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PREFACE 

In 1991 the United Stares lnlall8lional Trade Commission ini1iated its current llllWtry and 
7rade Swnmary series of informational repons on the thouands of products imponed into and 
exported from the Unired States. Each summmy addresses a different commodityfmduslry 
ma llld conaains informalion on P'Oduct uses, U.S. and foreign producers, and customs 
nallnenL Also included is • llllfysis of &he basic factors affecting arends in consumption, 
pmduction, and ll'lde of die commodity, a well a lhose bearing on the competitiveness of 
U.S. indusaies in domestic and fmeign markels.1 

This report on computer software and other recanted media (audio and video recordin ) 
coven die period 1989 through 1993 and represents one of approximately 250 to 300 indivf:­
ual iepons to be produced in Ibis series during die fnt half of the 1990s. Listed below are 
the individual SUllUDll)' reports Jllblished to date on the elecanmic equipment and teclmology 
aector. 

usrrc 
publication ,.,,,,,., 
2445 

2708 
2728 
2820 
2821 

2822 

28SO 

Pllblkation 
date Title 

January 1992........... Television receivers and 
video monitors 

December 1993......... Semiconductors 
February 1994 • • • • • • • • • • Capacitors 
Oclober 1994 • • • • • • • • • • Telecommunications equipment 
Oclober 1994 • • • • • • • . • • Computen, components, and 

peripherals 
Oclober 1994 • • • • • • • • • • Audio and video recording 

and reproducing equipment 
January 1995 • • • • • • . • • • • Computer software and other 

recorded media 

1 The infomwian mcl analysis pn>Yided in this repon are for lhe ~of this report anly. 
Nothing in this repon lhould be comll'Ued ro indicaae bow the Commission would find in 111 invesliga­
lion conducted under l&allltory aulbority covering the ume or 1imil• subject matter. 
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INTRODUCTION 

This report lddreaes die principal recanted media 
induslries: original )llOducen of packaged c:ompuaer 
software, audio caaeaes and compact discs (CDs), and 
video recordings. I Finns in these three sepnen1S of 
the n:corded media indusuies are among lhe most 
competitive U.S. firms active in global mmtets. 
Revenues of U.S.-owned foreign affiliales in theae 
indusaies stood at an estimated $22.0 billion in 1993, 
compared with $24.8 billion in U.S. producers' 
shipmenas.2 Between 1989 and 1993, the U.S. 
n:corded media indusaies achieved high annual growth 
rates. as worldwide demand for recordings and 
software pew sttadily. During abal S-year period. the 
average annual growth me of U.S. producers' 
shipmenas in die recorded media industties was 11 
pen:enL3 

Products specifJCally covered in this zepon. which 
focuses primarily on die years 1989-93, are (I) 
packaged software stored OD magnetic media (e.g .. 
floppy discs) and read-only compact discs 
(CD-ROMs), (2) audio m:ordinp on casseuc tapes, 
compact discs (CDs), and vinyl recards, and (3) video 
leCCll'dinp on cesraa and laserdiscs. Domeslic 
shipmentS of these products in 1993 represented 038 
pen:ent of the U.S. poss domestic producL Impons of 
recorded media poducts tol8led $616 million in 1993, 
while exports stood at $3.3 billion. 4 Growth rates for 
both indusay sbipmenu and ll'8de volume have 
exceeded corresponding IBteS for virtually all 

1 nm report cov .. neik developers of custom 
sof'twse nor other poviden of dala proceaing services. 
For the purpoeel of dlia npol1. picbged IOf'twme 
includes .. off lhe lhelf" 11pplimtiom, oper.ung l)'llrml. 
and IORw .. develapneat taola. 

2 Estimatel bued an indm1ry dala compiled by 
lntermtional DD Colp., lhe lleccmting lnduluy 
Allocialion of America. ml lhe Motion Picture 
Auocia1ion of America. Fiprea reflect niceipta of 
mmufmcturm ml their foleign IUblidiaries in lhe form of 
direct .... licenling f-. ml royally paymenll &om 
U.S. md foreip .,.,._ 

3 Baed an daaa eompiled &om indus11y 10urces md 
&om Stephen E. Siwek md Hsold Furcbtgo11-Roth. 
Copyrigltl lndaltria in 11w U.S. EcOlfDm'Y: 1993 
Penpectiw, (Wllhingtaa. lnblrmlional lnlclleclual 
Property Allimce, Oct. 1993). 

4 Domalic lhipnenls of reeorded media produc:u 
reflect lhe wholeule piee pUd by Je&ailas and 
clia1n"buron ., original producers of J*bged. Jeldy-to-uae 
IUdio nc:onlinp. video nicontinp, md computer 
10f'twse. The value of impmts md Gportl. however, 
represenll only lhe •timued value of lhe media upon 
which the reconlinp me made. The value of the recording 
conlenl ii not considered in calc:ulaling the product'• 
CUllOml value. As a reaull. the value of imported and 
exported recorded media ii understated in compuiaon 
with domestic shipments. 

manufacturing indusaies over lhe past S years.5 
F'JllR I illusntes Ille relalive size of each of 1he three 
recorded media induslries. based on the estimated 
share of U.S. producers' sbipmen11 in 1993. Pacbged 
software accounted for approximately 60 percent of . 
1993 U.S. pmducen' recorded media sbipmenu and SS 
percent of imports. 6 Audio recordings~ an 
esaima&ed 2S percent of recorded media sbipmenas and 
3S pen:ent of impans, while video RCOrdings 
ccounted far IS percent of shipmenas and 10 percent 
of imports in 1993. 

F'ums discussed in Ibis repmt are united in their 
dependence OD copyright protection, both in the United 
Slates and in key foreign markets, to sustain growth in 
revenues and profils. Farms in the recorded media 
industries are enpged primarily in the generation of 
aeative worts. which they seek to protect as new 
copyrighted material. Despite differences in the 
characteristics of lheir products, all lhree indusaies 
equase international competitiveness with a sarong and 
enforceable copyright regime, both in the Uniled Stares 
and abroad. Most of the public policy concerns of 1hese 
firms are therefme focused on the establishment of 
credible intellectual property po&ection through the 
crealion of obligations in intanational qreements, 
such as the Uruguay Round Agreement and the Nonb 
American Free-Trade _ Apeement (NAFl'A). and 
duough the enacunent of strong copyright laws 
worldwide. Fmns in all of the recorded media 
industties lose substanlial revenues annually as a result 
of unauthorized use of copyrighted works. 

Recorded media products-primarily tapeS, CDs. 
and floppy discs are unique in lhat the marbl value 
of the product resides principally in the content of the 
recording, rather than in 1he physical object itself. 
Production processes for recorded media poducts are 
Slraightfarward. as seen in figure 2. In the case of 
music and video, masta ICCOl'dinp of original 
perfonnances are made lhrough lhe use of high-cost 
recording equipment typically housed in a large 
recording studio. Duplication of 1hese recordings is 
then perfarmed at a second facility (frequendy in lhe 
auget market), and shipped to mail outlets for 
distn"bution to consumers. UUle or no .diminution of 
product quality resulas from the duplication process. In 
lhe case of software, bits of digitized ccxnputer 
instructions, or code, are stored in a computer program 
on digital masters, which are subsequendy copied for 
num disaibution. Manufacturing and recording costs 
far these du'ee indusaies are typically quite low in 
relation to other costs, such as those for product 

5 Siwek Ind Furdugon-Roth. Copyrigltl /ndlutria in 
llte U.S. Economy, p. iv. 

6 Estimates bued on dala compiled by the U.S. 
Depanmen& of Commerce. 
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Figure 1 . 
Relative size of recorded media Industries: Estimated share of U.S. producers' shipments, 1993 

Packaged Softwara 
60% 

Source: USITC estimates. 

