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Abstract 

PDOs and PGIs are European labeling regulations aimed at protecting names of origin and 
traditional methods of production of speciality foods. Property rights on DO are allocated, by the 
social Planner, to a specific group of producers (or processors). However, their value is strongly 
affected by stake-holders’ private interests. In particular, the size of the protected area is hardly 
defined just on technical characteristics, being an issue of political debate among different 
stakeholders (producers and consumers). This paper aims at investigating the bargaining process 
leading to the definition of the optimal DO area. In Tuscany, historical evidence of this process, 
such as the Colonnata and the Chianti cases, led to different outcomes in terms of the size of the 
area. Drawing on this historical evidence, we build a Political Economy Model in which producers 
are geographically ordered, starting from the core of the area, and the number of producers is 
endogenously determined, stemming from the surplus’s maximization. Using the contribution 
approach, we present a three stage model, where in the first period a group of core producers 
(Insiders) apply for a DO, then in the second period, surrounding producers (Outsiders), make an 
alternative DO request, asking to be included in the protected area. Finally, in the third period, the 
Social Planner, taking into account the opposing interests of the two coalitions (sometimes even 
consumers are involved in the process), decides on the size of the protected area. The resulting 
politically optimal area, affected by lobbies pressure, is then compared to the social optimum, 
stemming from the social welfare maximization. We find that the political optimum is larger than 
the social optimum only when consumers’ pressure is strong enough. Conversely, when the 
Insiders’ pressure is high the resulting area is under-sized. Outsiders exert pressure for a larger area 
than Insiders, but, this is still lower than the Social Optimum. This result can be explained by their 
interest in entering in the area and at the same time, seeking some sort of rent from protection. 
Furthermore, we find that when the ratio between the size of Insiders and Outsiders coalitions is 
high, the enlargement is not granted by the Social Planner. 
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1 Introduction 

Asymmetric information often affects food markets, especially when quality is an issue. When 

producers are not able to signal the quality of their products (geographical origin, use of traditional 

recipes etc), consumers cannot distinguish high quality from low one, and market failure might 

occur (Akerlof 1970). In order to mitigate the problem and providing consumers with information 

(especially for experience goods), firms’ reputation and sunk cost investments, in quality related 

assets, play an important role (Shapiro 1983). Nevertheless, producers are often too small to signal 

quality credibly. Hence government intervention, through labeling regulation, is required. In order 

to provide information about quality to consumers, promote rural development and protect foods 

from unfair imitation and misuse of names, EU regulation 510/2006 establishes two types of 

certification: PDO (Protected Designation of Origin) and PGI (Protected Geographical Indication). 

These certifications attest food’s origin and product and process attributes related to food quality. In 

Italy the popularity of speciality foods boosted the number of PDOs and PGIs, up to a peak of 213 

certifications in 2010 (Ministry of Agricultural, Food and Forestry Policies 2010). 

However, whether a quality certification shows a positive or negative impact on welfare, is still an 

open question. Zago and Pick (2004) describe this ambiguous effect on certification, even when the 

certification system is fully trusted. Fulton and Giannakas (2004) illustrate the ambiguous effect on 

the genetically modified (GM) food market. Conversely, Anania and Nisticò (2004) point out that 

an imperfect regulation is definitely preferred to a no-regulation scenario by both, high and low 

quality producers, when the latter choose to cheat. Moschini et al (2008) argue that, Geographical 

Indications (GI) provide a credible system to solve the information asymmetry under a competitive 

market setting with free entry. Marette and Crespi (2003) point out that, even a producers cartel 

with free entry, can be a valuable signal of quality1 and can raise Social Welfare. As far as 

minimum quality standards (MQS) are concerned, Bockstael (1984) shows that on search goods 

                                                           
1
 The additional rents, stemming from a producers cartel, can finance certification costs. 
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they lead to welfare losses, while Shapiro (1983), focusing on experience goods, argues that MQSs 

benefit high quality consumers, as they reduce high quality price.  

However, even when labeling regulation is welfare enhancing, the resulting competitive equilibrium 

may lead to a second best solution due to an under-provision of the high quality. In order to restore 

pareto-efficiency, policies subsidizing GI are required, such as lump-sum subsidies for covering 

fixed costs of consortia (Moschini 2008). On the contrary, to encourage geographic product 

differentiation, supply control seems to be a solution only when the certification is free and the 

imitation is costless (as in Lence et al 2007).  

Most of the existing literature assumes a vertical product differentiation framework, (Ananaia and 

Nisticò 2002, Bockstael 1984, Fulton and Giannakas 2004, Giannakas 2001, Lapan and Moschini 

2007, Moschini 2008, Vandemoortele et al 2009, Zago and Pick 2002) and addresses the quality 

issue under perfect competition, as competitive markets largely characterize food production 

(Ananaia and Nisticò 2002, Bockstael 1984, Lapan and Moschini 2007 Moschini 2008, 

Vandemoortele et al 2009, Zago and Pick 2002), with quality treated as exogenously given 

(Ananaia and Nisticò 2002 Zago and Pick 2002 Marette and Crespi 2003 Lence et al 2007). 

A key part of the EU quality regulation deals with the allocation of property rights over the name of 

the speciality food to a specific group of producers, who had previously applied for registration. In 

order to obtain the certification, the application procedure requires compliance with a product 

specification, including food attributes, production method and geographic origin. In processing the 

application, the national social planner must ensure that any natural or legal person, having a 

legitimate interest, can lodge an objection to the application. When the application meets the 

510/2006 EC Regulation requirements and objections, if any, are rejected, the government forwards 

it to the European Commission, who has to go through the same steps as at the national level. 

