes and fast, institutional-quality trade execution.  “We have built the next generation online trading site,” said Brian Ward, chief operating officer.  “Everything we have built into the site is designed to place investors’ needs first and give them the edge when it comes to making smart and informed investment decisions.” 

To enhance its position as one of the major online discount brokerages in the United States, KeyTrade Online began a very aggressive program of establishing strategic alliances early in the year 2000.  In December 1999, it announced the agreement with EarthLink, a leading Internet service provider in the United States, to offer trading from EarthLink’s Web site and other online properties.  On January 25, 2000, KeyTrade Online became only the fourth online brokerage worldwide featured on the Microsoft Network´s personal finance Web site, Money Central.  Other financial institutions featured in this Web site included Chase Manhattan Bank, Datek Online, E*Trade, Fidelity Investment, and Net.B@nk Inc.  In February, KeyTrade Online signed an integrated media sponsorship agreement with NBC Internet, Inc. to showcase its online trading and investment research services within NBCi television and radio advertisements.  KeyTrade Online was also offering its services directly to NBCi users via targeted direct e-commerce campaigns. Finally, in March, it established a partnership with InvestLink Technologies, Inc., a leader in record-keeping administration software, to provide individually directed online brokerage accounts, cut costs, and give plan participants more control of their retirement accounts.

At the time of the acquisition, KeyTrade Online was opening 500 to 700 accounts per day. With this acquisition, Patagon was hoping to strengthen the financial services provided to its customers, but more important, to further support its goal to become a global financial destination.   In addition, the strategic partnerships generated by KeyTrade Online were to be kept by Patagon to expand its customer base and product visibility.  Canel stated,

Our acquisition of KeyTrade Online, and our entrance into the U.S. market, bolsters our overall strategy to turn Patagon into a global brand in the world personal finance.  Patagon and KeyTrade Online share numerous synergies that will make their integration seamless and efficient.  The five pillars that support this quick integration are superior customer service, world-class market research tools, investor education, seamless integration with financial service firms, and speedy and redundant trade execution.

Patagon customers were to have access to KeyTrade’s trading services in all cases where there were no international regulatory obstacles. “Our quality investment research should complement Patagon’s thoroughly informative and educational site,” commented Michael Lake, president and chief executive officer of KeyTrade Online, and now the new director of Patagon United States. 

Others were less optimistic, like Dan Burke, a senior brokerage analyst at Gomez Advisors, who warned that the acquisition “is a good first step, but it will take time for them to build up that brand.”

Positioned as a Global Financial Destination Site

Patagon has to become a synonym with personal finances worldwide.  It has to help people to understand what to do with their money, where to invest, how to save for their vacations, and so on.  The challenge now is to transform the company into a global one.





Wenceslao Casares, July 2000

Patagon emphasized making the management of personal finances fun, easy, and accessible.  “We want our customer to be able to learn, communicate, exchange ideas, compare, and buy financial services and products,” explained Casares.  Historically, the company had modeled its offerings after a group of successful single-purpose Web sites in the United States, and brought them together into one integrated platform, as illustrated in Exhibit 2.  The site and all the services were available in three languages: Spanish, Portuguese, and English.  The content for these services was produced by different sources and then pre-processed to ensure the Web site would have a uniform format.  The basic layout of the Patagon Web site, as of July 2000, is illustrated in Exhibit 3. Patagon derived revenue from three sources: transaction, advertising, and intermediating offerings provided by other firms.

By July 2000, Patagon International was comprised of more than 650 individuals worldwide—330 from OpenBank, 60 from KeyTrade, 55 in Miami and 230 from the other Patagon offices in Latin America.  Although the interface perceived by visitors to the country-specific Patagon Web sites was very similar, the particular products and services were different, and the actual mix of the three sources of revenue also varied by country. Chicharro explained,

The seven companies that constitute Patagon are very different in products, but not in their business concept, which is what we bought and adopted.  For example, Spain is the one place where we are offering banking services.  In the United States, we are only a broker.  In addition, each country office relies on a number of third parties to provide it with marketing, content, service providers, and market makers.

The Patagon management team was well aware of the benefits derived from the synergies of developing global offerings and the need to avoid the brand confusion caused by different offerings.  For example, people were speculating that with the acquisition the financial information provided by Patagon was not going to be as reliable and that the company was going to lose its independence. 

