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Teaching Notes

Audience for the Case

This case is suitable for 3rd or 4th year business undergraduate students or MBA students for
courses in international business, international management, or business strategy.

Topics Covered

International management
International business
Value chain
Tariffs and pricing
Corporate social responsibility
Government regulations
Fair Trade initiatives

Teaching Objectives

This case is appropriate for use in international business, international management, and
business strategy courses. Students are asked to assess global market opportunities and the
challenges facing the floriculture industry of Ecuador. The case is written in order to:

Help students develop their analytical and strategic decision skills.
Allow students to understand the floriculture industry in Ecuador, including structure of
the industry, top export destinations including the U.S. market, corporate social
responsibility, and working conditions.
Allow students to understand the significance of free trade agreements such as ATPA and
ATPDEA.
Encourage students to analyze Fair Trade initiatives in the flower industry.
Enable students to identify drivers of globalization in flower industry.
Allow students to evaluate potential markets using common trade theories, such as
absolute advantage and comparative advantage.
Students can assess how government regulations impact a business in this industry.

Useful Readings

Morgan. D. (2013), “Ecuador to compensate exporters after U.S. trade pact expires”. In Your
E s c a p e  t o  E c u a d o r . R e t r i e v e d  f r o m  http://yourescapetoecuador.com/business-
economy/ecuador-to-compensate-exporters-after-u-s-trade-pact-expires/

Sawers, L. (2005), “Nontraditional or New Traditional Exports: Ecuador’s Flower Boom”, Latin
American Research Review, 40(3), pp. 40-66.

The Economist (2006, Feb. 18), “The search for roses without thorns”, The Economist.
378(8465), p. 38. Retrieved from http://www.economist.com/node/5526580

Ward, A. (2011), “Business diary: John Nevado, Nevado Roses”, Financial Times. Retrieved
from http://www.ft.com/cms/s/0/400770e2-bc71-11e0-acb6-00144feabdc0.html#axzz387kHxvtB
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Wehner, R. (2003), “Deflowering Ecuador”, Mother Jones, 28(1), pp. 24-26. Retrieved from
http://www.motherjones.com/politics/2002/01/deflowering-ecuador

Case Synopsis

Founded in 1994, Nevado Roses was a world class rose producer located in Cotopaxi,
Ecuador. The company grew over 20 million roses per year and exported the majority of its
roses to the United States, Russian Federation, Spain, Switzerland, and Japan. The flower
trade was a major business in the Ecuadorian economy and the country’s cut flower industry
produced exports worth $837 million in 2013. The United States was the top export
destination, accounting for almost 35 percent of cut flowers shipped from Ecuador.

The case is set in late June, 2013, and John Nevado, president of Nevado Roses, had just
returned from a visit to his company’s vast acres of roses in Ecuador. He was pondering how
his company would manage the impending loss of the no-tariff status it had enjoyed for its
rose exports to the United States over the past two decades. The Andean Trade Promotion
and Drug Eradication Act (ATPDEA) trade agreement had allowed Ecuador companies to
bring roses into the United States on a duty free basis, but as of July 2013 Ecuador
companies would no longer enjoy this privilege. As a result, Ecuador’s roses would become
significantly more expensive to purchase in the United States due to the tariffs imposed.

Assignment Questions

What are the key advantages that Ecuador enjoys compared to other countries when it
comes to growing roses? What disadvantages does Ecuador face?
With the expiry of the ATPDEA duty-free trade agreement, what will be the impact on
the price of Nevado roses sold in the United States? Estimate the increase in retail
prices as well as the increased price at each stage in the value chain.
What do you think will happen to the sales volume of the company’s roses in the
United States? Will U.S. florist shops and consumers continue to purchase Nevado
roses from Ecuador if the prices are higher? Why or why not?
Why do governments intervene in export and import markets? Why has ATPDEA
expired?
What would be the impact on the Ecuadorian economy of losing the preferential trade
status? Would there be any negative impact on the U.S. economy due to the expiration
of ATPDEA?
What could Nevado Roses do to increase the perceived value of their roses, in order to
increase the price that U.S. florists and consumers would be willing to pay?
Evaluate the efforts to date that Nevado Roses has undertaken in order to promote
corporate social responsibility.
What should John Nevado do in order to ensure the continued success of Nevado
Roses?

Teaching Plan

Flow of Discussion

Begin the discussion by calling on one of the students to briefly summarize the case. Then
follow the order of the Assignment questions to go from the general discussion about the rose
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industry in Ecuador, to the impending loss of the ATPDEA agreement, to specific issues
relating to pricing and sales of Nevado roses. Conclude the discussion with the actions that
John Nevado should undertake in order to ensure the continued success of Nevado Roses.

