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Global logistics prepares an organization’s operations for new challenges and trends to maintain competitive advantage. Service industries require a specific approach to production strategy and competitive advantage but still require an analysis of both external and internal logistics. Banco Santander, a global financial company that successfully operates in five continents and 34 countries, constantly faced with competition and the current financial crisis, has been able to become the largest bank in market capitalization in Europe, replacing HSBC. Banco Santander’s main operations aspects is its retail banking division, which consists of 82% of the organizations profits, and will be the main focus of this paper. Using one of Dicken’s four production strategies, (1) Globally concentrated production, (2) Host market production, (3) Product specialization for a global or regional market, (4) Transnational vertical integration of production, and this paper will evaluate Banco Santander’s global operations. 

Banco Santander’ retail consumer finance division is headquartered in Madrid Spain and operates in 17 countries inclusive of mature and emerging markets. Currently the consumer finance division employees over 8,000 professionals and serves over 12 million customers. In addition it provides services to over 130,000 point of sale partners. Santander consumer finance provides its services through a uniquely developed point-of-sales process, and direct-to-consumers channels such as telemarketing, internet and branches. Santander’s Consumer Finance (SCF) division’s current size, presence in different countries and diversified portfolio provides then with the following competitive advantages: 

· Pan-European and American scale with a strong and solid platform for expanding business 

· Efficient distribution network, allowing transformation of indirect customers into direct customers 

· Strong credit procedures, efficient recovery process and strong parent company rating (i.e.: low cost of funding) 

· Diversified portfolio of products and geographically (Santander Consumer Finance)


Santander’s Consumer Finance (SCF) division provides the same products and services in every country it operates in. The organization specializes in each specific region by providing financial service solutions to car dealers, retailers and consumers. The organization strives to serve each type of customer to meet their specific financial needs. Santander offers its car dealers and retail customers with financial products to increase their retail sales with financing services for their customers and also for the business. The financial products offered include car finance, durable finance, credit cards, and insurance. Business enhancing products include stock finance, industrial equipment leasing, and deposit. For consumers, Santander provides personal financial needs with flexible repayment options for personal loans, car finance, credit cards, insurance, deposits, and debt consolidation solutions.  

Moody’s rated SCF a C+ for strength and provided the following evaluation:


“The rating is supported by the strong franchise value, a good risk positioning and sound financial fundamentals. SCF is a core strategic unit of the Santander group with a pivotal role in developing the group's consumer finance business in Europe, a market in which Santander aims to play a leading role. SCF pursues five main business lines: car finance, consumer durables finance, credit cards, direct loans and mortgages. SCF displays strong financial fundamentals with above-average profitability and efficiency, adequate asset quality and a diversified funding profile - albeit with some concentration over the short term explained by the quick turnaround of its assets. Along with potential shareholder pressures on return on equity, which could lead to increased financial and/or operating leverage, its challenges include (i) some execution and integration risks relating to its geographic expansion strategy; (ii) maintaining a good risk profile in an inherently riskier business activity and with the growing importance of riskier segments direct loans, credit cards and used cars; and (iii) the need to increase profitability and diversify away from a dependence on interest income.”


SCF’s good cost control and operations underpinned by its high-quality information system, is one of the many strengths of the organization. Other operational strengths include; having the leading consumer finance franchises, is well-placed to have a leading position in the growing and highly fragmented European consumer finance markets, implementing a stringent risk management and control of its loan underwriting and monitoring processes, and by adding restrictions on volatile trading activities by only using derivatives for hedging activities and does not provide any open FX positions. Overall the organization has a know-how reputation and a long track record in the consumer finance market.

Like many organizations SCF has challenges and areas of improvement. These include; the inherent risk in the active management of gap positions, having a stretched capital ratio in its standalone business risk profile, depending on volatile wholesale funding, relatively high-risk business compared to traditional retail banking, more closely linked to consumption and investment patterns and with higher degrees of loss given default, execution risk of cross-border expansion strategy in the pan-European market, continuing the increase in fee-generating business achieved in recent years, to reduce reliance on net interest income, maintaining and increasing profitability in a highly commoditised business that has competitive margin pressures, maintaining a solid risk profile alongside the increased importance of riskier business activities such as direct loans, consumer durables and cards. (Moody’s Investor Services)
 
SCF's assets have a quick turnaround due to the nature of the business and because of its maturing loans SCF has significant inflows. With a strong retail-funded base SCF, when compared to its competitors, has a strategic objective to increase customer deposits. This is quite evident after the acquisition of a German company CC Group who has been known to pursue deposit activity. After the acquisition, Santander has increased its internet and telebanking deposit activity. At the end of June 2008, average customer deposits amounted to EUR 14.5 billion, accounting for 29.6% of SCF's funding. (Moody’s Investor Services) Deposits are a positive source of funds and although there has been a recent decrease, SCF has a diversified funding structure that has allowed for the possibility to issue a new ECP program in the amount of EUR 8 billion since July 2008.  In addition SCF has increased its commercial paper issuance from EUR 5 billion to EUR 10 billion since October 2007.


Centralizing the groups finance functions in Madrid has provided a positive factor allowing Santander Consumer Finance to reach, in its funding activities, greater economies of scale. As with every organization, there is room for improvement. SCF’s liquidity management is good however the SCF needs to redirect its focus on increasing its funding on stable and short-term opportunities. The organization has a diversified loan book allowing SCF to have a low credit risk. In addition, Decentralization exists to meet the differing characteristics needs of the market in which it operates. Overall, SCF has a positive risk culture.
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