Hence, in order to achieve the final decision, the social planner might have to take into account 

stakeholders with opposing interests, over the extension of the protected area and the number of 
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producers that can benefit from the protection of the geographical name. This may give rise to a 

bargaining process involving different stakeholders, which does not necessarily maximize Social 

Welfare. Indeed many standards actually observed, are not socially optimal (Bockstael 1984, 

Fischer and Serra 2000). For example Fischer and Serra (2000) argue that MQSs, when externality 

in consumption occurs, are protectionist tools biased against imports. Whilst, Bockstael (1984) 

finds that the introduction of MQSs eliminates low quality market forcing on consumers to buy high 

quality goods. 

Despite the growing literature on food quality standards and markets, there are relatively few papers 

that take into account the Political Economy aspects of regulation. Political Economists state that 

policy makers favour organised groups (such as consortia) over unorganised ones, as economic 

policies, are affected by lobbying efforts (Grossman and Helpman 1994). Among the different 

strands of the Political Economy literature2, one of the more promising approaches for the analysis 

of food quality regulation is the “political-support” approach, whereby the election process is given 

and government intervention depends on the contributions of lobbies (Stigler 1971). This approach, 

formalized by Grossman and Helpman (1994) as “the contribution approach”, is more appropriate 

for the analysis of a specific policy, as pointed out by the authors. Applying this approach to the 

Political Economy of public standards, Swinnen and Vandemoortele (2008, 2009a) identify in 

which case over and under standardization occurs. The resulting political equilibrium leads to 

higher level of standards, the more developed is the country, but unexpectedly, it does not 

necessarily imply over-standardization, as standards may even be “catalyst” to trade.  

The purpose of this paper, is to investigate how the policy process determines the optimal size of a 

denomination of origin (DO), and the number of producers allowed to enter. To answer this 

question, we start with analyzing two historical protected denominations in Tuscany: the “lardo di 

Colonnata” and the Chianti wine cases. They provide examples of two opposite outcomes of the 

                                                           
2
 For a review of the literature see Favarque (2009). 
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bargaining process. In the former, a very small group of producers avoided the enlargement of the 

protected area, to a larger producers’ group of surrounding areas. Conversely, in the Chianti wine 

case, which refers to a legislative framework of the 30s, a larger group of producers, exerted a 

stronger pressure than the smaller one, localized in the core area, and obtained the enlargement. 

Following methodological suggestions by game theorists such as Greif (1993, 1996, 1997), the 

paper intertwines historical records and theoretical models: first the problem is grasped, focusing on 

historical documents, and then, the collected information are used to build a general political model, 

capturing the key aspects of the process, such as the dynamic structure of the political game. 

The proposed model applies the contribution approach in a vertical product differentiation 

framework, emphasizing the endogenous character of producers’ number and quality. The setting 

used to analyze the process is a three stages game, where the core producers (called Insiders) have 

the right to make their DO request first. Then, another group of producers (called Outsiders) 

surrounding the core area, can make their request with the aim of enlarging the area. In the 

following period, the social planner, taking into account the opposite interests of stakeholders, sets 

the size of the area. The resulting political optimal of the area, affected by the lobbies’ pressure, is 

then compared to the social optimum. Our results show that, the political optimum is larger than the 

social optimum only when consumers’ pressure is strong. In all other cases political optimum is 

lower than social optimum. 

The paper is set out as follows: section 2 discusses the two case studies, describing the historical 

processes that lead to the DO delimitation. Section 3 models the bargaining problem over the DO 

extension. In the last section, conclusions and suggestions for further research are drawn. 

2 Historical cases studies  

Despite the DO requests refer to geographic names, often, these names do not clearly identify 

geographic areas, rather, they are perceived as a sort of brand (Giorgi 1957). Thus the decision on 
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the size of the protected area may imply the exclusion of many producers, previously allowed to use 

the name of origin or the inclusion of producers, offering similar products, outside the geographical 

area. Hence a question arises: suppose a food is successfully marketed under the name of a specific 

geographic area, should the social planner restrict protection to producers within the narrow 

geographic boundaries, or should the protection be extended to all producers who contributed to its 

market success? when dealing with a DO delimitation issue, historical evidence shows the existence 

of two concentric areas whose boundaries are not clearly identifiable (see figure 1).  

Figure 1- Concentric areas asking for a DO mark  

 

Source: computed by the Authors 

The inner circle, is the core area which is objectively defined by geographic or technical 

characteristics. The other circle, is the area located around the core zone, whose producers, claiming 

their production as high quality, ask to enter in the protected area. This area is less objectively 

defined and subject to controversy. Opposing interests over the extension of DO areas often trigger 

heated debates among stake-holders. Indeed, core producers claim their exclusive right to produce 

DO products, while, surrounding producers ask for area enlargement. Sometimes, consumers are 

also involved in this process exerting pressure for higher quality or lower prices. In the following 

sections, two notable historical examples of this bargaining process are analyzed in detail. 

2.1 The “Lardo di Colonnata” case study 
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The “lardo di Colonnata” is an high quality salami with unique attributes. It can be produced only 

following ancient and traditional production recipes of the local area (use of specific spices, use of 

local marble tubs during the ageing period etc). In the last century, the “lardo di Colonnata” was 

widely produced in the Apuan Alps area (North-West Tuscany) and linked to the food consumption 

habits of the area. In 1996, it was declared illegal due to an incompatibility of the production 

process3 with EU food safety regulations. Hence, it becomes the symbol of the speciality foods 

disappearance, due to globalization of food processes. As result the mass media, consumers, and 

cultural associations became involved in this issue (Belletti et al 2002, Rocchi and Romano 2006). 