Music 
25% 

development and mmteling. As a result, recorded 
media production facilities can be established near 
major markers wcrldwide. Cross-border shipments are 
often limiled to the movement of master recordings, 
which are duplicated and disttibuled in major markets. 

The competitive positions of firms in all of the 
recorded media induslries are influenced strongly by 
direct sales from wholly owned foreign facilities and 
by 1he ftow of cross-border licensing 
paymerus-ttansactions that are not wholly reftected 
by export and import dala. Unlike traditional 
manufacturing industries, in which the value and 
volume of foreign 1rade is closely uac:ked by official 
sources, 1rade statistics for recorded media industries 
are believed to undeiestimare dramatically the level of 
foreign economic activity in these induslries. In order 
to compensaie for shortcomings in many official 
statistical sources, dala included in this report are 
supplemenled by reliable industty figures thal reflect 
global market uends in these induslries. 

This report consists of seven major sections: (1) a 
detailed profile of the U.S. recorded media industries 
and the charactaistics of U.S. consumers, (2) a profile 
of the foreign industry, (3) a review of U.S. ttade 

2 

Video 
15% 

measures that influence the relative competitiveness of 
U.S. recorded media rums. (4) a review of relevant 
fmeign 1r8de measures. (S) an analysis of the U.S. 
market for recorded media products, (6) an analysis of 
key foreign mmkets, and (7) a discussion of the U.S. 
ttade balance for the recorded media industries. 

l\vo broad uends are cwrently influencing the 
global competitive position of U.S. recorded media 
producers. Fust, heightened international efforts to 
improve legal protection for intellectual propeny 
promise to limit losses suffered by copyright holders as 
a result of intellcc1Ual property piracy. These efforts 
should generally benefit U.S. software developers and 
producers of audio and video recordings, firms that 
derive a substantial part of their total revenues from 
fmeign markets. Second, expanded use of personal 
computers, CD players, and video cassette recorders 
(VCRs) worldwide continues to fuel strong demand for 
recording .. content" in the fonn of packaged software, 
as well as audio and video recordings. As global 
1eadezs in the reconled media industries, U.S. firms 
stand to boost global sales significantly over the next 5 
to 10 years in response to sustained growth in 
international demand for recorded media products. 



Figure 2 . 
Recorded maclla: Structure of the U.S. Industry 

Music Recording Industry I Video Recording Industry Packaged Computer I Software Industry 

I I 1 -
Compact discs (CDs) Video cassette tapes Programs/data on: 

Cassetta tapes Video laserdiscs Floppy disks 

Phonograph records Magnetic tapes 
CO-ROM (compact 

discs, read-only) 
Game cartridges 

Mass-market retailers 
Specialty music, video, software 

retailers 
Value-added resellers and service 

providers 
Din1c:t maD 

I 

Households and home offlCU 
l.alge and sman businesses 

Govemment 
Schools 

Source: USITC staff. 

U.S. INDUSTRY PROFILE 

. Industry Structure 

Data Classification 

Recorded medUl poduction firms covered in drls 
report are included in three 4-digit SllDdard Induslrial 
Classification (SIC) ca1egmies. Esaablisbments 
primarily involved in the producdoo m recorded music 
are covered under SIC ca1egory 36S2. "'Phonograph 
Records and Pieaecoa'ded Audio Tapm and Disks." 
Video 1ape poduc1ioo facililies are indnded in SIC 
car.egory 7812, ""Molioo Picame llld Video 18pe 
Production." Packaged software cllsvelopers are 
covered enlilely by SIC car.egory 7372. ""Prepackaged 
Software." Despite similarides in prodllclion processes, 
musk:al recordings are lleared IS manafw:lmed goods 
by the U.S. Bm:eau of the Census, wheleas video 18pe 

and software de"YClopment facilities are regarded IS 

service industries for the pmpose of dala collection and 
analysis.' 

Industry Size, Concentration, and 
Integration 

In 1993 there Wtl'e an estimated 11,0CJ)I 
establishments in the United Stares involved primarily 
in the production of recm:led media. The majority of 
lhese firms weie software de'YClopen, which benefit 
from low business saart-up costs and capilal invesunent 
requirements. These factors have helped lOWtl' barrieas 
ID market entry, contributing ID rapid growth in the 
nwnber of U.S. software 6nns since the early 1980s. 
By coottast, the tolal number of music reccrding 

7 Activities of recorded music poclucticm fdilia me 
covered in lbe CO&Su of Mflllllfoctwen, while video tape 
Ind softwme production data are )XUelllDd in the c....., 
a/ SlfTWce lntbutria. Both 1re public:aiiom of the U.S. 
Oepartment of Commerce. For the purpow of this iepan, 
vic:feo tape produclion excludes the pn>duction of m 
origiJull motion pican. 

8 Eslinwes bued on data compiled by the U.S. 
Departmem of Llbor, Burau of Labor Stllistics. 
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establisbmenlS bas declined in n=c:ent years. while. lhe 
nwnber of video production facilities bas risen slowly. 
The smaller number m firms active in lhe music and 
video segments of the recorded media industry reflec:ts 
the large inftSllDents required to CODS1rUCt 
high-volume production facilities with expensive 
recording and production equipmenL 

Small firms employing fewer than 10 people make 
up a large pcxtion of the U.S. software industry, 
whereas large studios, sometimes employing thousands 
of peq>le, dominate U.S. production of recorded music 
and videos. Jn 1987, the lqest SO packaged software 
finns accounted for only SS.3 pm:ent of total indmtty 
shipments.' In the music and video recording 
industries, OD lhe other band, the degree Of 

concentration is quite high. The largest six U.S. film 
studios, which repacbge feature films in the form of 
video casR.Ues, together accounted for more than 80 
percent of the emmawl $5.8 billion in U.S. video 1ape 
shipments in 1993.10 A similar panem of concentration 
is apparent in the music business, where six globally 
diversified firms daminate sales of CDs, audio 
casseues, and vinyl records. These six firms are Sony 
(Japan}, Malsusbila Elec1ric (Japan), Tune Wamer 
(United SlateS), Philips (NelberJands), Bertelsmann 
(Gennany}, and TbomlEMI (Unitt.d Kingdom). 
Concenualian in the music industry has been 
facililawl by a number of meigen and acquisitions in 
recent years. The most visible of these were Sony's 
acquisition of CBS Reoords in 1988 and Malsushita's 
purchase of MCA, Inc. in 1991. 

1be level of venical integration in these three 
industries is limiled. Software firms and recording 
studios invest heavily in programming content and 
production facilities, but generally source unrecorded 
media (e.g., 1ape and magnetic discs) from outside 
supplien. Relail distn"bution is handled almost entirely 
by specialty relail outlets (music and video stores) and 
by value-added iesellers, which are not affiliated with 
original producers of recorded mrAlia. For many 
smaller firms specializing in software, audio, or video 
content, produdian and duplicatian opmtiCllS can be 
conttacted to lalger firms. 

9 U.S. Depmtment of Commerce, CeMllS ~ Savice 
lndlUITiG, 1987. Soflwa. incbll1ry concenlrllion data 
reported in Stephm Siwek ad Hamid Furchtgoa-Roth, 
Jl'llC1rllltiona Trade in c,,,.,.,., Software (Wes1part. Cl': 
Quonan Boob. 1993). pp. 19-20. 

