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European Geographical Indications: more than a just
brand name

ABSTRACT

The success of European Geographical Indicatiors (@s a more complex explanation than the
traditional one emphasizing their role as qualigys. It also stems from a combination of two
complementary, specialized mechanisms of governtdnateeduce transaction cost in overcoming
particular organizational problems related to tee of geographical names as brands (free-riding and
quality enhancement). Based on a set of case studEuropean countries, we show that the “first-
level” mechanism mitigates free-riding and coortiisagquality enhancement along the vertical chain. |
does so by reallocating the geographical namegquty rights, which were originally in the public
domain, to a governing body which sets quality gmations, performs quality controls and decides o
membership. The “second-level” mechanism goverlasdral relationships among members and
motivates them to enhance quality. It does so loyvidg individual members to identify (co-branding)
and implement valuable quality improvements abbeeninimum specifications while maintaining the
residual claims of these improvements. These twchargisms complement each other in the sense that
only in combination do they align participants’ émtives. All parties are interested in being eaitio
use Gl membership to protect their rents and guads. Some refutable propositions as well as polic
implications are analyzed in the conclusions.

Key words: Agrifood; Geographical Indications; mechanismga¥ernance; free-riding; quality;
complements.



1. INTRODUCTION

Gls for agricultural products and foodstuffs in &oe seem to be a success story and a
growing phenomenon. The number of registered Géeened 1,100 in 2012 (see

http://ec.europa.eu/agriculture/quality/door/lighl). The success stories include products such

as Roquefort cheese in France and Tuscany olivigglyn Chevert al, (2012; p. 16) show

that Gls for agricultural products and foodstuféglla wholesale turnover of €15.79 billion in
2010 and, perhaps more relevantly, enjoyed sigmtiprice premiums. The economic success
of the GI has been mainly explained by consideGh@s a quality signal that acts as a valuable
quality assurance device for consunteféis explanation focuses on the demand side and
justifies the regulation of Gl because they mitggatiality uncertainty for consumers. While
true, it also seems clear that such guaranteesnsumers could be achieved by any kind of
brand name, so this does not explain either Gllatigns nor widespread adoption of Gls by
supply chain participants. There must be additiexalanations for the proliferation and long
term survival of Gls.

We argue that the governance of Gls,their distinctive features as a vertical chain
organization, is a key factor to explain and un@erd their successes. This organizational
economics perspective on Gl has not been considefede. Vertical organization is however
relevant because it affects the value of the fipallity signal (the price premium) and thus the
value added to be shared among members of theyscipgh (Goldsmith and Gow, 2005;
Giner, 2009). Furthermore, the quality of the fipedduct is highly sensitive to how each step
of the supply chain is governed and how qualitate problems are solved. This means that
the choice of vertical organization is a criticattor explaining the success of any quality-
signalling tool (Raynaudt al, 2005; Skilton and Wu, 2013; Wewetral, 2010).

We argue that Gl can therefore be seen as a sapplg governance structure which
mitigates the incentive misalignment derived frdra tollective nature of the geographical
name and other quality-related coordination issWés perform a case analysis because the
lack of previous studies and the need for an explescription of this type of governance
require an exploratory study with a qualitativeuscWe selected relevant European Gl cases
and also used private-owned brand name casesaaral@roup to ascertain the differences

between these two types of vertical organization.

1 see, among others, Bouamra-Mechemache, and Ch&{lddh,Costanigret al, 2010; Dentonit al, 2012; Dimareet al,
2004; Fernandez-Barcala and Gonzalez-Diaz, 2006gtdalet al, 1999; Loureiro and McCluskey, 2000; Menapace and
Moschini, 2012; Resanet al, 2012.



The case study shows that governance of Gls combwerlapping governance layers
that complement each other, making the whole systene effective. Each level compensates
for the relative weaknesses of the other and twmirbination mitigates two organizational
problems that are particularly relevant in thisetyy collective brand: free-riding and quality
enhancement. We first show that Gls reallocategntgpights on geographical names to public
and private agents, aligning the participants’ moses. Second, we show that Gls enhance
quality because they both improve coordination mdvate their membesin terms of
transaction costs, this means that Gls simultaigoeguce what Milgrom and Roberts (1992)
called coordination and motivation costs by: aptirg governing rules such as minimum
specifications, quality controls and basic techggjd) maintaining participants’ residual
claimancy; and c) allowing co-branding between &ld (specific) investments in individual
brands within the Gi.

The rest of the paper is organized as followstFive describe Gl institutional structure
and their quantitative importance and explain tlganizational challenges they face. Second,
we explain the case selection. Third, we deschbecaises, showing vertical organization and
controls in Gls compared to private-owned brandsuth, we describe how GI governance
mitigates the problem of free-riding and improveslgy. Finally, we draw some conclusions
and hypotheses, formulate some insights for pah@kers and explain the limitations of our
research.

2. EU GEOGRAPHICAL INDICATIONS: STRUCTURE, SUCCESS AND
CHALLENGES
2.1 Institutional Structure

We label as Gl two different legal forms in the EJ Protected Designation of Origin
(PDO): the name of a product that is produced,gssed and prepared in a determined
geographical area using recognized know-how, aRfdtected Geographical Indicator (PGI):
used to denote agricultural products and foodsetdsked to a geographical area, where they
are produced and/or processed and/or prepared.areaggulated by Regulation (EU) No
1151/2012 of the European Parliament and of then€ibaf 21 November 2012 on quality

2 Like the marketing and quality management litareguve also distinguish two dimensions of prodgaality (Juran, 1989):
the target or expected quality of a producer ontr@ften called “subjective” or “design” qualitygnd the deviation of each
product within a brand from that target (often edll‘'objective” or “conformance” quality). See Ishika (1985) and Crosby
(1979; p. 15).

3 See Blackett and Boad (1999) for an extensive og@ran this topic.
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schemes for agricultural products and foodsttiffs.

The European regulation on Gl products is simoarademark registration that
protects property rights on brand names. The diffee is that the brand name contains a
geographical name. To register a product, a gréypaalucers or processors have to apply for
entry in the EU registry, following the regulatgrgocedure. This protection is given under
strict conditions that highlight the public andlective nature of a Gl label (see Bureau and
Valceschini, 2003 and the Regulation above forlarfdescription of the Gl system):
® Proof must be given that the product’s charadiesisre linked to the geographical location

with its inherent natural and human factors.

