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Abstract. From Porto and then through Bordeaux, Champagne and Bourgogne, wine geographical indications 
(GI) were the driving models for these forms of protection of distinctive signs for collective use. Many studies 
present the benefits of recognizing a GI for a region, the challenges of its implementation, as well as the 
possibilities of promoting territorial development. However, there are few pieces of research on negative 
spillovers of this form of protection. In this work the following question is: Could the system of GI, from the 
perspective of the theory of industrial organizations, promote negative spillovers to the market, consumers and 
territories? Based on a systematic literature review, the aim of this essay is to verify the trade off between the 
objectives that the literature presents for the recognition of IG and if there are negative spillovers, based on the 
theory of industrial organizations. As a result, the literature shows that GI protection could promote market 
concentration, establish barriers to entry and exit, institute lobbying and rent-seeking behaviour, create 
distortions in regional development and affect consumers expectations. 

1. Introduction  

Use collective distinctive signs is offend related whit 
territorial development policies. And normally it’s sound 
like a inclusive matter, that aims support and benefit a 
large number of people. However, these same signs are 
used, at the end, to compete on the market. And this 
competition has been studied by the economic theory since 
the classical economy authors. 

The neoclassical theory is based on the premise of 
perfect competition, where agents do not compete whit 
each other because the relations are regulated by market. 
On the other hand, the Theory of Industrial Organization 
(TIO) analyses imperfect competition relationships, where 
there are competition patterns that require changes in 
companies' strategies [1]. 

The evolution of industrial organization theories 
focuses on explaining the structure and conduct of firms in 
a market. The structure-conduct-performance (S-C-P) 
paradigm highlights the relationship between industry 
attributes, structure, conduct, and performance. The 
performance of companies depends on conduct, which is 
influenced by industry structure. In turn, the structure 
depends on basic conditions and entry barriers. Various 
theories, such as Bain's Limit-Price Theory, Baumol's 
Theory of Contestable Markets, Sutton's Theory of 
Endogenous Sunk Costs, and Williamson's Transaction 

Cost Theory, analyse the relationship between structure 
and conduct, and despite their singularities, they have 
interlinkages with TIO [2]. These theories emphasize the 
long-term maximizing conduct based on potential 
competition. Additionally, these theories look for analyse 
the market failures that neoclassical theory leaves out. And 
the first question related to collective distinctive signs, that 
Geographical Indication (GI) is a type, is if there are 
market failures that frequently are not evaluated and how 
GI market could be affected by these.   

In general GI identify that a good is originated from a 
territory, region or locality where a given quality, 
reputation or other characteristic of the good is attributable 
to its geographical origin, as defined by TRIPS 
Agreement. And generally, it could be consisted of two 
subcategories: appellations / denominations of origin and 
geographical indication. On this article we use GI instead 
the subcategories. 

 Most of the literature refers to GIs as a technological 
setting represented through signs on products from a given 
origin and quality characteristics, which differentiate and 
protect local expertise, cultural heritage and industry 
reputation in the agribusiness sector. At the same time GI 
provide consumers with relevant information such as 
traceability, quality assurance and authenticity of such 
products. This alternative approach has emerged due to 
factors such as declining prices on agricultural products, 
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shifting consumer choices, and escalated competition in 
commodity markets [3]. 

2. Objectives and theoretical framework  

Considering the perspectives offered by various 
economic and management branches of study as interfaces 
to the Theory of Industrial Organization, our analysis 
seeks to understand the markets under GIs in the wine 
sector within such a framework. We aim to identify 
implications within contexts related to this approach, 
including market concentration (monopoly, oligopoly), 
entry barriers and market exit conditions, lobbying and 
rent-seeking activities, distortions to regional 
development, and potential consumer harm or negative 
impacts.  

Additionally, we seek to address potential implications 
that bilateral trade agreements may have in this context. 
Figure 1 depicts the conceptual framework we propose, 
providing an overview of the topics and focus considered 
in the analysis. 

 
Figure 1. Conceptual framework: Geographical indications within the 
context of Industrial Organization Theory considered with its interfaces 
with other economic theories 

Source: the authors (2024). 