10 Disney WU the largest single player in the video 
lllpe ules malbt in 1993. Odm laden in ala .... 
Columbia, Unive:rul, Wmner Heme Video. Fox, md 
Puamount. Standard and Poor's lndusuy Survey, •J..eisure 
Tune," Mar. 1994. 
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Geographic Distribution 

U.S. software firms are geographically dispersed. 
According to official mtistics of lhe U.S. Department 
of Lalxr, at least one establisbment engaged primarily 
in packaged software development was loc:ared in 
every U.S. state and in the District of. Colmnbia in 
1992.11 1\vo swes, California and Massachuseas, are 
home to the largest nwnber of software Wms. In 1993, 
29 of the top 100 U.S. software finns were 
headqwutt:red in California, and 13 resided in 
Massachusetts (figure 3).12 Large numbers of software 
firms are localed in Vuginia. Dlinois, New York, and 
Washington Slate. Most major music and video 
rec:mding firms are in California and New York, 
rdlecting the traditionally important role played by 
entertainers and entertainment indusaies in both states. 
An estimared SS pertent of all video production 
establishments were located in California or New York 
in 1992, and 51 percent of music recording facilities 
were Jocated in these two states.13 

Employment, Wages, and Productivity 

'lbtal employment in the U.S. recorded media 
industties reached an estimated 175,000 wcxters in 
1993, a 19-percent increase over the 1989 employment 
level of 147,000. Most of lhe recent growth in 
employment has occmred in the packaged software 
industry, where new hiring by start-up fmns and other 
relative newcomers to the market bas taken place in 
response to strong conswner demand for new 
applications software products. Although employment 
growth rates for some large finns have declined as a 
result of maturing software markelS, new hiring has 
continued even among some of the largest U.S. 
software developers. Microsoft, fer example, boosted 
its ovemll employment figure to 14,430 in 1993, over 
three times the 1989 level of 4J)37 employees.14 

Employment growth rates at large firms such as Novell 
and Omcle Systems also have exceeded the industry 
average. 

Whereas rapid expmsion in OUlpUt and product 
development programs bas fueled big inaalses in U.S. 
packaged software industty employment, job 
expansion in the video recording segment has been 

11 U.S. Depanment of Labor, Bureau of Labor 
Stalistics, Empl.oytMnt flNl Wagu: Annual Awrogd, 
table S, Nov. 1993. 

12 "Special R.epan: Top 100," S<ftwan, July 1993, 
p. 81. 

13 Estimales based on cW& compiled by the U.S. 
Deplrtmenl of Ubor, Emp1Dyma1 flNl Wagu: Annual 
Averaa, Nov. 1993. 

l'Mk:loloft Cotp .. 1993 Annual Report. Employment 
figmes for fiscal yan ending June 30. 



Figures . 
Geographic distribution of U.S. software Industry's top 100 firms, by state, 1993 
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slower, and total employment in the music recording 
indusll')' bas remained vinually unchanged in recent 
years. In both the video and music indusuies. unit 
OlllpUt can be inCJeased easily without signifi~ 
increases in the required amomu of labor. At the largs 
production studios for both music and video tapeS, 
increases in unit sales do not nec:essarily ll'IDslate 
qoickly into employment gains because the prodoction 
process is highly capilal intensive. This paaem is also 
evident in the software indoslry, where liule labor is 
required to rec:cxd discs or tape. Howe'Yel', employment 
growdl among new finns bas offset some of the 
labor-saving effects brought aboot by large-scale 
production at larger finns. In all three segments of the 
indusll')', dte most notable increases in employment 
have oc:corred in product dewlopment and madceting, 
rather rhan in manufacluring. 

Average wage levels in all of the recorded media 
industries are quite high. 1be average annual wage 
earned by a worm in the packaged softwale indusll')' 
was $56,493 in 1992, subslantially higher rhan the 

Other 
35% 

avemge for the U.S. economy o'Yel'all.15 Annual wage 
figures for 1992 in the music recarding and motion 
pic1ure/video recarding industries were $41,103 and 
$49,904, respectively.16 Steady increases in wages for 
all three indostries over the past S years have reflected 
an effort to draw and maintain highly stilled and 
pmduc:liw wmters. Skill requirements for software 
programmers, video and audio production specialists, 
recmding anisls, and marketing professionals me high. 
and salaries for these positions have increased steadily 
since 1989. 

Higher wages also reflect the impact of steady 
gains in labor productivity for all of the rec:mded 
media industries (figure 4). In the packaged software 
indostty, sales per employee inctt.ased sharply from 
$159,000 per worker in 1989 to an estimared $240,000 
in 1993, representing an average annual increase of 

15 U.S. Department of Labar, Employnvnt tl1ld Wagu: 
Annual Awragu, Nov. 1993. This compces with ID 
average 1992 umUll earnings figure of $18,800 for 
workers in all nonagric:uhural industries. 

16 Ibid. 
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Labor productivity In the U.S. IOftware Industry: Average sales per employee, 1988-92 
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11 pacmt.17 Recent consolidation of both the music 
and video industties bas also been uanslated ilUo large 
labor produc1ivity pins. lnmases in the scale of audio 
and video )X'Oduccion facilities have generally lowered 
the degree of labor intalsity in these industries. 
Nevertheless. the c:ompelitive position of smctios still 
depends heavily on the coaaent of ncontings. which in 
t1Un is related directly to the consumer appeal of 
recording artisls IDCl actms. Similarly, in the packaged 
software industry, improvemen15 in p-oductivity have 
not reduced the impomnce of labor (especially 
programmers) in the software development process. 
Aldlough new ra:hnologies such as computer-aided 
software engineering (CASE) and "object-oriented" 
progamuning ll:Cbniques may ultimately inlroduce a 
higher level of. automatim into softwam development 
projects. the stills of individual programmers are still 
an essential part of lbe poduction process. 

17 77tc US. lnfonnalitJn Tdnolon lnddry Prof•: 
1992 (Wllhm&IDD. DC: lnfomwicm 'f8chnology . 
Aslocial:ion of America, 1993), p. U-108. 
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Technology and Innovation 

Technological change cantinues to be a decisive 
fm:e in shaping the sllUCun of all of the recarded 
media industries. In the case of packaged software, a 
dmmatic increase in the power and popularity of 
personal computers has Jed directly to an expansion in 
the market for PC-based applicalions of all kinds. 
Significant impmvementS in the processing power of 
key PC canponents, such as microproc:essors and disk 
drives, have enabled software developers to write 
incJeasingly complex progmms chat meet the needs of 
consumers more effeclively. Leading software firms 
continue to devote a large share of their revenues to 
research and development (R&D) spending. In 1992, 
U.S. packaged software vendors devoted an avenge of 
9.7 percent of total revenues to R&D.11 

11 TIM us. lnfonnation Teclrnolon lnddry Projik: 
1992, p. U-111. · 



According 10 figures published by the NatiQnal 
Science Foundation. U.S. firms involved principally in 
computer programming, data poceaing, and other 
computer-ieJarccl lelYices spent 7.3 percent of net sales 
in 1991 OD RclD.19 Al the same lime, gowmment 
funding for RclD activities in the U.S. software 
industry iepesenred an estimated 3.5 pen:ent of net 
sales. RclD expendiDns as a perceruage of IDtal 
revenues are genenlly much lower for audio and video 
production firms than for software developers. On 
average, RclD spending levels are equivalent to lea 
than 3 percent of total firm mvenues.20 

In the audio and video recording industties, 
improvements in the performance and price of CD 
players and VCRs have broadened the appeal of CDs 
and video tapeS. opening up new mmtet opponunities 
for producers of recorded med& two emergmg media 
for audio recmlings. digital compact casseaes and 
so-called "mini-discs" (2.5-incb CDs}, can be expected 
to grow in importance in the global lll8lbt for audio 
recordings Ova' the next s years. In the video induslry. 
meanwhile, the growing popularity of interactive 
pay-per-view video, made possible by improvemems in 
dala compression and communications technology, is 
beginning 10 challenge the market position of video 
tape. Consumers are likely 10 shift parcbases away 
from video tapes 10 intaactive media as the nmnber of 
tides available 1brough dim:t digital uansmission 
increases Ova' the next s years.21 