® The geographical area of production/transformatias to be delimited.

The product’s main specifications are given itist 0f specifications” collectively drawn

up by the firms involved in the supply chain.

The firms involved in a Gl application for reggion have to be organized in a collective

organization.

Verification of compliance with the specificatiohas to be ensured by: a) Competent
authorities in Member States and/or; b) Controlie®dtio which the competent authorities
have delegated specific tasks related to the affantrols of the quality schemes.

2.2 Market Success

Figure 1 shows the number of Gls for agricultuaaihf products and foodstuffs in the
EU from 1996 to 2012. The wholesale value of adical products and foodstuffs sold under
Gls in Europe from 2005 to 2010 is shown in Table 1

4 The EU policy quality is deeply rooted since tl®80as, with the publication of the Green Paper i8518nd the
Communication on "The future of rural society" inrB89which talks about the responsibility of theiagjtural world: food
quality, environment and ecosystem preservatioail@vle athttp:/ec.europa.eu/agriculture/quality/policy/irden.htn).
Before 1992 there was no common legal frameworkénBU and different EC Member States had a diveo§ibational laws.
In 1992, the regulations 2081 and 2082 had beeptadoThe EU has endowed itself with a legally pesgive tool of
protection, which is also complete and deeply rddateall the Member States (Rosati, 2009). Todaygifipaneasures for the
recognition and the preservation of quality prodwee provided by the regulation 1151/2012 on guatihemes for
agricultural products and foodstuffs, annulling flievious ones (509 and 510 of 2006).

4



Figure t Evolution in the number of Gl for agriculturarfa products and foodstuffs in [
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Source: DOOR databasettp://ec.europa.eu/agriculture/quality/door/lignt, accessed on March™

2013).

Table 1 Sales value of agricultural products #oodstuffs under Gl in the EU 27 €)

Product Year
2005 2006 2007 2008 | 200¢ 2010
Cheese 5,276 5,289 5,489 5,651| 5,77¢ 6,307
Meat products 2,395 2,451 2,579 2,759 095 3,157
Beer 2,301 2,407 2,361 2,390] 2,39 2,364
Fresh meat 1037 1011 1095 1116| 1155 1244
Fruit, vegetables and cereals 771 764 901 849 84¢ 978
Fresh fish, molluscs, and crustace - - - - - 443
Other products of Annex | 107 102 124 134 134 369
Oils and fats 359 377 335 348 343 346
Bread, pastry, cakes... 291 268 280 284 272 279
Natural mineral and spring wat 145 146 144 145 142 143
Other products of animal origin 48 45 47 49 68 71
Others 25 68 71 73 55 87
TOTAL 13,284 13,457 13,891 14,238 14,52t 15,790

Source: Cheveet al.2012; p. 51.

Analysis of price data shows that producer retfon§1 productsare higher than fc
standard products (Chevet,a., 2012; pp. 70-77). Thiotal value premiunand the whole
value premium rate of E@7 Gis were estimated at €29.8 billion and 2:28p«ctively.> Meat

products present the highest value premium ratengiagricultural products and foodstt
(Figure 2)

S value premium = (Gl volume x Gl price- Y (Gl volume x non Gl price); Value premium rat§ Gl volume x Gl price
/'Y, (Gl volume x non Gl price). A 2.23 value premiuater means tit Gl products were sold 2.23 times as high as énee
quantity of non-Gl products.



Figure 2 Value premium rate for agricultural products &oddstuffs schem
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Source: Cheveet al.2012; p. 72.

2.3 Organizational challenge:

Explainingthis proliferationand success of Europeani@itially requires ar

understanding of the organizational challenges@isthave to overcom

2.3.1 Free-riding problems

First, by its very nature, aeographical name is a public good. Providing there
particular regulation, property rights on the naanein the public domairi.e. freely available
to everyone). What the EU regulation does is to this public good into a club good. A (
howeve, remains a collective brand bece its use cannot be deniedgotential members, th
is, producers using input with the required geographiickage and following the tradition:
production methods who operate within the restiigjeographical areGiven the collective
nature of the brand, economic theory suggestsriatidual members tve the incentive ti
free ride over the quality requiremes® Each firm has incentives to encourage the othe
make the costly investments required to maintaadityjuand build collective reputaticwhile
shading their owefforts to do so. We call s “internal” freeriding because it refers only
members’ behaviof. Moreove, Gls also have to be protected againsoihygortunistic
behavior of producerselling products undea Glin order to take advantage of its goodbut
without using the tditional production methods or withausinginput with the prope

territorial linkage. In other words, it is necessary to avoae friders who appropriate the na

6 This is a variation of the “team production” prailanalyzed by Alchian and Demsetz (1972).
7 the context of branding products, a very sim#sue arises in franised chains (Blair and Lafontaine, 20(
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of the Gl and offer a lower quality product thatyndamage brand reputation. We refer to this

as “external” free-riding.

2.3.2 Quality enhancement

Second, Gls have to combine territorial linkage taditional production methods with
the inducements for continuous quality improvensard innovation that are required for
competitive success in the long term. These aditiwaal products whose organoleptic
characteristics are directly linked with the temryt By their very nature, such products
compete through a differentiation strategy. Thempetitiveness improves if customers are
confident that they can buy such superior prodanta continuous basis and, specially, if they
can expect improvements and innovations that erhtdn®ir organoleptic characteristics.
Therefore, the challenge is not solely to enswestained level of the required organoleptic
attributes of products under the Gl (“conformanaality”) but also to encourage
improvements without violating the traditions onigfhthe Gl is based (“design quality”).
This means that agents must be encouraged to impine products and processes to have

success in the long run.