In 1998, it was included by “Slow Food” movement4 in a list of gastronomic excellences boosting 

the awareness of Colonnata producers regarding the market potential of their product. 

In 2000, in order to start the PGI5 request process, Colonnata (small village amidst the apuan alps in 

the north of Tuscany) producers created the association «Tutela Lardo di Colonnata». The product 

specifications limited the production area to the small village of Colonnata due to the intertwining 

of unique production techniques and village microclimate. At the same time, a larger group of 

producers from neighboring municipalities of Massa, Carrara and Montignoso, created a consortium 

called “Consorzio per la Tutela dei Salumi Tipici delle Apuane”. In order to be included in the PGI 

area, the Apuan consortium presented an alternative -less restrictive- product specification, which 

established a wider production area and less rigid product attributes (Belletti et al. 2002). The 

Apuan consortium claimed to use the same traditional production recipe as in Colonnata, 

emphasizing the link between the “Lardo di Colonnata” and the whole apuan alps area since the 

Middle Age (London Economics 2008).  

The social planner decision over the PGI extent was not an easy task due to the link between the 

product and the apuan area for centuries. As illustrated in table 1, on the one hand, a narrow PGI 

                                                           
3
Contact of the raw material with the marble during the ageing period. 

4 The promotion of culinary traditions and cultural diversity, addressing consumers to niche-marketed foods is the purpose of “slow food” (Brunori 
2007, Leitch 2003). 
5  PDO mark was not an option due to the origin of porks far away from the apuan area. 
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area implied a production of 80 tons of lard per year, assuring high rent to Colonnata producers: On 

the other hand a larger area assured 1000 tons of lard per year, increasing surrounding producers 

profits (Braglia 2001).  

Table 1 – Lardo di Colonnata production 

  AREA EXTENT (Ha) LARD PRODUCTION (t) 

COLONNATA 11 80 

APUAN AREA6 18139 1000 

Source: compiled by the authors 

The regional (the Tuscan Region) and national (The Ministry of Agriculture) administrations 

rejected the Apuan consortium application due to their production techniques (Consiglio di Stato 

2004). In June 2001, the Apuan consortium appealed against the public decision to the 

Administrative Regional Tribunal (TAR). The TAR, initially suspended the granting of protection 

to Colonnata, but eventually, the Ministry of Agriculture supported Colonnata’s PGI request 

(London Economics 2008).  

On June 1st, 2002 the Ministry published the Colonnata PGI proposal in the Italian Official Journal 

(Ministry of Agricultural and Forestry Policies 2003). To counter this decision, the Apuan 

consortium presented a formal opposition to the Ministry. In September 2002, the Agriculture 

Ministry rejected this opposition and transmitted the proposal to the European Commission 

(Consiglio di Stato 2004). In June 2003, the European Commission accepted the PGI request from 

Colonnata and published it in the EU Official Journal. Finally, on October 2004, the “Lardo di 

Colonnata” obtained the PGI protection, restricted only to Colonnata (Reg. EC n. 1856/2004). 

2.2 The “Chianti” case study 

The delimitation of Chianti area dates back to 1378, when the Republic of Florence, created an area 

called the “Lega del Chianti”7. In 1732 the Duke of Tuscany Cosimo III de’ Medici, delimited the 

                                                           
6 Massa, Carrara and Montignoso municipalities.   
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Chianti area, and imposed controls measures to manage production and to repress frauds (Moretti 

1999, Nanni 2005). Nevertheless, at the beginning of  century frauds and misuses of Chianti 

name were still in place and increasing all over the world. Misuses of the name implied an unfair 

trade among producers, leading to marketing low quality wine as Chianti, decreasing its reputation, 

and causing huge income losses to areas, where the wine production was an important economic 

activity (Garavini 1929, Giorgi 1957). Hence, Chianti producers gathered together and begun to ask 

the government, some sort of protection of the name. Nevertheless, given that different interests 

were in place, the government did not address the issue for a long time. While producers asked for 

names’ protection, wine traders perceived the protection as a ban on selling products appreciated by 

consumers (Garavini 1929).  

In 1924 a group of 33 producers gathered in Radda in Chianti to create the “Chianti Classico” 

consortium (Consorzio per la Difesa del Vino Tipico del Chianti e della sua Marca d’Origine or 

“Chianti Gallo”) and asked for Chianti wine protection. The consortium included in the area a few 

municipalities8 characterized by geological formations of the Eocene period. In the area several 

factors (geological criteria, climate, cultural heritage and type of vineyard), simultaneously affected 

the quality of wine (Garavini 1929).  

In 1927, another group of wine producers from a larger area covering part of the Provinces of 

Florence, Arezzo and Pistoia9 established a new consortium (Consorzio del Vino Chianti or 

“Chianti Putto”), claiming the right to produce Chianti wine (Giorgi 1957). The “Chianti Putto” 

consortium treated Chianti not as a geographic name but rather, as the generic name for a type of 

wine. They claimed their production as high quality fine wines, with specific sensory and 

commercial attributes, known as Chianti for ages. In their opinion, a narrower Chianti area would 

have damaged the Tuscan economy, shrinking exports and hindering the trade business of most 

                                                                                                                                                                                                 
7Composed by the municipality of Castellina, Gaiole and Radda, known as “Chianti Storico”. 
8
 Gaiole, Radda, Castellina and Greve muincipalities and fractions of Castelnuovo Berardenga, Poggibonsi, Tavarnelle Val di Pesa, Barberino Val 

d’Elsa and San Casciano Val di Pesa muincipalities. 
9
 Chianti consortium left out the area of Pisa due to his distance from the Chianti core area.  
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producers, without coping with consumers’ demand. Eventually the success of the Chianti name 

itself (MAF 1932).  