Marketing and Distribution 
Finns openling in any of the leading rec:orded 

media indusaies typically devole a lalge share of IDtal 
mvenues to sales and maibting expenses. This mflects 
the need 10 highlight product diffaenriation in highly 
compelilive consumer markels. 1be lalge number of 
competitors in the pactaaed software industty, for 
example, necessitates the esaablisbment of an 
aggressive marketing program built around reliable 
distribution channels, including mass market mlail 
outlets, specialty mailas, and so-called "value-added 
iesellers" catering 10 large ccrponle customers. 
Likewise, in Ille audio and video recording industries, 
extemive ad'Vedising and promotional campaigns me 
usually consiclaecl vital in drawing the attention of 
consmners. Audio and video producers must vie for 

19 Sel«:tll4 D4"' on Raearcl& ""1 ~ in 
lnd1181ry: 1991 (Wuhington, DC: Nalional Science 
Foundalion, 1993), piblicllicm no. 93-322. 

20 Ecrim•tN bued CID di&& mpplied by lhe Nalianal 
Science Foundalicm. It is important ID bar in mind that 
COSIS uaociated wilh poducdon and the cnalive effons of 
artists se lhe Jea1 "raarc:h and development" for music 
and video firms. Tbele COl1I In DOl mily ldlected 

in \~.:ns ~ ~·~ Surveys. '"Leis1ft 
Tune," Mar. 1994. 

shelf space in leading entenainment lel8il chains. As a 
n:sult, the marketing efforts of disttibuun and mllilers 
me a critical pan of the producer's overall sales and 
marketing smegy. 

U.S. packaged software firms in 1993 generally · 
devoled 40 10 SO percent of toeal mvenues 10 sales, 
pnaa1. and administrative expenses.22 -For many of 
the largest U.S. software firms, Illes and marketing 
expenses as a pen::entage of total sales have increased 
since 1989, as intense price competition bas forced 
firms 10 exploit new product disaibution channels, 
panicularly computer supemores and mail order 
outlets. Many of the largest firms-including 
Microsoft. Locus. and WordPmect-have boosted 
advertising spending to appeal diJecdy to individual 
computa' users in homes and small businesses. 23 The 
mmtet for home computer software has grown more 
rapidly in recent years than lhe corporare markcl, 
which bas traditionally been the primary source of 
revenue for U.S. software developers. 

Specialty music retail chains, such as MusicJand 
Stm:es, still account for the largest share of CD and 
audio casseae sales. In the video market, however, 
distribution channels have been expanded widely 
beyond specialty video stores. Although video stores 
srill accoum for an eslimated 80 percent of U.S. video 
rentals, they control only about one-third of video tape 
sales.24 Increasingly, maSs merchandising lel8il outlets 
and mail order channels have aaracted consumers. 
Sales of videos in the rapidly growing "special 
interest" caregary-including instructional, health, and 
excm:ise recordings-are often made through dilect 
mail channels. 

Pricing 
The iml*t of changes in recorded media pricing 

has been felt most acutely in the packaged software 
induslry. :ZS Since 1992, as the market for home and 
small office-based pen<mal computers has expandt.d, 
developrn of PC-based applications software have 
ieduced prices dramatically. Price reductions for 
personal computers and wortswions have spilled over 
into the applications softwme market, as consumers 
demand grealer' value. Many of the largest software 
vendors, including Miaosoft, Lolus. and Borland, have 
ieduced prices aggressively since 1992 in an effort to 
capture rapidly growing market segments. 26 In the 
intensely competitive market for W'mdows-based PC 
software, leading developrn have sought to undercut 

22 Estimates based on firm-level di&& reported by the 
Ganner Gioup. Inc., Swnford. er. 

23 Various c::ompmy annual 10-K repons. 1992-93. 
24 U.S.~ of Comme:rce. U.S. lndlUITial 

Olllloot (Wahington: USDOC, 1994), pp. 31-S. 
25 Stmdard and Poor's Industry Survey, ~" 

Oc:L 1993, p. C-111. 
261bld. 
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the prices of competing produc1s in an effon to boost 
market share. Accading to indusa:ry somces, many 
firms believe 1bat fulme revenues linked to product 
upgrades can be bolstered as customers become 
committed to a particular applicadon. 27 Softwale 
vendors have sought to boost unit sales by bundling 
several applications togetbc:r, selling the entire "suite" 
for the price of a single pmducL Pricing policies of Ibis 
kind are designed to safeguard market share, even 
though unit potit mmgins are eroded. 

Pricing saaregies pursued by audio and video 
recording producers have been less aggressive. In the 
recorded music industry, the growing popularity of 
higher priced CDs bas given producers more freedom 
to offer discounts; however, unit prices paid by U.S. 
conswners fer recorded music have not fallen 
dramalically over the past few yam. Jn the case of 
home video, the growing imponance of tape sales in 
relation to rentals bas led to some price cuaing. Many 
popular titles are now available at prices und« S20 JJrl' 
copy, and video Jenlal finns are providing mme shelf 
space fer sales (as opposed to rentals).28 Video 
producers still pursue a "two-tier" pricing strategy, 
offering one price to video st.ores for tapes that will be 
rented to customers. and a second lower price for 
"sell-through" tapeS sold direcdy to viewers. 

Globalization 

Heavy and inc:reuing reliance Oil international 
markets is apparmt in all duee of the recorded media 
industties. In large pan, the high degree of 
gJoba1iution in 1hese induslries is influenced by the 
ease with which recorded media products can be 
manufactured and distribuied in numerous comitties 
around the world. l.a1Je software developers rely 
extensively on foreign subsidiaries and joint-vennue 
parmers to monitor changing local market conditions. 
Software firms increasingly recognize the importance 
of so-called "loojljurion," the procea by which 
U.S.-developed products are modified to meet the 
umque needs and wtes of a foreign country's 
conswners. 29 As consmners abroad have become more 
sensitive to software locat;ution, most software firms 
have bolstaed their direct mmket presence overseas. 
Sales by foreign affiliates of U.S. computer software 
and services finns totaled $9.0 billion in 1991, a 
substantial increase over the coaesponding 1990 figure 
of $7 .7 billion.30 European affiliates of U.S. software 

%1 usrrc stiff inrerviews with softwlre industry 
~es, Sm Fnnc:isco, CA. Mar. 1994. 

28 S&mdard and Poar's lndullJy Survey, "'Leisure 
Tune." .Mar. 1994, n. L-33. 

29 usrrc stiff 1nraviews with sottw.re industry 
representatives, Sm Fnnc:isco, CA. Mar. 1994. 