3. CASE ANALYSIS

We study Gls from an organizational economics ptpe, in which no previous
research has been done. So we use a qualitativeambpbased on the case study method. The
advantage of case analysis is that it allows umtterstand small details which may become
very relevant for explaining a situation. The digaatage, however, is that only with a large
number of cases is it possible to draw statistmajective conclusions (Van Maanen, 1979;
Shah and Corley, 2006). This is why case studgnsicered a valid approach and an
appropriate tool when we do not fully understarelphoblem (Eisenhardt, 1989) and we want
to discover new variables and relationships toaksad understand complex processes (Glaser
and Strauss, 1967; Shah and Corley, 2006; Yin, PO0O&e aim to apply existing theory to
new contexts (Barra#t al, 2011). Our aim is thus not to econometrically lsgotheses that
have already been proposed but to formulate thesacbhan our qualitative analysis.

We triangulated our data using different stakehsidgerspectives in a cross-case pattern
(Easterby-Smith and Lowe, 1991), and fulfil theamenendations of Barragt al. (2011; p.

338) for a more rigorous, inductive, qualitativeseatudy: a) justification for choice of case-
based research methodology, b) clearly statedofiamalysis, and c) the use of multiple case

studies leading to both within and cross-case aialy



3.1 Case selection

Case selection followed theoretical sampling (Hisedt, 1989; p. 533) because we were
looking for polar types of brand organization. W@ected to highlight the distinct
organizational characteristics of Gl versus privaends and their implications for mitigating
the organizational challenges stressed above. ¥rgifdd the cases through the product brand
name at retail establishments. Our sampling foltb¥e requirements:

a) Cases had to help provide a broad overview of thst prevalent mechanisms of
governance for meat supply chains in Europe. Wecsad the meat sector for
two reasons. First, health scares such as the BSE ltave been associated by
European consumers with fraud and quality problenmseat products in recent
years. This is a situation in which Gls can plagajor role. Second, the
guantitative importance of meat products in thdi@dtl (see Table 1 and Figure
2). We therefore selected different meat produatsiyced in four EU countries
(France, Italy, Spain and the United Kingdom) ihablve Gl and private brand
organization. Private brands work as a control grdinis heterogeneity in part
guarantees that the product and the country dbiastthe conclusions.

b) Cases had to involve well-known brand names. Wieetbee selected only brand
names with a relevant market share that were wediak, at least at a national
level.

The data were obtained from several complementarcss. First, various kinds of
secondary information (government statistics, imguasnd market reports, participants’ web
sites, etc.) were collected in order to understaedstructure of the industry and the relevant
market and to assess the economic importance gklbeted brand names. Second, primary
data were obtained in each case mainly througivietes and from internal company reports.
Interviewees were selected among key agents iaupply chain and taking into account that
we need several stakeholders’ perspectives to leea@kbriangulate the information in each
case. Interviews followed a semi-structured quesiiire based on the identification of quality
control, coordination and motivation devices anahidrname performance. Another set of
interviews was conducted with the main suppliestailers, and quality controllers to check the
owner information and to find out their problemsla@omplaints. On average, five interviews
were conducted to build each case. Each intervoek about two hours and answers were
taken down in writing. The interviews took placeHrance, Italy, Spain and UK and were
conducted by a team of previously trained reseasciidl the information on each case was
summarized in a structured report. In the end, elected five cases comprising three Gls and

8



two private brands. A brief description of seleatedes is shown in Table 2.

Table 2: Selected cases

Mechanism of
Brand name Product Owner Country governance
Pro;;trJntt; di Ham Consorzio del Prosciutto di Parma (consortium) Italy Gl (PDO)
Scotch Beef Beef Quality Meet Scotland (association) Unitedddiom Gl (PGI)
Ternera Asturiang Beef Consejo Regulador de Ternera Asturiana (cunci Spain Gl (PGI)
A Varied meat Corporacion Alimentaria de Guissona (private . .
BonArea products firm) Spain Private brand
Filiere Qualité . ) .
Carrefour (FQC) Beef Carrefour (private firm) France Private brand

4. CASE DESCRIPTION

4.1 Gl cases

l. Prosciutto di Parmaregistered on 12 June 1996 as PDO in the EU PEmma Ham
Consortium, an organization of producers who usesafieguard the traditional processing
method, was set up in 1963 to defend and proteagtiality of their hams. The Consortium
ensures compliance with production specificatianasto guarantee a good, genuine and
completely natural product, including an accuraiection of the pigs. The entire process takes
place in a restricted area of Italy, where climaiaditions are ideal for drying ham. In 2011,
more than nine million hams from 160 producers vimesnded by Consortium, obtaining a
consumer turnover of €1,500 milliomfw.prosciuttodiparma.conaccessedn June 1% of
2012).

The vertical chain in Prosciutto di Parma has tllewing characteristics. The first
stage (pig breeding) is typically highly compettiand market-oriented: a large number of
small producers - 4,781 in 2011 - produce a redtinomogeneous product, and all producers
are clearly price-takers. The next industrial stguyg slaughtering) is more concentrated, with
109 abattoirs in 2011. Later, the chain comprikes'prosciuttifici”, the actual producers of
aged hams (160 in 2011). In this vertical chaindhly relevant vertical integration process has
been developed between the slaughtering stageaangioduction. In almost all cases, the
initiative comes from agents at the first level dnese, while a number of small slaughtering
plants are closing due to the need to satisfy Ealth@nd hygiene requirements which implies
new capital requirements, large slaughtering fiamesshowing increasing interest in
controlling the following stage directly. In themmaining steps, the relationships are mainly
market-oriented.

Prosciutto di Parma has established a set of spetonins for products covered by the

brand. The most outstanding are shown in Tablekéwise, a set of controls has been set up



to meet the required specifications. Istituto Pa@ualita (IPQ) is the public body in charge of
all quality control activities. Companies wishirggarticipate in the Prosciutto di Parma

supply chain must be authorised and recognized®®Qy A "restricted” membership system
allows membership to be withdrawn for non-compleangth the specifications. Supervision of
observance of regulatory provisions takes pla@dl ateps of the chain. Inspectors may carry
out any type of verification, inspection or contoblwhoever produces, packages, keeps or sells

hams in any type of establishment. The most sicanifi controls are listed in Table 3.