3. Methodology  

We reviewed relevant literature to try to identify relevant 
encompassing themes related to the theory of industrial 
organization and geographical indications. These 
documents were subsequently uploaded to NVIVO 
software, which processed them using internal algorithms. 
This initial processing allowed us to generate a preliminary 
coding framework reflecting the content of these papers. 
Subsequently, we aggregated the codes into six subareas 
that we deemed relevant to the scope of our study.  

We then analysed each paper based on its contribution 
to each of these subareas. Other than that, we included a 
few theoretical references from books and thesis on 
Industrial Organization its related theories. Based on the 

findings from this analysis, we present a visual 
representation of the conceptual framework in Figure 1, 
and topics on the research linked to the focus we 
considered on our analysis in Table 1. 
Table 1. Geographical Indications in the context of the Industrial 
Organization Theory – topics and focus considered in the analysis. 

 
Source: the authors (2024). 

4. Results and discussion  

The results and discussions are presented in six 
categories and highlight the key contributions of relevant 
research related to each topic. 

4.1. Oligopoly and supply concentration 

When a market is dominated by a small number of 
companies, there is a high degree of concentration and 
limited competition among the agents, resulting in a 
significant increase in the power of these companies in the 
market. Through monopolies and oligopolies, companies 
seek to gain control over the market, acquiring power and 
importance [4]. A greater level of concentration in a 
market can lead to the establishment of a monopoly and 
provide competitive advantages to the companies 
operating in that market [2]. 

GI, on the positive side, can be seen to reduce 
information uncertainty and transaction costs to enhance 
product quality [5]. On the other hand, although GI offer 
advantages to both producers and consumers, they can 
bring some inherent contradictions. 

One major concern is normative weaknesses, which 
may result in producers not always having legal rights to 
utilize the natural resources on their occupied land. 
Additionally, the inclusion of both recent and traditional 
activities under the same GI label can potentially 
undermine its credibility. GI also have the potential to 
create exclusionary territories within their designated 
areas. Moreover, there is a risk of favouring specific 
groups in terms of technical and scientific investment. 
Lastly, the expected multifunctionality of GI is not always 
consistently achieved [6]. 

Market monopolies formed by GI are not solely 
determined by landscape and technical factors. The 
understanding and acceptance of GI within society can 
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also play a significant role in providing a protective buffer 
against uncertain market conditions [7]. The concept of 
"terroir" initially emerged either due to the desire to 
expand exports (such as Port and Chianti) or as a response 
to competition from imported products in Europe (like 
Champagne). Later, additional significant factors 
influenced market dynamics, such as shifts in political 
power, the rise of liberal and free market ideologies, and 
the cost reduction of export transactions because of 
infrastructure investments [8]. An illustration of this 
political and economic reasoning can be seen in the 
European Union's initiatives to regain control over 
formerly generic terms and assign them as indications of 
origin. This effort aims to expand the EU's monopoly 
profits in the agro-industrial sector [9]. 

The perceived prioritization of GI producers' interests 
over others within these systems poses a threat to 
trademark registrants and those who use geographical 
terms in a generic manner. Conflicting claims can arise 
when geographical signs are registered as individually 
owned trademarks, potentially overriding prior trademark 
rights. Critics also seek to maintain the freedom to use 
geographical terms in a generic way to describe a type of 
product regardless of its origin [10]. 

4.2. Barriers to entry 

These legal instruments couldn’t only be employed to 
establish and take advantage of cultural distinctions, 
simultaneously forming boundaries of community and 
identity within the realm of commerce, but also, they 
function as tools for marketing, facilitating the 
communication of production details and the economic 
significance of cultural reputation. GI is often described as 
"club goods" or limited common properties, conferring 
benefits upon specific actors within a particular territory 
[11]. 

A territory can be appropriated by a specific group of 
actors, resulting in an economic protection barrier that can 
be defined as a territorial exclusion monopoly. As an 
exclusionary process unfolds, the excluded producers may 
occupy the same geographic locus but are neither present 
in nor producing within the same territory that is protected 
by the GI.  Obtaining the GI may contribute to legitimizing 
an already present process of exclusion rather than 
necessarily causing it [12]. 