In 1930 the ministerial decree 1164/1930 envisaged a Commission to delimit the Chianti area. 

However, deciding over the delimitation of Chianti area was a tricky issue for a number of reasons. 

First, in the 1930s many producers had been using Chianti name for 50 years and restricting the area 

to “Chianti Classico” would have excluded many producers living in less developed areas where 

wine was the main source of income. As showed in table 2, in that period the “Chianti classico” 

average production was around 170.000 Hl of fine wine in a vineyard area of 25.434 hectares; 

conversely, the Chianti consortium was able to produce 408.000 Hl in 110.374 hectares10. 

Table 2 – Average Chianti wine production in 1930s  

 VINEYARD AREA (Ha) TOTAL PRODUCTION 

(Hl) 

CHIANTI WINE PRODUCTION 

(Hl) 

“CHIANTI CLASSICO” CONSORTIUM 25.434 310.700 170.000 

“CHIANTI” CONSORTIUM 110.374 1.354.580 408.000 

Source: MAF 1932 

To make more clear the different extent of the two consortia figure 2 illustrates the “Chianti 

Classico” (the lighter area) and the Chianti area (the darker one).  

Figure 2- The Chianti area  

 

Source: http://www.chianti.com/it/cartina-del-chianti 
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 Nowadays the Chianti area includes different areas (Carmignano area is excluded, whilst Montespertoli area is include ).  
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Second, the larger Chianti area was a generic region with no clear boundaries. Third, Chianti wine 

attributes were not uniform within a specific area, not even among farms in the same municipality 

(MAF 1932). On the other hand, “Chianti Gallo” consortium, recognizing the high quality of other 

wines (as “Chianti Putto” wine), argued that the wide variety of qualities created by a larger area 

would have confound importers and consumers (Garavini 1929). Furthermore, a narrow area did not 

necessarily shrink the foreign trade, implying a shift in demand to other fines wines of the larger 

area already exported abroad, and perceived by consumers as high quality identifiable by specific 

name (ex Carmignano, Rufina, Montalcino, Montepulciano etc).  

Eventually, in 1932 the Ministerial Decree 6126 identified Chianti as a type of fine wine to serve 

during meals, and addressed to a larger number of consumers, who ask for the wine attributes 

identifiable in a wide area, larger than the Putto consortium area. The denomination was composed 

by 7 sub-zones11. The decree meant to address the growing Chianti demand developing foreign 

trade and supply potential (MAF 1932).  

Summing up, in order to grant a DO protection, the historical evidence, shows that the process is 

split in 3 stages, as showed in table 3. 

Table 3-Stages required in order to grant PDO/PGI certification 

 COLONNATA  CHIANTI 

FIRST STAGE 2000 - Colonnata producers consortium asked for a PGI 

restricted to Colonnata municipality 

1924 - “Chianti Gallo” consortium asked for Chianti 

protection restricted to a narrow area 

SECOND STAGE 2000 – Apuan consortium asked to be included in the PGI area 1927 - “Chianti Putto” consortium asked to be included 

in the Chianti area 

THIRD STAGE 2004 - Public Decision granted PGI to Colonnata 1932- Public Decision granted Chianti name to a wider 

area 

Source: computed by the Authors 

In the first period (2000 for Colonnata and 1924 for Chianti), a group of producers living in the core 

area and called Insiders (Colonnata producers and the “Chianti Classico” consortium) claims for a 

narrower protected area (Colonnata municipality and the “Chianti Classico” area). In the following 

                                                           
11

 Chianti Classico, Montalbano, Rufina, Colli Fiorentini, Colli Senesi , Colli Aretini and Colline Pisane. 
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period (1927 for Colonnata and 2000 for Chianti) a different producers group, living around the 

core area (Apuan consortium and “Chianti Putto” consortium) makes the request for a larger area, to 

be included in the protected area. Eventually, in the third period (2004 and 1932) the social planner 

delimits the protected DO area.  

3 The Model 

We consider a high quality product showing unique attributes (traditional production recipe, origin 

of raw materials etc.) and produced in a specific geographical area characterized by limited and 

localized factors (land, skilled people, climate etc.). Using a vertical product differentiation 

framework, as in Mussa and Rosen (1978), we assume that the product is homogeneous and the 

price discrimination can be obtained by delimiting a DO area, i.e. restricting supply. We consider 

two types of producers: Insiders and Outsiders. Insiders are producers operating in the core area, 

while Outsiders are located in the surrounding area. The main assumptions of the model are: 

a) Each producer yields x units of the good, on one unit of area (for instance one hectare)  

b) Average and marginal production costs called “c” are equal for Outsiders and Insiders. This 

assumption implies that the enlargement doesn’t affect quality.  

c) Producers are geographically ordered. The idea behind this assumption is that the Insiders 

coalition has the right to make the request in the first period and then the Outsiders coalition can 

make pressure in turn to be included in the protected area. Indeed, as shown by the historic 

examples of section 2, this assumption appears reasonable (see table 3).  

d) Producers outside the DO area operate in a perfectly competitive market with zero profits.  