I. Scotch Beefregistered as PGl in the EU on 12 June 1996h@&ptesent time Quality
Meat Scotland (QMS) is the organization that rumeskirand. It is the public body responsible
for helping the Scottish red meat sector improsefficiency and profitability. Within the
internal market, Scotch Beef sales were £364 miiilin2011

(http://lwww.deadlinenews.co.uk/2012/01/18/scottigiefito-weigh-more-in-europe-after-

government-granccessed on June™6f 2012). The number of members of QMS in 2011
was 10,647. Of them, 10,148 were cattle or sheeedars. In total, around 92% of beef
produced in Scotland is assured through the sugain from feed to slaughter. More than half

a million beef cattle were slaughtered in 2010 urtide QMS certification schemes (Quality
Meat Scotland, 2011).

Livestock producers’ transactions in the ScotchfBeapply chain (first stage) are
characterised by a rather complex network of retestips, most of which are informal
contracts. Livestock producers can sell directlghattoirs or, alternatively, through auction
markets. This choice mostly depends on price. Ex¢ step is the relationship between
abattoirs/meat plants (second stage) and retdildrd stage). A distinction should be made
between the abattoir/multiple retailers’ relatioipshon the one hand and those between
abattoirs with independent butchers on the othiee. férmer are mainly dedicated partnerships,
by which a meat processor becomes supplier ofadl oktain and develops a stable, long-term
relationship, which is generally regulated by védgreements on quantities, prices and
frequency of delivery. The latter are more markeétrded.

Scotch Beef specifications are set at every stap feed producers to retailers. The
scheme covers animals born in Scotland throughaut lifetime, every main input and the
way in which farmers manage their farms. It alseere what happens to animals and the way
they are treated when they leave the farm enstingug right up to the final point of sale,

consumers can rely on the highest quality prodtable 3 covers the main specifications of
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Scotch Beef. The assurance scheme is monitored mdapendent certification body, Scottish
Food Quality Certification Ltd (SFQC), and all paiggants in the supply chain have to comply
with the requirements established at a previoyststbecome members. There are five main
groups of members: producers, auction marketsta@tstmeat plants and independent
butchers. This means there is a restricted memipesgbtem. Admission and exclusion of
members are determined by compliance with the gsaad product quality requirements. The
frequency of inspections varies depending on thigakrfactors at each stage of the supply
chain: once a year for feed suppliers, livestoddpcers, auction markets, processors and
independent butchers; six times a year for abaftogat plants. Slaughtering and subsequent
meat processing operations are the most delicagesthat have an important impact on
product quality and safety, so they are subjeatdoe frequent inspections. Table 3 lists the

main controls at Scotch Beef.

1. Ternera Asturianaregistered as PGl in the EU on 20 August 2004 Ragulatory
Council of Ternera Asturiana controls the variopsrators involved. Through its records and
control over farms, slaughterhouses, cutting plantsbutchers, it guarantees the origin and
quality of the GI products. In 2011, there were8%,5attle farms registered and more than 5.3
million kilograms of meat were registered at tethauzed slaughterhouses. The number of
calves slaughtered in 2011 in the IGP (19,829) aatsofor 47.6% of all calves slaughtered in
the Principality of Asturias and 1.9% of those glatigred in Spain

(www.terneraasturiana.org/estadisticas.htmtessed on January™& 2013 and Ministerio

de Agricultura, Alimentacién y Medioambiente, 2012)

Transactions in the vertical chain of Ternera Asna have a relational character,
allowing parties to negotiate basic aspects sugiries and quantity (spot contracts). In
general, prices are determined by market factargply and demand, as well as quality or
category of the animal, determine the price per.ligreements between smaller traders and
producers are variable both in quantity (tradersakobuy everything that is offered) and in
price (they may change prices on a daily basis3tl{,aa local organised market is held every
week where the majority of animals for meat chamgeds (including Asturian breeds) and
where a reference price exists. The most vertitabrated situation in this chain is when
distributors have their own cattle farm, but inaases are they also the owners of
slaughterhouses or cutting plants.

Ternera Asturiana has established a set of spatidits from farming to sale. Thus,
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Ternera Asturiana protects fresh bovine meat fraimals born, reared and fattened in the
Principality of Asturias belonging to certain breeBrocessing must be carried out in the same
area. Additional specifications are set for sudmaits along the supply chain. These are shown
in Table 3. The Council of Ternera Asturiana iglrarge of control activities of the brand. All
the economic agents involved in the Gl must besteged and must meet brand specifications
(restricted membership). Compliance with the speatiions is checked by means of the control
mechanisms listed in Table 3. Some controls arawstive, such as checking origin from
registered farms with individual identification @ach calf. Other controls are done randomly,

such as DNA tests on of the meat sold.

Table 3: First-level devices of quality controlGni

?}:‘nqg Specifications and membership restrictions First-leel controls
Identification of young pigs at farms by a tattoo o
* Geographical origin each back legvithin 30 days of birth
+ Breed Checking at slaughterhouse of written documentatipn
» Breeding phase requirements (milking, weaningefatig...) of the breeder, certifying origin and tattoo and
*  Minimum fattening period evaluation of carcasses
* Minimum live weight of pigs before slaughtering Identification at slaughterhouse by means of a fire
Prosciutto | Maximum time for slaughtering brand on ea_ch leg, approval and completion of enit
diParma | ¢ Quality scheme for pig carcass evaluation documentaﬂon _ _
 Limited ingredients for seasoning and salting Checking at the ham factory of fire brand and writt
« Minimum period for ham maturation documentation on each piece
« Traceability New seal is applied to each fresh ham with a code
. Official registers of members: stock farms, slaegmbuses, indicating the starting date at the ham factory
ham producers, managed by IPQ; membership may be Control of each mature ham and new, easy to gsee, {fi
withdrawn for non-compliance brand is applied to each ham or printed on eack pac
of sliced ham
* Geographical origin
* Feed composition and storage . . )
- Stockmanship and welfare: housing and handlinditiasi ]S:oq_tr_ol Off orldgln of stock, houzmg and handél_ng
+ Medicines and veterinary treatments: existencestbek health acilities, feed composition and storage, medicines
plan and veterinary treatments, movement record and
» Livestock movement record book and medicines boo&trbe medicine book, stockmanship and welfare, and stalf
to date assessment at farm level once a year
Scotch . :gula e conditions Auction markets are controlled on a market day
Beef . Auctiogr]1 mart standards In abattoirs and meat plants the production process
production environment, production and distribution
* Processors standards facilities and records are verified
) Traceablll_ty_ ) Butchers are monitored every year to guarantee
+ Commercialization standards ) product origin, authenticity of supply and product
« Official registers of members: stock farms, auctioarkets, identification at point of sale
slaughterhouses, meat plants and butchers mabgd&€QC;
membership may be withdrawn for non-compliance
* Geographical origin
: I\Bllriﬁ'ianium suckle period Identific_ation of palves at farms by means of artegp
. d ition and an information sheet
Fee _compozl_ ) Identification of animals at slaughterhouse
: Hou;mg conditions . . Classification of carcasses
* Maximum age of the a”'mf’" at slaughter time Checking of data and documentation before certifyin
Tern_era * Pre-established conformation and fat cover of each carcass
Asturiana | « Ph value after slaughtering and colour of meat Microbiological analyses
e Labelling and commercialization standards Labelling of cuts
* Traceability Inspection of cold storage rooms, quartering housels
« Official registers of members: stock farms, slaeghbuses, and retailers
cutting plants and wholesale suppliers, managei@gouncil Control over carcasses or cuts sold at market level
of Ternera Asturiana; membership may be withdrasvmbn-
compliance