The combination of tradition and innovation justifies 
the use of intellectual property rights to fuel economic 
growth. Market-driven strategies are commonly employed 
to capitalize on these rights, which are seen as valuable 
tools for protecting innovations, facilitating technology 
transfer, and accessing markets. Large companies with 
established brands and reputational goods associated with 
denominations of origin wield influence over governments 
through court cases and lobbying, shaping regulations and 
overcoming trade barriers, including the concept of 
reciprocal treatment at borders, an economic principle that 
regards territorial privileges as barriers to market entry 
[13]. 

4.3. Lobby and rent-seeking 

Lobbying strength plays a significant role in the 
decision-making process of GI governance, particularly 
regarding the enlargement of areas. This decision is often 
driven by consumer-driven forces, where marketing 
aspects can influence the decision-making process. 
Increased profits are a key factor in determining the 
outcome of these decisions [14]. 

Another effect of malfunctioning governance is rights 
derived from a poorly drafted specification with lack of a 
strong foundation and an unclear scope [15]. This creates 
situations that allow individuals or even corporations to 
acquire production areas under a GI by market-driven 
motivations (‘race to the bottom’), which can lead to a shift 
in conformity to external standards, catering to imported 
preferences, and the potential redefinition of product 
characteristics. In this process, local producers may find 
themselves caught in a system where they are not 
necessarily ‘dispossessed’ but rather ‘misappropriated’ of 
their cultural heritage [16].  

Over time, the biases introduced by lobbying variables, 
such as the influence of previous landowners, connections 
with decision-makers, and collective actions, tend to 
diminish in their impact. This occurs as the transmission 
and improvement of informational content take place 
through the implementation of more balanced schemes 
[17]. 

4.4. Distortion to regional development 

While local actors predominantly hold control over GI, 
it is important to acknowledge that these are embedded 
within broader regional, national, and international 
networks. The transition from local to extra-local markets 
introduces additional costs and benefits, along with new 
power dynamics within the supply chain [18]. 

The motivations for GI protection vary between 
developing and developed countries. Developing countries 
focus on preventing resource piracy and misappropriation 
rather than consumer concerns in the domestic market 
[19]. Developing countries encounter challenges in 
obtaining robust protection tools, adjusting to diverse 
export markets, and anticipating domestic market 
dynamics. Governments endeavour to establish 
commercial and legal mechanisms, promote relevant 
instruments, and implement supportive policies that align 
with market differentiation. The choices made concerning 
protection through trademarks and GIs entail 
considerations of governance structures, market sizes, and 
the types of instruments to be employed [20]. 

The consolidation of markets under the GI framework 
in developing countries can lead to a situation where 
developed countries end up dominating and benefiting 
from economic gains. This occurs as investments from 
developed countries flow into various production chains, 
including GI-related products like teas, chocolates, and 
coffees [9]. 
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The permissiveness of certain practices within GI 
boundaries can also lead to relevant inconsistencies when 
provenance is at stake. The pressure to expand production 
and exports can lead, for instance, to producers sourcing 
input ingredients from abroad. Unfortunately, strict 
adherence to market-driven provenance can result in 
neglecting important aspects, such as fundamental 
agroecological practices [21]. 

4.5. Consumer harm 

The conflicting interests and perspectives between GI-
producing countries and GI-consuming countries can 
result in consumer misunderstandings, contrary to the 
principles of good faith [22]. The simultaneous presence, 
or conflict, between trademarks and GIs, such as the case 
of conflicts in homonymous indications [23], can give rise 
to certain challenges, particularly in countries or regions 
where the regulatory framework allows for labelling 
inconsistencies. In the wine industry, for example, factors 
such as type designations, wine bottling states, company 
addresses, or vineyard names can potentially cause 
confusion among consumers [24]. 