We consider a three stages model as the best way to describe the bargaining process presented in 

the previous section. The model is structured as follows: in the first period a group of producers 

(Insiders) makes a DO request choosing an area such that they maximize their collective profits. In 
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period 2, in order to be included in the area, another group of producers (Outsiders) make a 

different DO request over a larger area. Taking into account the area where Insiders already 

produce, they also define the enlargement of the DO area such that their collective profits are 

maximized. In other words, both coalitions act as if they were single profit maximizing firms that 

ration quantity in order to maximize profits. To some extent, the model is similar to the Von 

Stackelberg oligopoly model (1934), where Insiders are myopic and do not take into account 

possible countermoves of Outsiders (differently from Wirl 1994). Thus the desired size of the two 

groups is attained when the marginal change in the overall profit of the group is equal to zero. We 

are assuming that the larger is the collective profit of the group set by the social planner’s decision, 

the larger is the contribution to the policy maker (as in Grossman and Helpman 1994, Swinnen and 

Vandemoortele 2008, 2009a 2009b). In the third stage the social planner has to decide on the extent 

of the area and thus on the number of producers allowed to enter under the protected area. Policy 

maker faces two options: supporting the claim of the narrower area producers or extending the 

protection to a wider area. A narrower area assures a rent only to the included producers but 

discourages consumption through quantity rationing and higher prices. Conversely, a wider area 

provides consumers with adequate quality supply and lower price but it negatively affects Insiders 

profits. Hereafter, each stage of the game will be described in detail. 

3.1 First Stage - Insiders Request 

DO products are valued by consumers as in the demand model of Mussa and Rosen (1978). 

Consumers buy at most one unit of the good with their preferences described by the following 

Utility function (Tirole 1988):   

                                                                        (1) 

where  is the price of the quality product,  is a quality parameter and θ ϵ[0,1] is the parameter of 

consumers preference where higher  indicates higher willingness to pay for a DO. As a working 
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assumption, θ is considered uniformly distributed over the interval [0,1], which implies that the 

market will not be completely covered. More specifically, consumers with θ ϵ[ , 1] will buy DO 

foods, while consumers with θ ϵ[0, ] will not buy them (Moschini et al. 2008). In order to 

simplify the exposition, we just use one type of quality, however the results hold under a two 

qualities model, involving both: high and low quality (we refer to the appendix A for a proof).  For 

the uniform distribution assumption invoked on θ, the demand function is derived as: 

X                                                                                                                                (2) 

where X is the total quantity demanded and  is the population of consumers, each consuming one 

unit of good. Demand is directly proportional to consumers’ number and to quality, while it is 

inversely related to price. The corresponding inverse demand function is: 

) =                                                                                       (3)   

where is the number of Insiders,  is the individual, fixed, quantity produced. It is worth noticing 

that the parameter is also the reservation price for the DO. The Insiders profits ( ) are equal to: 

=                                                                          (4)   

where  is the marginal (and average) cost. Maximizing the Insiders profits, we obtain the optimal 

coalition size i.e. the coalition that is able to generate the higher amount of profits to employ in the 

lobbying activity for the DO: 

=                                                                                                                           (5) 

Equation (5) shows that the optimal coalition size is directly related to the maximum added value of 

DO food equal to  and to the number of consumers and inversely related to marginal cost 

and individual quantity produced.  
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On the consumers side, we consider M consumers willing to buy a DO product. Following Mussa 

and Rosen (1978), Consumer Surplus(CS) is equal to the integral of the demand function, that is: 

CS =  =                                                 (6) 

where [  ] is the closed interval of integration. Maximizing CS with respect to , gives the 

following First Order Condition (FOC): 

 = 0                                                          (7) 

Equation (7) is always implying that CS is a function increasing in  i.e. the producers 

number. The second derivative of CS is given by: 

>0                                                                                                                   (8) 

which is always positive, being composed by strictly positive terms. This implies that the solution 

to the CS maximization problem is a boundary one, obtained when the constrain  holds as 

an equality. The optimal coalition size that maximizes Insiders’ profits clearly falls short of the 

quantity that maximizes CS as in every imperfect competitive context. 

3.2 Second Stage – Outsiders Request 

In period 2 Outsiders, i.e. producers left out of the first group, ask to be included in the DO area. 

The Outsiders coalition’s size is determined by the maximization of collective profits, but in this 

case Outsiders face a trade-off: on the one hand, they seek to increase the number of DO producers, 

on the other hand, in order to avoid decreasing individual profits, they want to keep out of their 

competitors. Some authors in the literature argue that attracting few new producers in the coalition, 

increases his political power (Acemoglu et al 2001, Castriota and Delmastro 2009, Mankiw1986). 

Conversely, another strand of the literature (Olson 1965, Favarque 2009) argues that small groups 

have more political power due to the absence of free riding problems, which affect only large 
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groups. Nevertheless, speciality foods production is concentrated in a given area (London 

Economics 2008), hence all producers coalitions making a DO request are quite small (to cite just a 

few see “lardo di Colonnata” and “Chianti” cases in section 2) and free riding problems shouldn’t 

be too relevant.  

If enlargement to Outsiders is granted, the price on the market decreases due to the larger quantity 

marketed as DO ( , to : 

                                                                                                 (9) 

where  is the Outsiders number, and  is the fixed (in this second stage of the game) number of 

Insiders. After the enlargement, Outsiders Profits (  Insiders Profits  and CS ( are 

given by the following equations: 

= =                                         (10) 

                                    (11) 

=  =                                                                      (12) 

Assuming equation (3) always positive, Outsiders are better off after enlargement. Comparing 

equation (11) to (4) we obtain the following equation for the change in Insiders profits: 

=  =                                                            (13) 

Equation (13) is always negative as , hence after the enlargement, Insider experience 

losses. Conversely, comparing equation (12) to (6), we notice that enlargement raises CS. 