From the above case description, it is clear tHatdBhbines two types of participant

(see figure 3). On the one hand are companiestetatproduction, processing and
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distribution, and, on the othenstitutionsfor the control and regulation of the activities. This
entails separation of ownerstopproduction resources and quality cont@ivners o
production resources mayevertheles, exert indirect control on these institutions thriouleir
representatives in them.

Within the institutions i charge of Gl control and regulation, thp@verning body
(consortium, council cassociatio) is a key player. The (local or nationghvernment, th
real/ultimateowner of the brand, delegaimany decision rights to.iTThe governing bodis in
charge of the drafting and approval of the tecHmigdas.It sets a detailed list of specificatic
that define a distinctive quality (see table 3xdhtrols membership, by checkiex antethat
anyagents seeking to become members of the C the associated firms (produce
distributors, retailers, etc.) fulfil ese requirements. It ensugesposthat all themembers
abide by the regulations, guaranteeing that thdymioremains in line with the f-established
guality standards. It haower to impose penalties in case of repeated besaafthe
specifications, the harshest penalty being exalusia member from the CFinally, it deals

with all the brand promotion and development atési

Figure 3: Gl case organization
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4.2 Private Brand Cases

l. TheBonAreabrandis owned by Corporacion Alimentaria Guissona (CAiBG, secon
group in the meat sector in Spain. Its sales irl20dre€1.295 million www.cag.e, accessed
on June 1% of 2012). CAG was founded in 1959 as the Coopegafivisson and today has
3,300 employees, 12,000 partners and 4,500 shaaisolt sells darge proportio of its

13



livestock production directly, without intermediesi CAG today has a high degree of vertical
integration and actively participates in the whaleduction process. Today the cooperative
partners produce feeds and reproduce and breetdoke following CAG’s procedures and
instructions. Although these are its main areasoafpetence, the company also fattens young
animals, slaughters them in its own slaughterhoasdobtains, after a transformation process
in the company facilities, different meat productsdistribution and sale through its
franchised network of stores (BonAréa).

CAG sets its own specifications and checks compéatself. There is practically no
involvement of external agents in the supply ch@ilrere are three basic raw materials in the
meat production process: cattle, fodder and maditait These resources are controlled by
means of upstream, practically complete, vertistdgration. The most outstanding

specifications and controls are summarized in Tdble

I. TheFiliere Qualité Carrefour(FQC) is owned by Carrefour, the second largdaties
in the world in 2010 after Wal-Mart (Deloitte, 2Q1Zarrefour attracts more than 100 million
customers every year, and generates close tobiiliea check-out transactions. Net sales in

millions of euros in 2011 were 81,271 worldwidenfw.carrefour.comaccessed on July 19

2012). Carrefour today has more than 460 dedicaipgly chains worldwide (“quality

chains”) for various fresh productstip://www.carrefour.com/cdc/responsible-commerge/o

social-and-ethical-approach/the-group-and-its-sepplaccessed on June™£012). The
beef chain was the first to be implemented in Feancl992.

With its FQC brand, Carrefour decided to rely @hter coordination with upstream
firms (see Mazé, 2002). Carrefour establishegéritgd, long-term, formal agreements with
cattle breeders and slaughterhousAithough no exclusive agreements are signed, the
relationship with the retailer is close: the firhesve to adapt their facilities to Carrefour’s
technical specifications as well as their fattertexchniques, feeds, and slaughtering and
maturation conditions. In all cases, Carrefourgags at the centre of the organization and
figures in all contracts with each participanthie upstream supply chain. Furthermore,

Carrefour has also promoted the creation of laag@mérs’ associations in production areas

8 CAG has 397 establishments "Bonareativiv.cag.esaccessed on July #92012). In 2010, 97.4% outlets were franchises
(www.franquiciashoy.es/revista-online/1 Atcessed on June”lJZOlZ).

Oltis interesting to contrast the actual govermaatthe supply chain with the one before the dweadf the FQC brand.
Before the implementation of the FCQ, spot marketiafatmal agreements were the dominant modes ofg@nce between
Carrefour and backward agents. Carrefour was deating regular basis with a set of slaughterhousgsagreements tacitly
renewed if the providers were meeting the markieepand the general safety requirement definedutigpregulation.
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where individual farmers were less organized. Tlpesducers’ associations negotiate with
Carrefour the definition of the specifications andlity control planning. They are involved in
the registration of the feed providers for FCQfars. Carrefour establishes lists of
specifications that affect every step in the sumpbigin from beef production to sale. Carrefour
controls all decisions on FQC beef products throaiginternal department that deals with all
supply chain affairs. Carrefour has hired certifyoompanies to perform field audits and has a
coordination unit to direct and supervise their kva@rhe certifying controllers add
independence to the monitoring process and perfioenfield work {.e. visits, inspections,
tests, etc.). The only control carried out direttyyCarrefour is on the meat sent to the stores
from slaughterhouses. The most significant speatifbs and control activities are shown in
Table 4.