30 U.S.~cnt of Commen:e. Burui of 
Economic • S of Cwnnt BllSiltas 
(Washington: SDOC. ~), table 12.1. 
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and services firms accounted fer the majority of 1991 
fmeisn sales. capblring $6.9 billion in tolal receipcs.31 

1be intemadonal activities of the music industry 
are well integrated. with six multinational firms 
dominating worldwide sales of reccrded music on · 
major labels. 32 Cross-border invesunent Oows have 
been critical in shaping the music inausuy of the 
1990s. Three of the world's largest consumer 
electronics manufacmras-Sony, Ma1Susbita, and 
Philips-bave become major players in the global 
music industry through direct investment in recmding 
SUJdios outside their respective home comitries. 
Leading music producas rely heavily on foreign 
subsidiaries for direct marketing and distn"bution in the 
largest marke1S around the world. A large component 
of music Sbldio revenues is reali7.ed through 
remiuances from intemational subsidiaries. rather than 
through direct exports. Likewise. the video casseae 
recarding industry bas adopted a global aw•oach to 
sales and invesanent, IS foreign popularity of 
U.S.-poduced films and videos continues to grow. 
Sales of both feature films and videos by U.S.-owned 
affiliates abroad totaled $4.8 billion in 1991, with $3.8 
billion of the total sales derived from Emopean 
opemions.33 

Consumer Characteristics and Factors 
Affecting Demand 

U.S. consumers of packaged software can be 
divided into two broad categories: (1) business 
customers that primarily purchase so-called ""business 
productivity" applications, such IS databases, 
sple&dsheels. word proceaors. graphics. and 
computer-aided desisn products and (2) home 
computer users who in recent years have boosted their 
purchases of home entertainment and education 
software tides. As the number of personal computers in 
.use has expanded over dle past decade, the packaged 
software consumer profile has changed somewhat to 
reflect the growing impanance of home PC 
applications. 

An estimated S million PCs destined for home use 
were shipped in 1993, and approximalely 35 percent of 
U.S. bouseholm now have at least one penonal 
computa.34 The total number of home PC users in the 
United States is approaching 40 million. An example 
of dle growing impact that home consumers are having 
on software sales can be seen in the number of 

St Ibid. 
32 These fiJms me Sony (J1p111), MllSUlbita E1eclric 

(J1p1111), Tune Wll'Df!Z (U.S.), Jlhilips (Nelherlmds), 
Bel1elsmann (Germany). and Thmn/EMI (United 
Kirurdom). 
---.,u U.S. Depatmem of Commerce. SllnleY of Clll7'MI 
Bll.finus, 1992. table 12.2. 

S4 Eslinwes by Link Resources Colp., New Ymk. 
Aug. 1993. 



multimedia titles DOW available OD CD-ROM. The 
number of CD-ROM releases has grown from fewer 
than 300 in 1990 to an estimated 1,200 in 1994.35 

Households accoWlt for virtually all U.S. sales of 
prerecorded music, while video rental finns and 
households are the principal consumers of recorded 
video. As die number of CD players and VCRs bas 
increased n.pidly, ccnesponding demand for CDs and 
video rapes has surged. CD players are now installed in 
an estimaled 42 percent of U.S. households, which 
helps explain the rapid inc1ease in CD sales relative to 
other recorded media. 36 1bis uend is illustraled in 
figure 5. According to the Recording Industry 
Association of America, CDs accounted for 65 percent 
of IOtal U.S. music shipments in 1993, a dramalic 
increase over the 1989 level of 39 perc:enL37 VCRs are 
now installed in an esDmated 71.7 million U.S. 
households, about 77 percent of all households with 
televisions.38 U.S. consumers spend more than twice 
as much on video cassette purchases than Ibey do at the 
movie theater. Recent growth in spending on home 
video, and in die number of VCR-owning households, 
is shown in figure 6. 

Price and pa:fonnance are the critical factors 
influencing demand for packaged software 
applications. Although a small number of U.S. vendors 
dominlre sales of the leading productivity applications, 
intense price compeli1i0n since 1992 bas driven down 
the prices c;>f leading software products. Popular 
applications now frequently sell for less than $100 per 
copy. Price reductions have conln"bured to rapid growth 
in demand for software applications. 

Jn the recorded music and video indusaies, demand 
is shaped primarily by the popularity of the artist 
whose WOik is c:lislributed OD lbe ftJCOlded medium. 
Price clllting has not played a cama1 role in 
detennining consumer demand for recorded music. 
Demand bas generally incraased for recorded music 
over the past S years, even as lbe average unit price of 
recordings has moved higher. As lllled earlier, 
conswner inferences have shifted away from records 
and tapeS to CDs. making it t.aSiel' fcx manufacmren to 
avoid widesplead price reductions for CDs. U.S. 
consumers still perceive a significant quality diffeience 
between CDs and cassettes, and they appear willing to 
pay the associated price premium. By CIDlllrmt. price is 
playing a larger role in boosting consumer demand for 

35 Ef:tim•tes by lnfoTech, Woodstock. VI'. 
36 CD lllaym mutet estimates ided by the 

Elecuonic Industries Aaocialian. \Cma-. DC. IS 
reported in U.S. l>epu1ment of Ccnunerce. U~. lndll.llri41 
Oat"1ok, 1994, pp. 31-3. 

'7 Data compiled by the Recording lndallry 
Association of America. Wahington. DC. 

. 38 Data ieported by 1he Electtonic lndmlries 
Associalion. Washington. DC. 

video recordings. Consumers are responding quickly to 
video price declines, as demonsaated by 1he large 
incieases in unit sales during 1992 and 1993. 

FOREIGN INDUSTRY PROFILE 
The recorded media industries are dominated by 

multinational finns that typically produce and 
distribute recordings through wholly owned 
subsidiaries and distributors in major foreign markets. 
Jn the packaged software industry, U.S.-based finns 
bold a commanding global market share position. In 
1he home video and music industties, on the other 
band, foreign-owned fmns play a much larger role, 
reflecting both the historical importance of non-U.S. 
markets for artistic recordings and the impact of 
f<reign acquisitions of major U.S. studios. Even with 
1he foreign ownership of these studios, however, the 
United States is still the world's leading recorded 
media production location. 

Outside the United States, major product 
development and production activities for all three of 
these industries are concentrated in Western Europe 
and Japan. Although other countties, such as India and 
Brazil, have developed recorded media and 
entertainment industries designed primarily to serve 
the domestic market, non-U.S. activities by 
multinationals have been established above all to serve 
the largest industrial economies, where per capita 
consumption of music, video, and software is high. 

Europe 
On an aggregated basis, Europe's packaged 

software firms bold an estimated 15 percent share of 
the global market. A small number of competitive 
European software vendors, including Germany's SAP 
and Software AG, have expanded operations beyond 

. Europe into the larger North American nuukeL Much 
of the European-based software industry, however, is 
dominated by local subsidiaries of U.S. finns. Total 
shipments and impons of packaged PC-based business 
applications in the European Union and Scandinavian 
countties reached an estimated $2.S billion in 1993.39 
European firms, however, captmed less than $1 billion 
of this total Leading U.S. PC applications 
developers-Microsoft, Lotus, WordPerfect, and 
Borland-have increased their European market share 
through well-developed dislnbution channels and 
widespread advertising. Much of the software supplied 
by U.S. vendors in the European market is actually 
manufactmed and distributed by local subsidiaries and 
joint-venture partners. 

39 Based on wholesale prices in die EU, and in 
Finland. Norway, Sweden. and Switzerland. Estimares 
based on data provided by the Softwme Publishers 
Association-Europe. Mar. 1994. 
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Figures _ 
Recorded music: Changes In tormat, 1989·93 
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European sound ncording studios are much more 
compedlive than d1eir countapartS in tbe software 
industry. Three Imp Emopean-owned firms-Philips 
N.V. of 1be Netherlands, TbomlEMI of lbe United 
Kingdom,· and Bene1smann A.G. m Oamany-bave 
gained a strong global market posilion. Philips owns a 
75-percent equity Slab in PolyGnm, which conuols 
the Aa:M, Island, Mercmy, Morown, and Polydar 
labels. TbomlEMI owns the popular Capilol, Liberty, 
and Vqin music labels. Batelsmann conuols the 
Arista and RCA labels. The entire European music 
market reached appoximafely $12 billion in 1993 
annual sales. 40 U.S. studios, such as Time Warner, also 
receive sizable mvenues from sales of recordings 
produced at liceased European sites. In die case of 
European home video, subsidiaries and pannms of the 
major U.S.-based pmduction studios bold mi esdmated 
70 percent shale of die local ID8lbL European studios 
have had liUle success in exporting Emopeaa-produced 
r111ns and videos to martets outside lhe countty of 
origin. 