Board Plan

As the discussion begins, use one whiteboard to highlight the key factors in the Ecuador
flower/rose industry. Students will likely mention items such as the geography and climate,
government policies, export countries, working conditions, corporate social responsibility,
tariffs, etc. Then go through this list and ask students to explain how Nevado Roses measures
up against the rest of the industry. In what areas is Nevado Roses on par with the rest of the
industry, and in what areas does Nevado Roses have advantages over the rest of the
industry?

Use a second whiteboard to illustrate the value chain for roses, from being grown on one of
the Nevado Roses farms in Ecuador to being purchased by a consumer in the United States.
Have students calculate what the price would be at each stage of the value chain, and
estimate how much each member of the supply chain earns on a typical bouquet of a dozen
roses.

Use a third whiteboard to list the actions that John Nevado should undertake in order to
ensure the continued success of Nevado Roses. These might include a greater focus on
edible rose products, a greater focus on niche products such as tall roses, development of
special branding tags for Nevado Roses to promote their ‘I love roses’ branding statement, an
effort to educate U.S. consumers about Fair Trade roses, or development of materials that
would inform U.S. consumers about the company’s corporate social responsibility initiatives.

Videos

There are several excellent videos about Nevado Roses which could be used to introduce the
case or highlight the discussion:

CBS News (2007), “Roses, A Mom’s Best Friend”, http://www.cbsnews.com/videos/roses-
a-moms-best-friend/
PBS (2008), “Ecuador: Flower Power – Fair trade roses for Valentine’s Day”,
http://www.dailymotion.com/video/x4dmdw_frontline-world-ecuador-flower-powe_news
Sturgeon, J. (2014), “Where are your valentines roses from? Probably 5000 kilometers
away”, http://globalnews.ca/news/1148658/where-are-your-valentines-roses-from-
probably-5000-kilometres-away/

Field Research

This case was prepared from secondary sources. The quotes from John Nevado and Robert
Nevado were taken from videos that have been featured on the news, and which are found on
the company website (and listed within the references).

Case Analysis

1. What are the key advantages that Ecuador enjoys compared to other countries when it comes to
growing roses? What disadvantages does Ecuador face?
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Answer: Ecuador, with its favourable climate, excellent spring water, fertile volcanic soil, and
high altitude provides the perfect conditions for high-quality rose production. The equatorial
location of Ecuador allows roses to receive optimum sunlight throughout the year where rose
growers in North America and Europe are usually unable to compete during the high-demand
winter season. In addition, the availability of low-cost labor, a trade agreement with the EU,
and proximity to the United States pose substantial comparative advantage over the
competing countries. This favorable combination of factors of production has made the
Ecuadorian flower industry very lucrative for investors.

In spite of the many favourable factors for Ecuador’s rose industry, there are also some
challenges which include high distribution costs and incompetent supply chains. Insufficient
transportation infrastructure, combined with government bureaucracy, are two of the key
factors leading to an inadequate supply chain, which increases the delivery time and cost of
exporting flowers abroad. The major bureaucratic impediments include rampant government
corruption, a weak legal framework, a lack of investment-friendly policy, and a closed aviation
policy.

2. With the expiry of the ATPDEA duty-free trade agreement, what will be the impact on the price of
Nevado roses sold in the United States? Estimate the increase in retail prices as well as the
increased price at each stage in the value chain.

Answer: Since the expiration of ATPDEA, a duty of 6.8% was imposed on roses from Ecuador
imported to the United States. Consequently, the average retail price of a dozen roses in the
U.S. market increased from $120 to approximately $130. This would escalate the cost
throughout the value chain while the forwarders, airlines, and wholesales would be paying an
additional $2.04, $1.30, and $1.39 respectively (The margin for forwarders, airlines, and
wholesalers are approximately 25%, 16%, and 17% respectively). The final retail price of a
dozen of roses could range from $130 to $135 since sales tax rates vary from state to state.

3. What do you think will happen to the sales volume of the company’s roses in the United States?
Will U.S. florist shops and consumers continue to purchase Nevado roses from Ecuador if the
prices are higher? Why or why not?

Answer: The sales volume of Nevado Roses would most likely decline. American florists often
carry flowers of competing farms from different countries, so they have divided loyalties. It
would be highly unlikely that a florist is selling only Ecuadorian roses and using this as a
marketing statement. Most consumers really don’t care about the country of origin of flowers
or the cost challenges their retailers face. In the U.S., the demand for environmentally
sustainable flowers is quite small, since there is not much public awareness of the challenges
associated with the production of cut flowers. To the average American consumer, the price,
quality, and freshness of flowers are more important factors than environmental certifications.

4. Why do governments intervene in export and import markets? Why has ATPDEA expired?

Answer: Arguments for government intervention take two paths: political and economic.
Political arguments for intervention are concerned with protecting the interests of certain
groups within a nation or achieving some political objective, while economic arguments for
intervention are typically concerned with boosting the overall wealth of a nation.