Table 4: Quality control mechanisms in private loign

?123?12 Specifications and selection of partners In-houseoatrols Inter-firm controls
¢ Lists recording all accidents and
* Production and provision of fertilizers and plant . Igststtlas n he;]rtds
health products to fodder producers State v;/e|g_ | - "
» Technical assistance in building and farm ate of animass arriving & * Control of external
performance slaughterhouse supply sources (of little
BonArea |+ Intemal specifications " Chemical checkeonmeat | almost complete. |
: Corjtr_olled supply of f_eed e Control of finished product vertical integration)
» Training for cooperative members . . .
. . ¢ Study of clients’ satisfaction
* Technical veterinary support . ;
T bilit through questionnaires
raceabiity « 1SO 9002, ISO 22000 and ISO
14001 controls
* Mixed breeds (no dairy breeds and no young bulls)
and animal origin
* Written and formalized list of specifications fozdf Periodic audits of feed
production and slaughtering firms (includes firms, local producers’
matura_uon‘ time) . . . groug’Js dealers and
» Formalization of written tripartite contracts betawe )
o 8 . slaughterhouses
Carrefour, a specific slaughtering firm and a Control at ket Quality controls at farm
FQC producer’s association ontrof at supermarkets lovel (yrivate cattle
* Formalization of control planning dealerg)
: Trac_eablllty . Logbook at farm level
* Register of authorized feed manufacturers andecattl Control of meat shipped
dealers
L . from slaughterhouses
e Accreditation, by an audit before the start of the 9
business  relationship, for  slaughterhoudes,
producers’ associations, cattle dealers and feat f

The organization of private brands is shown in Fegli In BonArea, mechanisms to coordinate
agents are mainly based on fiat. CAG establishtesnal controls or tracking mechanisms (in-
house controls). This means that the firm is auitledrto decide whether the product has the
necessary hygiene, health and appearance attrifoutesitinue in the production process
(compliance with predefined specifications). In F@@ere formal long-term contracts are the
dominant mode of supply chain governance, new-iimier controls are added to the in-house

controls carried out by each firm. These controtscarried out by Carrefour, whose reputation
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is at stake in the final markeventhough independent controllers have been hiredy aim to
verify compliance with the specifications set by the owsfehe brand, and to guarante

standard production process and avoid opportu

Figure 4: Private brand cases organization
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5. CASE DISCUSSION

Our aim in this section is, first, to present acfategularities in Gl governance, a
second, to compare their vertical chain organipatvth private brand organization to str

key differences and to show how organizationallehgks are solve

If we observeFigure 3 and Figure 4, which show, respectivelya@d private bran
organization, we sethat the main organizational difference is the cstexice of twdayers of
governance in the Gl caseSls combine a set of safeguards built arourtdléective
geographical brand name (iwwh we call “first-level’mechanism of governance) and aro
participants in the production proc¢(“second-levél mechanisms of governar). The first
level governs the Ghrough a collective decisi-making body(the governing bod. EU and
local regulations require a board of directorstf@ governing body (constituted by lo
authorities and industry representativwhich manages and enfordée collective rulesThe
second level governs tipeoduction pocess (vertical chain) through any type of tradik

bilateral governance structures (from hierarto arm's-length transaction).
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This maintains a dual and separate system for dpoahty control and decision-making.
Decision rights over the brand are collectivelyined and managed by the governing body
while individual vertical chain members remain fteerganize their bilateral transactions the
way they want (as long as they respect qualityifipatons). For quality control issues, Gls
also result in overlapping but independent qualdgtrol mechanisms. The governing body
carries out quality controls, usually in paralletiwprivate in-house and inter-firm quality

controls along the vertical chain (see Figure 3).

From a theoretical perspective, the first leveresponds to what New Institutional
Economists refer to as “public ordering&. coordination achieved through public regulation
(here the Gl regulation) and/or by law (Dixit, 200%ihe second level refers to what
Williamson (2002) calls “private ordering’g. the rules adopted and enforced by private
parties (such as private firms, business assoonmtip. Therefore Gl appears to be a mixed
system where public and private ordering are coet{iMénard and Valceschini, 2005) to
form what could be called “public-private partnepsti (Bult-Spiering and Dewulf, 2008;
Yescombe, 2007). In the food sector, some studies btressed the advantages of such a
combination for the provision of food safety (Gardartinezet al, 2007; Narrocet al, 2009).
The private brand cases studied serve as an exaindetical chains where only private
ordering, reached by agreements among parties eefbigal integration, operates.

Apart from the overlapping of layers, another stigkdifference between GI and private
brands is the “second-level” mechanism. Verticahsactions are mostly governed by “market-
like” modes of organization in Gl cases. In corttragplicit contracts and/or vertical
integration are more prevalent in private brandkil®this difference may reflect a selection
bias due to the small number of cases, there énargl trend in many agrifood sectors, in the
meat sector in particular, toward greater conti@ctation or, more generally, tighter vertical
coordination (Diez-Vial, 2007; Hobbs and Young, @0ang and Olson, 2010; Martinez,
2002). One possible explanation for this differersciat, in Gl cases, part of the quality
monitoring along the vertical chain is already tl@ath by the governing body (first-level
quality control). Members thus do not need to e explicit provisions to assure quality in
their bilateral contractual arrangements (Rayretual,, 2005). On the other hand, owners of
private brands whose quality heavily relies on p#ieps in the vertical chain need to explicitly
stipulate how to prevent opportunistic behaviouthmsir suppliers and/or distributors in their

contracts.
Another difference is that consumers clearly obséwwo different brand names on the Gl
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products. All GI cases present this co-brandingiaadems that both brand names are relevant
for consumers (Chevet al, 2012; Fernandez-Barcala and Gonzalez-Diaz, 2006).

5.1 How Gis attenuate free-riding
Free-riding is the first important organizationhbiienge that must be solved by all
collective or shared brands. As described befoee-fiding can be “external” and/or

“internal”.