The optimal Outsiders coalition size is given by the Outsiders profits maximization. The internal 

solution is given by:  
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=                                                                          (14) 

In order to be included in the DO area, Outsiders should create a lobbying consortium smaller than 

the Insiders one. This result can explain the Colonnata output where the Outsiders coalition was too 

large to obtain the enlargement. However, it is worth noticing that this result hold insofar the 

Insiders coalition is supposed to reach its optimal size in the first stage. If in the first stage Insiders 

create a too narrow coalition, then the optimal size of the Outsiders coalition rises. The existing 

legislation prevents the addition of new stages due to the fact that DO areas have to be relatively 

small. 

3.3 Third stage – Social Planner Decision 

In period 3 policy makers delimit a new DO area, determining which producers are allowed to enter 

and which are left out. Social and political optimum are determined taking into account 

stakeholders expected profits, as for other policies that are affected by lobbies pressure (Anderson 

et al 2004, Grossman and Helpman 1994). We distinguish between a social optimum, given by the 

area (number of producers) which maximises Social Welfare, and a political optimum, given by the 

area (number of producers) that maximises the government objective function (Grossman and 

Helpman 1994, Swinnen Vandemoortele 2008, 2009a, 2009b). 

In order to determine the change in Social Welfare following the enlargement, we calculate the 

difference in profits after and before enlargement. Following Swinnen and Vandemoortele (2008, 

2009a, 2009b) Social Welfare change (∆SW) equals the sum of Outsiders gains (∆ ), Insiders 

losses  and Consumers gains  caused by the enlargement. More formally: 

∆SW = ∆                                                                                                                (15) 
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∆  equals equation (10) as given the assumption d) we assumed profits before enlargement equal 

to zero with p=c. equals equation (13) and equals (12)-(6) . Social Welfare change is given 

by:  

    (16) 

The social optimum  is determined by the constrained optimization of (16) subject to the 

following constraints: 1) the Outsiders number has to be greater than or equal to zero (Non 

negativity constraint) and 2) the Outsiders number has to be lower than or equal to . The 

former constraint is intuitive, as the number of Outsiders cannot be negative. The latter stems from 

equation (2). The social optimum satisfies the following FOC: 

[             (17) 

Each term captures respectively the marginal impact on Insiders losses, Outsiders gains and 

Consumers gains. Substituting the explicit value of  in equation (17), the socially optimal 

number of Outsiders allowed to enter in the protected area is given by:  

                                                                              (18) 

Comparing equation (18) to (14) we note that the optimal Outsiders coalition from a social point of 

view is larger than the one stemming from Outsiders profits maximization. Hence, both coalitions 

prefer a narrower area than the socially optimal one (as in Lapan and Moschini 2007). It is worth 

notice that if we substitute  back into equation (3) we obtain the marginal condition 

. Hence, when the social optimum is attained, the standard result that price equals marginal 

cost holds. 

Differently from the social optimum, the political optimum outcome results from lobbies exerting 

pressure on the government. In order to affect the policy outcome, politically organized lobbies 
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offer to social planner a contribution schedule conditional on a given policy. Policy implemented 

stems from the maximization of a weighted sum of lobbies contributions and Social Welfare 

(Grossman and Helpman 1994, Swinnen Vandemoortele 2008, 2009a). Contributions finance 

campaign spending and provide other direct benefits to policy maker, whilst Social Welfare, 

providing an higher standard living to voters, increases the probability of re-election (Grossman and 

Helpman 1994). Differently from Bernhein and Winston (1986) and Grossman and Helpman 

(1994), this model considers the endogenous character of lobbies constitution (as in Findlay and 

Wellisz 1982, Mitra 1999, Felli and Merlo 2003, Charness Yang 2008). We rely on a static model 

where lobby contributions, announcement and implementation of policy by social planner are 

simultaneous (as in Swinnen and Vandemoortele 2008, 2009a,2009b).  

Following Bernheim and Whinston (1986) and Swinnen and Vandemoortele (2009a), the Outsiders 

truthful contribution scheme12 is equal to the function =  in which  are 

Outsiders gains and  is a constant, representing the share of profits the producers do not want to 

invest in lobbying pressure or, as suggested by Swinnen and Vandemoortele (2008, 2009a  2009b) 

the minimum threshold, below which the producers believe lobbying revenues being lower than 

lobbying costs. The Insiders truthful contribution scheme is equal to the 

function  in which  represents Insiders losses to minimize, hence it 

requires a minus. which can be interpreted as a constant, represents the share of avoided losses 

producers want to keep. Similarly the Consumers truthful contribution scheme is equal to the 

function  

=  in which  are Consumers gains and  can be interpreted as a constant 

consumers do not want invest in lobbying activity. Social planner maximizes his objective function 

                                                           
12 Each lobby group sets their lobbying intensity in accordance with their expected gains (or losses) from the area enlargement (Bernheim and 

Whinston 1986). More formally, truthful contributions respect this condition: . 
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as a weighted sum of producers and consumers contributions (weighted by ) plus Social 

Welfare, that is: 

                                                                                                             (19) 

Where  represent relative lobbies strength and represent lobbies contributions. 