Asia 

Although Japan's largest computa' firms-lEC, 
Fujitsu, Hilaehi, and Toshiba-have Ill es1ablished 
sizable custom softWare opmlions, Ibey have fallen 
far behind their U.S. COUDtapll'IS in offering 
competitive pacbpd applications and CJpell sysrems 
software. As in Europe. the Japewe packapd 
software industry is dominated by subsidiaries of U.S. 
firms. Such firms as Microsoft and l.cJlllS have drawn 
consmner demand away from Japanese suppliers as the 
DOS/W"mdows and Apple M1cima1b opeming 
systemS have pined popularity among Japanese 
computer usms. In 1993, subsidiaries of U.S. software 
firms sold an estimated $300 mi11ian in DOS, 
Windows, and Macintosh applicalioas for use on 
personal computers in Japan. Annual ... growth IBleS 
for Wmdows and Macintosh applicaliam appoached 
250 percent in 1993.41 Rapid expansion in sales of 
these PC applicalions, however, is 1K1t benefiting 
Japanese software developen, which llill focus on 
writing programs for such popiielaty computer 
pladanns as the NEC PC operating 1J11e1D. These 
proprietary systems are still running on DMJSt Japanese 
PCs, but their shale of the market is declining rapidly. 

New cenla'S of compeliliveness are emerging in 
the Asian softwale industty outside of Japan. 
Particularly in India, Singapore. and the Philippines, 

40 This figme rcpnHlllS zeWl music ... in major 
Westem Emap.n nmbls. Annual report ti. die 
~ lndm1:ry AllOCi11ion of Amaicl, 1994. 

•1 Baed an figures 1llOVidecl by the Soawme 
Publishers AllOCi1tinn, Wllbing1Dn. DC. 

U.S. finns have recruited local popammers to work in 
1he area of custom software development. 42 Because 
wages paid to stilled pograrnmers are much lower in 
South and Southeast Asia than in 1he induslrialized 
counlries of North America and Europe, packaged 
software developers may soon increase invesUnent in 
1hese less developed countries. Currently, program 
development and distribution facilities in Asia outside 
of Japan account for less than 1 percent of global sales. 
However, high labor productivity mes and a large pool 
of skilled labor should allow Asian software 
induslries-panicularly in India-to grow quickly. 

'IWo of Japan's largest eledronics finns-....Sony 
Inc. and Matsushita Electric lnduslrial, Inc.-ere also 
major playen in 1he global music industty. Since 1988, 
Sony bas been die parent company of two leading 
mud labels, Colmnbia and Epic. Matsushiaa's 1991 
acquisition of MCA, Inc. gave die finn conuol of 
seven1 popular recording anisls. Both companies 
entered the music business as part of a broader saategy 
to combine competitive strengths in consumer 
elecuonics-including CD and digital compact cassette 
playas-wilh new snngths in entertainment. 1bis 
saategy has c:mied over into home video and film, 
where Sony's two major disaibution vebic1es 
(Colmnbia Pictures and TriStar) capturecl a combined 
1993 global maJtet share of applOXimarely 17 
JJC'ICCDL 43 Matsushita Electric's Universal Scudios, 
benefiting f.rom strong sales of hies such as Jurassic 
Park, held an estimared 14 percent of global film and 
video ~venues in 1993.44 Both Sony and Matsusbira 
have used the acquisitions of major Hollywood film 
SIUdios to boost their worldwide presence in the home 
video market. 

U.S. TRADE MEASURES 

Tariff Measures 
Recorded media poducts are classified in chapter 

85 of the Harmonized Tariff ScMdult (HTS).45 U.S. 
lariffs on these poclum are low, as reflected in table 1. 
In 1993, 1he uade-weighted average U.S. tariff rate on 
recmded media impons stood at 0.76 percent. 46 About 
80 pc'ICellt of U.S. impons of recorded media proclucls 
in 1993 entered under the HI'S subheadings for 

•2 Soflw1re ind1ISlly 1epaesentllives, inrmviews by 
usrrc atlft San Frlac:iscO, CA. M1r. 1994. 

"3 Based an Var;.,, 1993 Box Office lllCI Video 
Survey, June 1993. 

""Ibid. 
.S See appendix A for 111 exp1anldon of llliff and 

1l'lde agreeinem terms. 
"' This figure repiesems Ill Id vllorem equivllenl 

bued an the value of duties collected on all nc:orded 
media imporlS in 1993. These )lrOducls 1re clusif'ied 
exclusivefy in heading 8524 of the Hannoni-4 Tariff 
Schatbl/e. 
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... Table 1 
tJ Recorded media: Harmonized Tariff Schedule subheading; description; U.S. col. 1 rate of duty as of Jan. 1, 1995; U.S. exports, 1993; and 

U.S. Imports, 1993 

~I. l 1111 gf dl!IX U.S. U.S. 
HTS As of Jan.1, 1995 exports, Imports, 
subheading Description General Specla11 1993 1993 

- Mm/on dollars -
8524.10.00. Phonograph records ................................ 3.3% Free (A,E,IL,J,MX) 79 7 

1.1% (CA) 
8524.21.10 M~netlc tapes, of a width not exceeding 4 mm.: 

ews sound recordl?d\s related to current events •.••• Free 158 (2) 
8524.21.30 M~:~=:i~ a.~ •• ~-~~ ~~~-~I~-~-~~·: ........ (2) 8.7cents Free (A,E,IL,J,MX) 34 

per square 2.9 cents per square 
meter of meter of recording 
recording surface (CA) 
surf ace 

8524.22.10 Magnetic tapes, of a width exceeding 4 mm., 
but not exceeding 6.5 mm.: Video tape recordings •••• 0.59cents Free (A,E,IL,J,MX) 84 4 

perllnear 0.1 cents per 
meter linear meter (CA) 

8524.22.20 Magnetic tapes, of a width exceeding 4 mm., 
but not exceeding 6.5 mm.: Olher tape recordings •.•• 8.7 cents Free (A,E,IL,J,MX) 117 10 

per square 2.9 cents per ~uare 
meterof meter of record ng 
recording surf ace (CA) 
surf ace 

8524.23.10 M=~~:C::~':~.~~~~~~~.~·~. ~.~:: .•.••••••• 0.53cents Free (A,E,H.,J,MX) 182 24 
per linear 0.1 cents per Hnear 
meter meter(CA) 

8524.23.20 M3netlc tapes, of a width exceeding 6.5 mm.: 
her tape recordings ............................. 8.7 cents Free (A,E,H.,J,MX) 116 14 

per square 2.9 cents per 
meter of square mater of 
recording recording surface 
surf ace (CA) 

8524.90.20 Other recordings: Master records or metal matrices 
therefrom for use In the production of sound records 

Free 
rJ 

for exc; recordings on wire ...................... 2 
8524.90.30 Video d .•••••••••••••••••••••••••••••••••.••••• 4.8% Free (A,E,IL,J,MX) 23 

1.5%(CA) 
See footnotes al end of table. 