The European regulation solution for mitigating texal” free-riding (misappropriation
of the geographical name) was, first, to take ttoperty rights over the geographical name out
of the public domain and allocate them to the lacalational government, which then
delegates its control and management to a govebudy and defines a geographical area of
production/transformation. This (publicly enforceatga splits agents into potential members or
non-members of the Gl according to their locatiothe origin of their inputs. Table 3 shows
that all Gl cases define this geographical ori§i@econd, the governing bodies exert great
efforts to differentiate their products and be tifeed by consumers by their own brand name
(the Gl official logo). Table 3 shows how each itkas additional symbols that may be used on
the label or packaging of products whose names bees registered as Gl to protect “official”
products from imitators. Prosciutto di Parma agpéidattoo on each back leg of pigs, identifies
each leg at the slaughterhouse by means of arfirelba new seal is applied at the ham
factory, a seal is printed on each mature ham anol pack of sliced ham is branded. Scotch
Beef producers are the only ones in the United #amg that use the figure “1” at the
beginning of the country code in their product labg. Ternera Asturiana identifies each calf
by means of an eartag that must accompany the baitikit is slaughtered. At the
slaughterhouse, if evaluation shows the carcassrtply with the rules, it is then identified by
marking and certifying each piece with a numbesdxl. A Certificate of Guarantee is also

issued for each half carcass.

“Internal” free-riding is managed by granting thegéverning body the right to regulate
access to the Gl through control over membersHifs iB exerted by imposirgx antecriteria
for applicants and carrying oek posimonitoring of members’ behaviour. Applicants h&ve
fulfil the criteria as well as any additional sdexations for the production process (see Table 3
for additional information). Commitment is formad through a membership contract between
individual members and the governing body. Fornadilan is relevant here because it allows
for verification of the commitment by a third paffeaton, 2004; Hatanale al, 2005),

because it reduces parties’ discretion (Aiken aadd; 1966; Macneil, 1980) and, finally,
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because it grants the governing body the righ¢timinate the contract. Once explicitly
authorized, regular checks are made by the govgbwody (or by a hired company) to ensure
compliance with the requirements and facilitateaedility in case of problems (see Table 3,
right hand column for quality controls at each st&my members who do not meet established
requirements lose their membership.

The fear of exclusion, however, will act as a doéglsanction only if excluded members
suffer real economic losses. So, if participantthevertical chain make private Gl-specific
investments whose value would be lost or reducedse of exclusion, these act as a bonding
device. Losing access to the Gl may also have negatonomic consequences for excluded
members if their private brands are poorly recogmizy consumers. It is clear from section 2
and from previous literature (Chewaral, 2012; Fernandez-Barcala and Gonzalez-Diaz, 2006;
Moschiniet al, 2008; Van Ittersunat al, 2007) that co-branding and particularly GI brand
name adds a price premium which will be lost, astgartially, if members are excluded. Also,
entry requirements specifications, as well as oteetical restraints, favour the creationesf
postrents, which would also be lost in case of excn&f

Case analysis of private brands shows that theridéeg problem is less relevant for
them. This is because all property rights are atied to a single owner who is the residual
claimant. The owner decides who may belong toatsical chain and he may freely refuse
membership, even for a company that fulfils bragpelcgications. CAG and Carrefour control
both any external agents who might imitate the thamd “internal” participants who might
breach their contractual commitments. Thus, CAG@adefour reserve the right to contract
with the most suitable economic agents regardiei®seo linkage with territory or with
traditional production methods. In FQC, which isdéntegrated that CAG, an audit of local
producer groups and of dealers and slaughteringsfis performed by the certifying
organization hired to accredit them. Once firmsramgstered, they become subject to periodic
audits. As for CAG, external agents cause a minimphct on its reputation because it is
highly vertically-integrated.

5.2 How Gls promote quality enhancement
The second organizational challenge is how to pveserritorial linkage and traditional
production methods while simultaneously inducing tlntinuous quality improvement and

innovation that are required for economic sustalitabGl organizations achieve this dual aim

10 There is obviously a tension between the impleatent of these practices and competition policyegsmplified by
various legal cases in the agrifood sectors (seeifsiet al, 2002).
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by using both coordination and motivation mechasism

Coordination mechanisms refer to the governing laoivity. As described above, it
sets the specifications and quality controls fer ffirst-level” governance mechanism.
Coordination is then raised by establishing iniwgtand subsequently verifying compliance
with the general “rules of the game” and the mimmattributes (specifications) for all
products sold under the GI brand name (see Tafdedetails). These requirements facilitate
product homogeneity (conformance quality) by fixthg minimum features that are
considered key for generating differential orgaptteattributes in the end product. This
clearly reduces product heterogeneity, particularhongst different producers, so enhances
conformance quality among all GI producers.

Coordination in private brands also relies on tadispecifications and controls. Table 4
shows the specifications and quality controls aupin BonArea and FQC. Although private
company controls are similar to the activitiesha# GI governing bodies, two important
differences arise. First, the Gl governing bodlgased on a collective decision-making system
which increases its independence from individuatipcers (even if they have representatives
on the governing body) while in private brands ¢haay be conflicts of interest because the
owner determines its own controls. Second, ther@hdb name on the product adds information
(value) to consumers (Chewtral, 2012; Ferndndez-Barcala and Gonzalez-Diaz, 2006).
Conversely, the private monitoring firms which amed by CAG or Carrefour go unnoticed by
consumers, so the potential benefits of co-brandmedost.