The management team, however, also understood that every country was different.  For example, by the end of 1999, the percentage of the population that had bank accounts in Spain was 95 percent, while the average in Latin America was 5 percent.  Therefore the community concept had to be very different.  The development of new products depended also on several factors, including:

· the timing of introductions or enhancements of online investing services and products by the company and its competitors; 

· market acceptance of online investing services and products; the pace of development of the market for online commerce; 

· changes and trends in financial markets; acquisitions and strategic relationships; 

· the mix of international and domestic products/services that could be legally sold in each country; 

· changes in the level of operating expenses; and 

· the general economic conditions of each country.

Patagon kept evolving its management team, and several organizational functions, such as public relations, advertising, and strategic alliance development, were being centralized.  The key management team and its members’ responsibilities are shown in Exhibit 4.  In addition, the Patagon Board of Directors was made responsible for overlooking Patagon operations worldwide, as shown in Exhibit  5.

The Road Ahead

The market for electronic financial services, particularly over the Internet, was new, rapidly evolving, and intensely competitive, and the company expected competition to intensify in the future.  As Corcóstegui commented at the Foro de la Nueva Economía in April 2000, 

The Internet is a new distribution channel that offers several advantages to banking, but it is also a threat, because it facilitates the entry of new competitors and increases the negotiation power of customers—who can compare and select the best price.  For banks, the Internet is not only an alternative channel, but also a platform where their essential operations need to take place.  

Patagon management believed that the success of online financial firms in the world, and of Patagon in Latin America, would continue to attract new competitors to the industry, such as banks, software development companies, insurance companies, and providers of online financial and information services.  In addition, the existing trend toward consolidation in the commercial banking industry could further increase competition in all aspects of the company’s business. Commercial banks generally were expanding their activities relating to the provision of financial services.  “Every day, there are more—and better—competitors that are trying to satisfy customers’ needs with more and more tools and resources,” said Casares.  He continued, “But I can tell you for sure that we are working really hard to be an efficient global financial destination.”

Patagon had one advantage, however, at least in the short term, according to Casares: It did not have to worry about seeking funding.   This was particularly important in a time when money for Internet-based companies was beginning to dry up.  He explained, “Having BSCH as a strategic partner allows us to keep our focus on the business rather than on finding funds to survive, like many start-ups today.”

For Patagon’s strategic partner, BSCH, according to Joan David Grimá, another member of the Board of Directors, the short-term results were not a major concern, since the bank understood that it couldn’t expect revenues from Patagon before the year 2003.  It was a risk investment to ensure that BSCH was present in the new Internet economy, if the Internet businesses were to be the future.  The other BSCH operations were profitable and, therefore, the bank could take some risks.   Furthermore, he explained:

 Corcóstegui and Casares fell in love on first sight.  Casares is a visionary and has the relationships and network in the Internet world.  He has an entrepreneurial and innovative spirit that we were lacking.  When we met him, we immediately knew that we were missing his concept—somebody from Patagonia offered the insight that would take us out of our Western European mentality.  That is why, Corcóstegui in announcing the acquisition of Patagon, stated: ‘This operation is the integration of human and economic capital.’  

We understood Casares’s Internet business model, the concept of financial destination, and we wanted to be a major player in the world.  That’s why we were able to progress very quickly.    However, the roadmap is still a puzzle that we have to strategize how to put together.  Thus, I am becoming concerned with the speed with which things are happening. 

We own 80 percent of Patagon, however, the business model, culture, and  entrepreneurial spirit are theirs.  How much should we direct from Madrid, and how much from Miami?   The decision has been to delegate control over the strategic and financial issues.

Patagon had been successful in starting, designing, and expanding its business in “Internet time.” The company had experienced substantial changes in and growth of its business and operations since it began expanding geographically in July 1999.  This had placed significant demands on the company’s administrative, operational, technological, staffing, and other resources.  The rapid growth had strained its ability to adequately integrate each company. Patagon’s management team also was well aware of the challenges that the expansion had placed on its ability to motivate and manage its associates. Although it has been very successful in hiring very skilled personnel, the process of integrating the qualified individuals was not automatic.  Furthermore, management was expecting the growth to continue in the effort to position Patagon as a global company.  The challenge now for the management team, composed of entrepreneurs and established business leaders, was to integrate the confederation of country-specific organizations.  Patagon was still missing control systems that were in accordance with this new Internet time.  In searching for solutions, however, Patagon had to maintain the agility and responsiveness of a small firm, while also developing management systems and enterprise design that would enable it to handle the growing complexity.
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