The increasing demand for emerging products poses a 
risk as producers may shift from traditional methods to 
more automated techniques, potentially altering the 
inherent quality of the product. Furthermore, consumer 
perception varies across countries, and the way this 
perception is interpreted by national courts also differs 
[25]. 

However, there is a tension between tradition and 
innovation in the context of GIs which can lead to 
consumer confusion, particularly in non-concentrated 
markets. Consumers are often attracted to innovative 
products, but the presence of diverse offerings can make it 
challenging for them to compare prices and quality. 
Product differentiation further complicates the decision-
making process for consumers [26]. 

4.6. Bilateral Agreements 

While the TRIPS Agreement (Trade-Related Aspects of 
Intellectual Property Rights) offer comprehensive 
standards and widespread participation, some countries 
contend that there are still limitations impeding sufficient 
international protection for GIs. Despite the existence of 
these agreements, certain concerns remain regarding the 
effectiveness of GI protection on a global scale [25]. 

The EU's approach of extending absolute protection to 
all goods is considered too strict and may impose excessive 
costs on developing nations, potentially hindering their 
regional economic growth [27]. The EU has successfully 
expanded international protection for its GIs through trade 
agreements, despite opposition from the US. This 
highlights the EU's commitment to protecting GIs and 
suggests potential challenges in future trade agreements 
with other countries [28]. While it is crucial to value 
tradition and locality, it is important to acknowledge that 
the world is becoming more interconnected and uniform 
[29]. 

On the other hand, the US approach is deemed too 
lenient, causing confusion and uncertainty regarding the 
nature of GIs and how to protect GI products [27]. The US 
has successfully implemented its own criteria for 
determining the genericness of GIs in China, which differs 
from the criteria used in the EU. This disregards the 
behaviour of the GI owners, potentially leading to the 
expropriation of their rights without considering their 
actions or consent. This approach contrasts with the EU's 
regime for GIs and trademarks [30]. 

In addition, bilateral and multilateral agreements are 
key arenas where conflicts arise over the risk of 
geographical terms, whether from GIs or trademarks, 
becoming generic, even though recent bilateral agreements 
have introduced changes to the criteria used for 
determining the genericness of such terms [31]. The EU, 
US, and China are prominent players in this ongoing 
dispute [32] . EU GIs are facing challenges from the US, 
and the US-China Agreement is one example of this 
ongoing conflict [30] . 

5. Conclusion  

Geographical Indications (GIs) have significant 
implications within the field of industrial organization. 
One aspect to consider is the concentration of power and 
limited competition that can arise when a market is 
dominated by a small number of companies. They may 
bring inherent contradictions, such as normative 
weaknesses that may hinder producers' legal rights to 
utilize natural resources and the potential inclusion of 
recent and traditional activities under the same GI label, 
which can undermine its credibility. Additionally, GIs 
have the potential to create exclusionary territories and 
may favour specific groups in terms of technical and 
scientific investment. 

Another key aspect to consider is the barriers to entry 
into the GI system. GIs can establish boundaries of 
community and identity within commerce and serve as 
tools for marketing and communication. However, the 
appropriation of a territory by specific groups can result in 
an economic protection barrier, excluding other producers 
from the same geographic location protected by the GI. 
This process may legitimize existing exclusionary 
practices rather than causing them. The presence of 
tradition and innovation justifies the use of intellectual 
property rights to fuel economic growth, and market-
driven strategies are commonly employed to capitalize on 
these rights. However, there is a risk that market-driven 
motivations and poorly drafted specifications can lead to a 
shift in conformity to external standards and potentially 
redefine product characteristics, jeopardizing the cultural 
heritage of local producers.  

The EU's strict GI protection approach is criticized for 
potentially hindering developing nations' economic 
growth, but the EU has still expanded GI protection 
through trade agreements. In contrast, the US has a more 
lenient approach, leading to confusion and concerns about 
expropriation. EU GIs are expected to encounter 
challenges in the context of US-China agreements. 
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As limitations to the work, it is noted that research on 
the negative spillovers of geographical indications is still 
in its early stages. Furthermore, additional studies are 
suggested, particularly case studies regarding from the 
perspective of the theory of industrial organization. 
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