-w 

Table 1-Contlnued 
Recorded media: Hannonlzed Tariff Schedule subheading; description; U.S. col. 1 rate of duty as of Jan. 1, 1995; U.S. exports, 1993; and 
U.S. Imports, 1993 

HTS 
subheading 

8524.90.40 

Description 

Col. 1 rate of dutv 
A• of Jan. 1, 1995 
General 

Other recordings n.e.c., Including diskettes and 
compact discs • • • • • • . • . • . • • • • . • . • . • . • • • . . • . • . • • • • 7.8 cents/ 

per square 
meter of 
recording 
surf ace 

Spec111t 

Free (A,E,L,J,MX) 
2.9 cents per sguare 
meter of recording 
surface (CA) 

U.S. U.S. 
exporta, Imports, 
1993 1993 

- Mllllon dollars -

2,509 500 

t Programs under which spec:lal tariff treatment may be pn>Vlded, and the corresponding symbols for such programs as they are Indicated In the •speclar 
subcolumn, are as follows: Generalized System of Preferences (A); Caribbean Basin Economic Recovery /v;f. (E}; United States-Israel Free Trade Area (IL); Andean 
Trade Preference /v;f, (J); and the North Ainerlcan Free-Trade Agreement, goods of Canada (CA) and Mexico (MX). 

2 Less than 500,000. 
Source: USITC, Harmonized Tariff Schedule of the United States (1994). U.S. exports and Imports compiled from offlclal statistics of the U.S. Department of 
Commerce. 



computer software and CDs, with . a 
most-favored-nalioo (MFN) miff rate of 9.7 cents per 
sq~ meter of m:ording surface. 'Ibis ICplCSents an 
effective miff rate of less than 1 percent ad va1orem. 47 

Imports of recorded media products from comitries 
eligible far benefits unckz 1he Genenlized System of 
Prefeiences (GSP), the Caribbean Basin Econcmic 
Recovay Act (CBE.RA), the United Swes-Jsracl Free 
Trade Area, and 1he Andean Trade Prefeience Act 
(ATPA) enta 1he United S181eS be of duty. Undtr 
NAFl'A, recorded media imports from Mexico also 
enter duty-be, whereas tariffs OD imports from 
Canada are less lhan half of the MFN rate. Tariffs on 
imports from Canada are being reduced to zero undtz 
NAFl'A. 

1be Uruguay Round Agreement, negotiared und« 
the auspices of the General Agreement on Tariffs and 
Trade (GAlT), will affect tariffs on recmded meclia 
products. When implemented by the United States. the 
agreement will reduce U.S. tariffs by SO percent OD all 
rec:onled media items except video iape recordings, for 
which duties will be reduced to zero. After these 
changes have been made, the trade-weighted avenge 
U.S. tariff rate on recorded media products will fall to 
032 pen:enL 41 

U.S. Government Trade­
Related Investigations 

1be only recent U.S. trade-related investigations 
involving recorded media products have been 
unckrtakeD in coonection with the so-called Special 
301 provisim of U.S. uade law. Special 301 autbori7.es 
the Office of the U.S. 'Iiade Representative (USTR) 10 
impose trade sanctions against counlries that deny 
adequare and effective procection of intellectual 
propeny rights (IPR) or fair and equitable market 
access to U.S. persons that rely upon intellectual 
property protection.49 One of the principal objectives 
of this provision bas been the elimination of 

~ lmpans of computer loftwae md COlnpKl disb 
ae cJmWed under subbewling 8S2A.90.40, "Odacr 
recorded media." 

.q Tnide-weighled avenge blled on duties collected in 
1993. 

49 Section 182 of the Tnde Act of 1974 (19 U.S.C. 
2242), • ldded by leClicn 1303 of the Omm'bus Tnde 
md Compedtivm Act of 1988, requires that die USTR 
idenlify, on m mnua1 lmis, those C01IDlries that "'deny 
adequare and efl'ec&ive pmteclion of inre1lectual property 
righls or deny fair and equitable mmbt 1CCe1S to United 
Swes ~ that rely upon inrellectml property 
protec1iem." Section 302(b) of die Tnde Act of 1974 
requires the USTR to initiaae a section 301 investigalion 
within a period of 30 days after the identific:alion of a 
priority counay that bas been found to offer inadeqUlle 
IPR protection, acept when die USTR detamines that 
initialion of such m investigation would be detrimental to 
U.S. economic interests (19 U.S.C. 2Al2(b)). 
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unauthorized copying of U.S. computer software, 
music, and video recordings in foreign markets. 

Jn 1993. US1R instituted investigations addressing 
IPR protection in three piority countries under Special 
301-Bmil. India, and 1baiJand50 US1R · 
subsequently canducted negotiations with each of these 
COUDlries. While the principal suliject of the 
negotiatiCllS with all duee piority counlries was 
inadequate paaent pt>teetion, particularly in connection 
witb phannaceutical products sold by U.S. finns, 
inadequate copyright protection for software and other 
recuded media products also figured prominently in 
lhe talks. 51 Brazil, which USTR regards as a "source of 
concern" as a result of nwbt access barriers to U.S. 
software products, bas also fallen short of U.S. 
expectations by failing to extend the term of a 
copyright beyond 25 years.52 After the Brazilian 
government agreed to improve protection for patent 
and copyright holders in its new IPR law, USTR in 
February 1994 revoked Brazil's swus as a priority 
country under Special 301. Despite extensive SIBIUtory 
protection for copyrighted wcrks in India, USTR 
sought 10 improve the level of copyright enforcement, 
particularly by Indian state government authorities. 53 

Negotiations aimed at improving Indian copyright 
enforc:emem for software and other recarded media 
products continued throughout 1994, without 
resolution.54WithrespeC:tto1bailand, U.S. concems 
centered around Thailand's failuie to amend its 
copyright law to camply with international srandards 
on procection of 1itezary works.SS Following pledges by 
the Thai government to make changes in its copyright 
law and ID improve parent protcctim for 
pharmaceuticals USTR revoked Thailand's sw:us as a 
priority country in September 1993.56 

FOREIGN TRADE MEASURES 
Tariff Measures 

Foreign uuiffs on imports of recoided media 
products are generally higher than U.S. tariffs; 
however, duty raaes are still quite low in absolute 

50 USTR Press Release, "'USTR AnnoWJCeS Funher 
Actions under lbe "Special 301' Provisions of the 1974 
Tnde Act," May 28, 1993. For a coumry-by-c:ountry 
analysis of IPR-Jelalecl problems Ind a disc:uuian of the 
Special 301 process 11 it applies to l1'°blem countriea. see 
Office of the U.S. Tnde Rijnle:nladve, Forwign Trade 
Banien, (WasbingUJD: GPO, 1994). 

51 Intemarimal Intellectual Ploperty Allimc:e (DPA), 
Sp«:ial 301 R«OIMIDlllatioM twf &iimaUJ Trade Lossa 
(W~ DC; DPA. 1994), Appendix A. 

52 The atandmrd copyright protection term establilbed 
under intemational law is the life of the author plus SO 
)al!. USTR, Foreign Tra.tU Barriers, p. 24. 

53 Ibid., p. 123. 
54 Ibid.. p. 123. 
55 Ibid., p. 265. 
56 Ibid., p. 265. 



tmns. On awiqe. fCRign 1Briffs cm leCOldecl media 
stood al 4.8 pemml ad vaknm in 1993. but the 
avenp late will fall ID an estimated 3.2 peicent in 
199S. asuning implcmew•ation of Urquay Round 
tariff zaluclioas. Japan bas qreed ID ftlduce tariffs on 
nc:onted media products from 1.7 percent 1D zero on a 
staged basis after the Uruguay Round Apeement goes 
in1D effect. EU member SlaleS. which aa:oanted far 
about 30 percent of U.S. ncorded media exports in 
1993. haw also agreed ID Jeduce llriffs, beginning in 
199S. OD CDs and casseae tapes. from 4.9 and S.l 
percent ad valolem in 1994 1D a llllP of 2.6 1D 3.S 
percent in 199S. EU impm11 of computs software me 
cmrenlly duty-flee. Amllalia. another major market far 
U.S. nc:onted media exporlS. bas agreed 1D reduce 
tariffs OD 1ape media from 20 percent ID 7 pen:em 
immediately after the Uruguay Round reduclioas go 
in1D effect. AuSllalia cmrendy pemUIS imports of CDs 
IO enlel' free of duty. 