Political optimum, is the result of constrained maximization of the government objective function, 

subject to the non negativity constraint and  . The social planner chooses the optimal 

number of Outsiders corresponding to a certain level of producers profits and consumers surplus, 

that in turn produce a certain level of contributions. The functional form and the truthfulness of 

contribution schemes imply that the government will receive higher contribution if the enlargement 

will create higher profits and surplus. Therefore maximizing the contributions received by 

producers and consumers is equivalent to minimize Insiders losses (∆ , maximize Outsiders gains 

(∆  and maximize Consumers gains (∆CS). More formally the government objective function is 

given by the following equation: 

   

                                                                      (20) 

 

The politically optimal size of the Outsiders coalition is determined by the following FOC:  

 

 [  = 0                                                                                                (21) 

The first term in equation (21) captures the negative marginal effect of the enlargement on Insiders 

profits weighted by their lobbying strength . The second term represents the positive 
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marginal effect on Outsiders profits. The last term captures the positive marginal effect on the CS as 

 and    

The optimality condition (21) implicitly defines  as function of several variables, such as 

lobbying strength ( ), Insiders number ( ), production costs (c), consumers number (M), quality 

( ) and individual quantity produced (. Hereafter, following Swinnen and Vandemoortele 2009a 

we derive through comparative statics, the effects of each variable on the politically optimal size of 

the DO (we refer to the appendix B for the formal derivations). Equation (21) shows that changes in 

,  i.e. respectively, Insiders, Outsiders and Consumers’ lobbying strength, capture 

exogenous differences in the political weight of the lobbies. When the political weight of the lobby 

increases its pressure becomes more effective and this affect political optimum. An increase in 

and leads to a larger extension of the DO area ( ) due to the 

gains of Consumers and Outsiders ( ). Conversely an increase in  

leads to reduce the extension ( due to Insiders losses after the 

enlargement   

A change in the Insiders number ( ) ambiguously affects the area extension. Indeed, a 

larger Insiders coalition reduces producers contributions. Conversely, reducing the price, leads to 

higher consumers surplus and higher contributions in favor of enlargement. An increase in costs (), 

decreasing Outsiders contributions, implies a narrower area ( ). An increase in 

consumers’ number (  raises aggregated producers profits and contributions, conversely it 

negatively affects CS and contributions. Finally an increase in the individual quantity produced 

 and quality ( ) has ambiguous effect on . It has negative effects on Insiders 

contributions. Conversely, CS and contributions raise. However, when the optimal value of  is 

attained (see equation 5), an increase in the individual quantity produced negatively affects the 
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optimal value of  . As result, the politically optimal area, is ambiguously affected 

by several variables. Their net effects depend on the relative benefits they create on different 

lobbies groups and their political weights.  

Substituting the explicit values of  and  in equation (21) the optimal Outsiders 

coalition is obtained as: 

                             (22) 

We note that, comparing equation (18) to (22), the political optimum  will only equal the social 

optimum  when political weights are equal (  In all other cases the political 

optimum  will differ from the social optimum .  

Our analysis suggests several reason to explain the public decision over the DO extent. First, the 

lobbying strength plays an important role that deviate from social optimum. Our results show that 

producers exert pressure for a smaller area than the social optimum, whilst consumers exert 

pressure for a larger area than the socially optimal one. This result is due to the purpose of 

producers’ coalitions: keep the number of producers low in order to avoid a reduction of individual 

profits. On the other hand, consumers interests are addressed to the largest feasible enlargement 

since, according to our hypothesis, the enlargement lowers prices maintaining quality at the same 

level. We can argue that in both the historical cases consumers were only marginally taken into 

account in the bargaining process. Rather, the number of producers seems to have been a key 

variable. In order to obtain the enlargement, Outsiders should create a smaller coalition than 

Insiders as we pointed out in section 3.2. In the Colonnata case the enlargement would have placed 

into the market huge volumes of product (1000 tons per year) in comparison with the small 

quantities produced in the Colonnata village (80 tons per year), possibly lowering the price of lard. 

Indeed “Lardo di Colonnata” is considered a superior and differentiated good, addressed to 
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consumers willing to pay for it a high premium and marketed through a highly specialized channel. 

Conversely, Chianti was considered as fine wine to drink every day during meals, a sort of medium 

quality commodity already known, whose trade and export had to be supported. Even the Outsiders 

coalition was larger than the Insiders one, the ratio between the two coalition was not so high as in 

the Colonnata case, supporting the Outsiders request. Indeed, once the political weight of consumer 

is assumed as negligible, some of the effects of the number of Insiders and of the exogenous 

variables on the optimal enlargement, resolve their ambiguity. Notably, the number of Insider 

negatively affects the enlargement as there is less room to increase the quantity supplied without 

affecting the price when Insiders' production is already relevant. Similarly the individual quantity 

has a negative impact. Conversely the size of the potential market, that is the number of consumers, 

has a positive effect. 

Conclusions 

The paper, using a Political Economy approach, has investigated the process leading to a DO area 

delimitation. In order to achieve this goal, we intertwined the analysis of the historical evidence 

about the Colonnata and the Chianti cases, with the development of a Political Economy model. 

The model derives the socially and politically optimal DO area and has explored the factors that 

may affect the outcome of the political process. Under the assumptions of equal average and 

marginal costs across producers, geographical ordering of producers and simultaneous producers 

and consumers lobbying, results show how the lobbies’ political weights affect the public decision. 

Comparing social and political equilibrium, we notice that they are equal only when the lobbies 

political weights are the same. This highlights the rent seeking nature of the political process. 

