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The consumers perception of PDO/PGIs products and the WTO negotiations

The report is organised in two sections.

|. The protection of Geographica namesin the WTO
[1. The economic arguments for the use of Geographica names
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|. The protection of Geographical namesin theWTO
The legal benchmark for recognition in third countries

In 1994, the GATT Uruguay Round yielded a specific Agreement on Trade-Related
Aspects of Intellectua Property Rights (TRIPS). This agreement defines broadly what a
geographica indication is (...an indication that identify a good as originding in the
territory of a member,..., where a given quality, reputation or other characterigtic of the
good is essentidly attributeble to its geographicad origin); and requires its member
dates to respect and offer gpecid protection to geographica indications recognised
under other Members' laws, and ensure enforcement procedures to permit effective
action agang any act of infringement. TRIPS define the requirements for “generd
protection” and extends “specid protection for wines ad spirits’. Some conflict with



the European legidaion may arise from 1) the omisson of the “human factors’ in the
definition of a geographicd indication; 2) the admissble co-exisence with a trade-mark
desgnated as the geogrephical indication, that was in use ether before the TRIPS
agreement or before the geographica indication is protected in its country of origin; 3)
the lack of protection to the geographic indication when it is identicd with the
customary name in common language with that product or with agrape variety.

The PDO/PGI as a non-tariff barrier to trade and a barrier to entry into the industry

Non-tariff barriers to trade include nonscience based sanitary and phytosanitary
dandards, customs procedures, government monopolies and lack of transparency in
regulations. Hence, the PDO/PGI scheme may be consdered as a barrier to trade when
it is thought that there is a “separation between territory and human factors’ (tradition,
heritage and know-how), provided that there is not a “scientific’ based linkage; or when
the PDO/PGI are manly conddered as an “ingrument of the Common Agricultura
Policy and Industrid Policy, designed to protect producers and increase their incomes,
securing exclusive production rights’ (Chao, 1998, p.60-62). For the same reasons, it
may aso be viewed as an instrument to restrict competition, acting as a barrier to entry
into the industry. Nevertheless when consdering the PDO/PGI as a tool of
differentiation, the barrier that congtitutes a PDO/PGI, either to trade or entry, is Smilar
to any other private brand (Lucatelly, 2000, p.29).

[1. The economic argumentsfor the use of Geographical names

There are two main theoretica approaches that can be used to explain and judify the
use of geographica names: Information theory and Shapiro’s model of reputation.

1. Information theory

Information is a vauable resource and not dways is fully available for consumers. This
leads to asymmetric information: while producers know dl the properties of the
products, they make, qudity in particular, consumers don't. Three categories of goods
are diginguished depending on how information is conveyed to the consumer: “search
goods’, whose qudity can be ascertained before purchase; “experience goods’, whose
qudity is ascertained only after consumption; and “credence goods’, whose quality can
not be fully determined, even after consumption. Normadly, goods share characteristics
faling into the three categories.

Under asymmetrica information non-uniform products, with the true qudity known
only by the producer, are findly sold a the same price. This has consequences on
producers, consumers and the performance of markets. From the producer perspective,
those who make goods of higher qudity will have an incentive to abandon the activity
(adverse sdection) and those who remain will have an incentive to keep the same price
while diminishing qudity (mord hazard). Consumers can not optimise their choices the
chosen product might not meet their expectations. In order to weaken this risk, they can
behave developing loydties to a smdl number of brands and sdes outlets that enhance
oligopsony power. The peformance of the market is damaged: the qudity of tota
supply drops, some consumers will no longer be able to satisfy their preferences; and
producers of qudity products suffer from unfair competition.



2. Shapiro’s model of reputation

The maket impefection deived from asymmetric information can be mitigaed
through the building up of reputation. There is a dynamic process that involves firm
reputation, consumer learning and the sdler's choice of product qudity. Consumers
have expectations about the product quaity based on past experience on the purchasing
of products by the same firm. Thus, there is a learning process in the formation of
quaity expectations that findly build the firm's reputation. The firm will invest in
building this reputation only if that learning process exigs And only in the long run,
when reputation is findly established, the invesment will have a return, in the form of a
price premium (over margina cost). Therefore the price premium is an extra cost due to
the need of building reputation what in turn is consequence of lack of information. The
sooner the consumer learns the true quality of the product, the smdler the over-price
will be.

The role of PDO/PGI in relation to the theory of information and the model of
reputation:

To solve the problem of maket falure, to provide information to the consumer is
crucid. And the ways of tranamitting this information are labdling and communication
tools. In this sense, the PDOs and PGIs (Protected Designation of Origin) and Protected
Geographica Indication) can be regarded as a didtinctive sign, smilar to a trademark. In
this respect, they play the same role as any other instrument of product differentiation.

From the research on the link between consumers/citizens and territorid products, we
get that, despite the low awareness of the PDO/PGI legidation, the attribute “Origin”
has got a remarkable influence on attitudes, motivations and purchasng behaviour of
agro-food products in Europe. The teritoridity of a product is perceved as a multi-
attribute concept, associated to human and naturd factors. The product properties are
viewed as narrowly linked to the territory, and in some cases consumers are willing to
pay a premium for the origin (or PDO/PGI labd). Tha makes the legidation on
PDO/PGI an essentid tool to protect the consumer expectations and preventing market
falure derived from fraudulent information.

The vast mgority of agrofood products can be viewed as experience goods, given tha
most of ther characteristics can not be ascertained before consumption. Hence, the
consumer needs cues, intrindc and extringc, to infer qudity. The PDO/PGI provides
intringc and extringc qudity cues, and symbolic sgnds. It is an intrindc cue provided
the technical specifications on raw materids, methods of production, quality controls,
etc.. imposed by the Regulatory Council (body?); an extringc cue, given their linkage to
territory/origin; and symbolic, due to the humaen factors (higoricd, culturd, socid
implication..) involved by that specific geographic area. Therefore, the PDO/PGI |abd
provides information to the consumer, reducing the asymmetry of information and its
ppernicious conseguences.

Likewise, the PDO/PGI scheme warrants a standard of objective quality, facilitating the
homogeneity of the product. The qudity expectations that the consumer makes,



contribute to build up the reputation of the label, and help again to reduce the lack of
information.

The PDO/PGI labdling influences the three categories of characteristics possessed by
products according to the theory of information (Belo and Gomez, 1996): search,
experience and credence charecterigics. Firdt, the PDO/PGI labd is strongly linked to
some search characteridtics, reducing the need for getting information about them (eg.
the fa contents is an dtribute vauable a the moment of purchase if the consumer
knows that only a set of brands/desgnations possess the desred amount of fat, the
search for information reduces to that choice set). Second, the PDO/PGI is aso
asociated to specific vaues of experience attributes (e.g. flavour) and, therefore, it
reduces the risk a the time of evauation of the product properties. Findly, the
PDO/PGI confers a guarantee on credence dtributes (eg. nutritional effects, methods of
production, ...).

Therefore, the PDO/PGI in its role as 9gnd of qudity, reduces the need for search of
information by consumer, reducing as a rexult the pernicious consequences of the
asymmetric information on the consumers grounds.

From the producers perspective, the PDO/PGI mitigates the adverse sdection and
mora hazard consequences of asymmetric information. The production under this
scheme not only enhances qudity, but dso imposes some standards, granting far
competition anongst firms.