Motivation for continuous quality improvement amesovation is achieved by combining
members’ legal independence with Gl-specific inresits. All participants in the Gl vertical
chain are residual claimants and free to inveshjproving their products (ecological aspects,
packaging ...), bearing the financial consequentd#seir activities. As each product always
carries two different brands, the Gl and the predisdorand name, private efforts to improve
guality can be identified by consumers and attadbedparticular member. They thus have
strong incentives to introduce product innovatidaigithermore, although such improvements
initially only raise the design quality of the pemring producer, they may end up also
benefiting other GI members. If the governing badgsiders that such improvements do not
affect the traditional attributes and clearly imprdhe final product, the initial innovation may

be progressively adopted by the whole set of mesiBer

11 Modifying the initial quality specification is ndlowever always easy. Heterogeneous members wiliftegently impacted
by the innovations and some may resist the impléatieom of these innovations. See Dentenial. (2012) for a detailed
account of the Parma case.
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However, the virtuous effect of residual claimarnat of high-powered incentives to
innovate, may also have negative consequencesiiésiaimancy provides strong incentives
to maximize individual profits, sometimes at th@pemnse of the collective rules. As stressed
before, free-riding on conformance quality is d resue. There are at least two mechanisms in
Gl that mitigates the negative side effects of légdependence. First, individual agents
usually make Gl-specific investments (e.g. lanéghs, co-branding, process innovations...)
which guarantee the appropriate behaviour of timesfibecause of their bonding effects
(Rokkanet al, 2003). This is so especially if the goodwill otlividual brands, thus their
value, is positively correlated with the goodwilltbe GI (and vice-versa). Any investment in
brand improvement at the Gl level will improve tleéurns on investing in individual brands
(Santini and Gomez y Paloma, 2013). Second, anathgto mitigate the negative side effects
of each member’s residual claimancy status isd@ide them with a flow of profits no smaller
than the profits they could have made without @biNe restrictions. Such profits could be lost
if a member is excluded from the Gl for non-compdi@ with the collective rules. Rules
restricting entry and competition within a Gl mawys$ be necessary for creating such profits
(see Kranton, 2003, for a similar conclusion inc¢batext of asymmetric information on

guality for experienced goods).

6. CONCLUSIONS

The aim of this paper is to explain the successlsfin agrifood sectors. We argue that
part of this success stems from the appropriatébamation of two mechanisms of governance
which, by acting together, mitigate the organizagigproblems that using a geographical name
as a brand name can cause. These problems amdiregbehaviour related to the collective
nature of the GI and enhancing quality while preisgythe traditional spirit of the products.
We used a qualitative approach based on the cadyg stethod because of the exploratory
nature of this work and the lack of previous stadibout the organizational role of Gl.

Gl solves free-riding and achieves quality enharergrby relying on the overlapping of
two specialized, complementary mechanisms of g@arera. The "first-level” mechanism
requires the whole GI to be run by a governing b@jysetting product and process
specifications, performing quality controls andidety on membershig.€. the right to use the
Gl), this governing body improves vertical chairotination, thus mitigating internal and
external free-riding and enhancing conformanceityial

The "second-level” mechanism governs private agesgsramong participants in the

vertical chain. It provides parties with private@mtives to comply with collective rules and to
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invest in enhancing quality. The former is achielsgatontrolling the Gl membership based on
the threat of exclusion, which might lead to theslof rents or quasi-rents. The latter is
achieved by allowing individual members to iden{iép-branding) and implement valuable
quality improvements (design quality) above theimumm specifications while retaining the
residual claims of these improvements.

These mechanisms complement each other in trsatheir coexistence which guarantees
that parties adopt efficient solutions in the long. Neither mechanism alone is able to offer
similar incentives. First-level governance mitigatee- riding and enhances coordination but,
without the private incentives of the second-lewekchanism, it would not be able to motivate
parties to invest in the brand and to meet requerégm On the other hand, second-level
governance motivates members to innovate and inepilesign quality, but the high-powered
incentive provided by residual claimancy also gates strong incentives to deviate from the
collective rules, placing the value of the GI gkri

Comparing Gl and private brand names, we obtainapealing theoretical findings.
First, the governance of transactions in the Ghalihe vertical chain is very “market-like” and
dominated by informal agreements. This might beabse the Gl regulations and the governing
body rules offer the necessary coordination (nomatbn and controls) that have to be
reached by more vertically integrated solutionprimate brands. In a sense, Gl regulation
crowds out vertical integration. A related findiisgthat, contrary to what might be expected,
the GI's combination of two mechanisms of govermatices not make quality controls
redundant. This is because first-level controlssitiie second-level controls. Only if private
Gl participants do not trust their own governinglp@ontrols, should they introduce redundant
quality controls and, then, market-like solutiotang the vertical chain would be more costly
(Dentoniet al, 2012).

Second, Gls and private brand names yield a sitelal of resources coordination but
we observe that Gls (co-branding) offer more infation to consumers than private brand
names. Co-branding offers two different, speciailedels or signs to consumers (the
geographical brand name and the private brand nanf@mation which is not usually
available in private brand names. The latter fredgjyenclude other private quality control
signs (such as Globalgap or IFS Food) but theyatso informative to consumers because
they are not as easily recognized as geographaraés are.

In sum, this GI governance analysis is valuableabse it shows that Gls are more than
just collective brands: Gls are a vertical chaimegoance solution for situations in which brand

name property rights remain collective.
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Given that Gls are the main quality scheme in tben@on Agricultural Policy, it is also
possible to extract some insights for policy maké¥s stress that Gls only work when there is
a misallocation of brand name property rights ahémboth governance mechanisms work
together. The first-level mechanism may, howeveme into conflict with competition rules
and antitrust authorities (see Bucciresal, 2002, for several examples). The consequences of
typical Gl practices, according to the competitathority, might be the creation of useless
barriers to entry, price fixing and other formscoflusive behavior. While it is beyond the
scope of this paper to delve deeper into this gquesbur results suggest that some of these
restrictions aim only to avoid expropriation of papants’ quasi-rents or rents by internal and
external free riders and that these restrictioashacessary for solving problems in brand
names where property rights are not allocated.iBitotg these practices may endanger the
governance of these quality schemes and, ultimatedyr sustainability (see Ménard, 1998, for
a similar conclusion).

Finally, we are aware that more research is netmtdly understand how quality brand
names work, particularly Gls. The next step wowdddcorroborate our main conclusions by
econometric analysis. This includes the observedigiance of market-like bilateral
governance in Gl as compared to private brandanttre informative capacity of Gl co-
branding, the complementarity effect between the awerlapping mechanisms of governance
and the effectiveness of Gl organization only whgwoblem of misallocation of brand name
property rights is present. All these findings nb&ybiased because we have selected mostly
“successful” Gls, and the existenceeafpostents is key for explaining how they function. For
example, Gl members might invest more in theirg®vbrands if they perceive that the Gl is

not working as smoothly as it should.
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