Political optimum is higher than the social optimum when the consumers’ pressure is high. In all 

other cases, the political optimum is lower than the social optimum, even when the Outsiders’ 

political power is high. This can be explained by the Outsiders’ trade-off: entering in the DO area, 

and keeping out the other Outsiders. The model’s results illustrate that increasing the Insiders’ 
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pressure, the enlargement decreases until the value zero. Conversely, higher consumers and 

Outsiders’ political weights imply larger DO area. However, in both historical cases we noted a 

weak, almost absent pressure of consumers. Rather, we gauge that it is the relation between the size 

of producers coalitions that could help explaining the outcome of the bargaining process. In order to 

attain the enlargement, Outsiders should create a smaller coalition than Insiders. Indeed, in the 

Colonnata case the opposite case is observed as the Outsiders coalition was far larger than the 

Insider one. Conversely in the Chianti case, even if the Outsiders coalition was larger than Insiders 

one, the ratio was not so high, leading the social planner to grant the enlargement once the overall 

Social Welfare was taken into account. Future research would benefit from analysis of further 

historical cases for which more data are available, especially on parameter such as the elasticity of 

demand. Another step towards a less stylized model is to relax some of the assumptions. Different 

costs between Insiders and Outsiders could be modeled as higher costs for Insiders i.e. assuming 

that Insiders are really producing a superior good. It may also be considered a quality change when 

enlargement is granted. Indeed, by relaxing the assumption of homogeneous quality, consumers’ 

pressure for a larger area could be mitigated. 
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Appendix A 

Proof that the two quality model generates the same results as the one quality model 

Consumers preferences are valued by the following Utility function: 

U                                                                              (A1) 

where and  represent respectively high and low quality. We assume  and  . 

Following Moschini et al. (2008) the price is given by the following equation: 

–   )                                                                                                (A2) 

The Insiders profits are equal to: 

= –  ) ]                                                      (A3) 

Maximizing Insiders profits respect to  we obtain the optimal Insiders coalition size as: 

 =                                                                                            (A4) 

On the consumers side high quality consumers surplus is equal to: 

=    d θ=                                              (A5) 

Low quality consumers surplus is given by the following expression:  
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=   d θ                                                                       (A6) 

In the second stage  is assumed as given and equal to (A4). If the enlargement is granted the new 

price is equal to: 

                                                                                     (A7) 

As we assumed perfect competition outside the DO area, Outsiders gains are equal to their profits, 

as follow:    

= =                                     (A8) 

Maximizing Outsiders gains, we obtain the optimal Outsiders coalition size as: 

=                                                                                             (A9) 

As in the one quality model (A9) is half (A4). 

Insiders profits, high and low quality consumers surplus after enlargement are respectively equal to: 

= –  ]                                 (A10) 

                                        (A11) 

                                                                          (A12) 

Comparing (A10) to (A3) we obtain the change in Insiders profits as equal to: 

 =                                                                                                (A13) 

As expected equation (A13) is always negative.  

Comparing (A5) to (A11) we derive the change in high quality consumers surplus as: 

= +   [(                                                             (A14) 

Comparing (A6) to (A12) we derive the change in low quality consumers surplus as: 

=                                                                             (A15) 

Social welfare change is given by the sum of insiders losses, outsiders and consumers gains: 
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  + +  

 [(             (A16) 

 The First Order Conditions are given by the following equation: 

+[2 ] 

[(  =0                                                                          (A17) 

The socially optimal Outsiders coalition size is derived as follow: 

 =  )                  (A18)   

As the one quality model the socially optimal Outsiders coalition is twice the one derived from their 

profits maximization.              

The government objective function is given by a weighted sum of contributions plus the social 

welfare, as follow:  

         (A.19) 

The first order conditions are expressed by the following equation: 

 

=0                                                                                                        (A.20)            

The politically optimal area is derived, as follow: 

      (A.21)   

As in the one quality model the political optimum will only equal the social optimum when the 

weights are equal. 

APPENDIX B 

Comparative statics analyses only apply only when >0 as we assumed. Equation (21) 

implicitly defines  as function of several variables. Hence 
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                                                                                                                           (A.22) 

The denominator of (A.22) is equal to: 

  [                                                                                         (A23) 

which is always negative as =0. Hence the sign of  is determined by (is the same as) 

the sign of  

Political weight of Insiders  

 ). As , the expression is always negative (and equal to ). 

Hence <0. 

Political weight of Outsiders  

=  which is always positive (and equal to ). Hence 

0. 

Political weight of Consumers  

=  [ which is always positive (and equal to ). Hence 

0. 

Number of Insiders : 

 )+                        (A24) 
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As and the sign of the first and the second terms (regarding 

producers) is negative ( <0), whilst the third term is positive ( 0). 

Number of consumers M: 

 +  [ +  ]+ 

+  ( + 

 (                                                                                                                         (A25) 

As  and  the sign of the first and the second terms (regarding 

producers) is positive( 0). Conversely, making explicit the value of  and 

, the sign of the third term is negative ( ). 

Individual quantity produced x: 

= +  

+ 

 [  ( ]                                                                       (A26) 

As <0 and <0 the first term is always negative 0) whilst the third one 

is always positive 0). The second term is positive when  

Plugging in the optimal value of  (see equation 5) in equation (A26), we obtain: 

 =   +  +                               (A27) 

When the optimal value of  is attained in the first stage and  , the expression 

 Hence 0 

Quality q:  

  + + ] + 
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(  (  

                                                                                                                             (A28) 

As <0 the first term is always negative ( 0). Conversely, making explicit the 

value of  and , the sign of the third term is positive ( ). The 

second term is positive when <1. 

 

 