The ATPDEA expired on July 31, 2013 because Ecuador had not met the stringent
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requirements of the ATPDEA that were set out by the United States. The U.S. is believed to
have been upset that Ecuador considered providing asylum for National Security Agency
(NSA) whistleblower Edward Snowden. This led to deterioration in the diplomatic relations
between the two countries. The expiration of ATPDEA is an example of a political argument for
intervention focusing on issues of national security, retaliation, and furthering foreign policy
objectives.

5. What would be the impact on the Ecuadorian economy of losing the preferential trade status?
Would there be any negative impact on the U.S. economy due to the expiration of ATPDEA?

Answer: The U.S. decision to revoke Ecuador’s preferential trading status had come as a big
shock for not only the Ecuadorian government, but also for Ecuadorian businesses and
workers related to a number of export oriented industries which are heavily reliant on the U.S.
market (e.g., banana, shrimp, tuna, cut flower, cocoa, and coffee). The impact of Ecuador
losing the preferential trade status is estimated to be approximately $23 million a year, with an
accompanying potential for job loss on a very large scale. It is estimated that approximately
327,000 new jobs were created in Ecuador due to the ATPDEA tariff exemptions, and these
jobs may now be in jeopardy since Ecuador’s products no longer enjoy this tariff-free cost
advantage.

There is likely to also be some impact on the Miami-based flower industry, and an estimated
6,100 employees of importers, bouquet companies, brokers, and related transportation
companies in Miami may also be impacted with job losses as a result of reduced flower sales
from Colombia and Ecuador.

6. What could Nevado Roses do to increase the perceived value of their roses, in order to increase
the price that U.S. florists and consumers would be willing to pay?

Answer: John Nevado is a leader of the Fair Trade flower movement within the Ecuadorian
rose industry. His campaign to educate European consumers about the Fair Trade certification
for Nevado Roses has been a major success. Knowledgeable European buyers are now
aware of the sustainable farming practices employed by Nevado Roses which benefit the
environment and the rose farm workers who thereby avoid exposure to harmful chemicals.
Consequently, European consumers seem willing to pay the extra premium for eco-friendly
blossoms whereas to date U.S. consumers are not, since the Fair Trade certification for
flowers has not achieved much awareness in North America. However, if Nevado Roses can
use their European experience to successfully educate American consumers about eco-
friendly flowers, American consumers could start to demand sustainable roses.

7. Evaluate the efforts to date that Nevado Roses has undertaken in order to promote corporate
social responsibility.

Answer: On many rose farms in Ecuador, workers experience less-than-ideal working
conditions. Nevertheless, Nevado Roses went beyond the industry benchmark to improve
working conditions and maintain sustainability that enabled the company to become Fair
Trade Certified in 2002. Under the Fair Trade program, the rose workers at Nevado benefit
from a percentage of the rose sales, and these proceeds are used for projects dedicated to
helping rose workers, such as organizing organic farming workshops, providing low interest
micro-loans, and operating community projects such as a dental clinic, daycare center, and
internet café.
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8. What should John Nevado do in order to ensure the continued success of Nevado Roses?

Answer: In addition to educating the American consumers about environmentally friendly
roses, John Nevado should be focusing on diversifying the international market for Nevado
Roses. The case mentions that “talks between Ecuador and the EU had just resumed again
after a hiatus of nearly 5 years,” and a new trade agreement with the European Union would
certainly open doors for potentially lucrative markets. Ecuador has been diversifying its
international flower market in recent years to reduce reliance on the U.S. market. The driving
forces that have pushed Ecuador to find new floral markets have included the constant threat
of the expiration of the ATPDEA program and increasing demand in new markets such as
Russia, former CIS countries, EU, Canada, and Chile.

What Happened Next

In August 2013, the Ecuadorian National Assembly created a means to compensate
Ecuador’s rose exporters for the loss of the ATPDEA duty free benefit. The new legislation
gave tax-credit certificates to companies affected by the elimination of the ATPDEA. These tax-
credit certificates could be used to pay taxes or to pay debts with state-owned banks. It was
estimated that this would provide compensation to exporters of approximately $23 million per
year. The Ecuadorean government also pledged to try to seek a new trade agreement with the
U.S. market, so that the tariff-free status could be reinstated in the future. The United States
is Ecuador’s most important trading partner, and in 2012 exports from Ecuador to the U.S.
totalled over $10 billion, or about 45% of Ecuador’s exports.

According to Felipe Ribadeneira, the head of the Ecuadorian Exporters Federation known as
Fedexpor, “The tax credit is a temporary solution. The important thing for the long term is to
get preferential access to the U.S. market through a trade agreement with this country.”

Ecuador has also been diversifying its international markets in recent years, reducing its
dependence on American buyers during this time of trade uncertainties. Ecuador and the EU
concluded a new trade agreement on July 17, 2014. The trade pact will provide Ecuador with
improved access to the EU market for its main exports, i.e. fish, bananas, cut flowers, coffee,
cocoa, fruits, and nuts.
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