Nontaritr Measures 
According IO induslry aomces. lbe IDOlt significant 

type of nontarift' hie barrier affecting U.S. exports of 
rec:mded media products is inadeqaale copyrigbl 
pmteetion. Acc:alding ID Ille lntemaliallll lntdledllll 
Property Alliance (JJPA).~ $8.0 billion ia trade-mlated 
losses weae suffered by U.S. copyrigbt.m.ed indUSlries 
in 1993.58 It is esdmafed dial the Jmpst CltpOrt losses 
were felt by finns in the SCJf'twa. music. and molioD 
piCllR/YideO indUSlries. Most of die commies 
idendfied by U.S. films a offering poar pmteCtion far 
copyright holden me emeaJing nmb:I CXJUlllries wida 
undadeveloped indigenous recorded media induslries. 
Even among auU<r induslrialized coumies. however. 
deficiencies in lPR-Rlated legal Wtmes and 
enfan:cmmt measwcs me repmtedly resalling in 
lnlde-leJarecl losses for U.S. firms. 

Europe 
In Europe. protection fm cqJ)'riglll boldas bas 

improved. but U.S. firms mnain c:oacaned about slow 
implemenlalion of die EU's IPR policies 59 As of early 
1994. only 7 of the 12 EU mmibc:r .-s bad pmed 
legislllion al the national Jcve1 implClllCllting die EU 
Software Dim:li..-e. which went into e&ct on Janumy 
1. 1993.'° Dlegal copying of aoftwae. music. and 
video cassenes iemains widesp1ead in -.;m markers 

~ The DPA is m aDim::e of ma· iDdllllry . . • ..___ . tbep ftw MIOC:l•a«ms repnlCllling UIDa m CGl,.W IO ~ 
motion picareJhame •ideo. lftUlic. llld bait pablishing 
bxlustri-. 

51 Jntrmalional lntelW Property ADiwe. Special 
301 ReOllllllSlllation.r anti. EmmtUtl T,... Looa. (Wah 
ington: DPA. 1994), p. 3. 

" Ibid.. p. 182. '° Oflice of tbe U.S. Tnde ~ Fomgn 
Trade Barrien (Wllbinglon: GPO, 1994), p. SS. 

far U.S. pmdacts especially in IUlly. Spain. Panuga1, 
and Greece. 61 llaly. a Special 301 ~ list" camtty 
since 1989. reponedly bas made significant progress in 
enforcing ilS 1992 copydgbt law.62 In Spain. OD die 
Olher hand. govemment efforts 1D significantly Jeduce . 
piracy iepanedly have not succeeded, primarily due 1D 
lax mfcm:cment of aisling laws. 65 Aa:arding ID U.S. 
software represmnatiws. 92 percent of all PC-based 
software used in Spain in 1993 was copied illegally.64 

According 1D indus&ry sources, failme IO provide 
mrinna) lrelbnent for U.S. copyright holders is another 
subslanlial DC11tariff balrier in Europe. In France. 
Germany. and Spain a tax is collected on saJes ofbJank 
1apeS and recording equipment to compensate 
copyright holders losing sales as a result of music and 
video pilacy. However, payments me made only ID 
European c:opyrigbt holders. denying similar paymenlS 
1D U.S. firms. Represenlalives of die U.S. video and 
music indusaies bave mped Sllaluously that die 
policy sbould be changed IO extend compenmion IO 
U.S. firms. 

Asia 

Continuing problemJ with copyright pmteelion 
also have reduced U.S. sales in Japan. Korea. and 
'IUwan. U.S. firms' losses related to copyright pincy 
in 1bese three countries to1aled ua estimared Sl.S 
billion in 1993.6S Some evidence suggests chat 
copyright prota:liOD in Asia may be mduced a U.S. 
finns seek to inc:rase sales in these mpidly growing 
rnarkea.. In larie 1993. Japan's AgaK:y far Culbnl 
Aft'airs. part of die Minis1ry of Education. announced 
dlat il was invesligating wbecber 10 popose cbanges in 
Japanese copyright laws IO allow mrene eDlineering 
of computm softwme. Acc:ording 1D U.S. induslry 
somces, such action could result in explicit recognilion 
of a right to "decompile" (or reverse engineer) 
software code. According to the USTR Ftnign 1Tade 
B01'1Vr1 report. legal recognition of software 
decompilation could expose U.S. software producen to 
intmse ccmpelilion from firms offering produclS that 
copy elements of U.S. programs.fi6Asoflarie1994, DO 

such cbanges had been made IO Japanese copyright 
laws. 

61 Sp«ial 301 R~ JIPA. p. 82. 
62 Ibid..11 82 63 n.:.1 p. 9 .......... p. 1. 
64 Ealimarm PQ"icled by the Business Soflwlre 

Alliance, as n:feaeaud in Ftnign Trade Barria$, 1994, 
p. 89. 

65 Ealimetes pnMdecl in Special 301 
R~. 1994, Appendix A. 

66 Offk:e of dl8 U.S. Tnde Repraentltive. Foreign 
Trade a,,,,;.n (Washington: GPO, 1994). pp. 160-61. 
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Recent efl'CldS 10 improve copyright enfmcement in 
Korea apparently have reduced the level of software. 
music, and video theft. 67 In January 1993. the Korean 
Oovemment began conducting mids on producas of 
pirated recordings. and intensifying prosecution of 
copyright in&ingement cases. In bolh Crlna and 
Taiwan. the production and export of pimred videos, 
CDs. and software remains widespread. 61 Tolal losses 
to U.S. copyright holders in China during 1993 weie 

estimared at $827 million. and 1993 losses in Taiwan 
weie estimared at SlSO million. 69 

U.S. MARKET 

Consumption 
U.S. consmnption of MCOlded media products bas 

risen steadily in iec:ent years. reflecting continued 
strong demand for packaged computer software, video 
cassettes. and CDs (table 2). Apparent consumption of 
these products grew from $1S3 billion in 1989 to 
$22.2 billion in 1993, repiesenting an average annual 
growth rate of9.8 percenL The mtio of U.S. impons to 
consmnption for these products remained v~ low 
during the 1989-93 period. rising from 1.7 percent in 
1989 to 2.8 percent in 1993. For the largest single 
product segment. packaged software. the 
imports-to-consumption ratio remained near the 
industty average dming this period, reaching 3.0 
pen:ent in 1993.'° Foreign-produced musical 
recordings continue to take a somewhat lalger shale of 
U.S. consumption. reflecting the international 
competitiveness of foreign-owned music studios­
especially in Western Europe. 

Foreign-made recorded media products compete 
with U.S. products pincipally in terms of perfcxmance 
and product quality. lmponed recordings are generally 
sold at prica comparable to compeling U.S. products •. 
However. in the case of computer software, foreign 
products typically have compeaed poorly in tenns of 
performance. Few foreign software programs possess 
1be technical features and user-friendly characteristics 
that have allowed leading U.S. developers to capture 
large shares of key market segments lite word 
processing. spieadsheets, and databases. 

In the case of music and video leCO!dings. the 
quality or performance of a product is detennined 
almost entirely by the popular appeal of the artists 
comnbuting to the recording. MUSical recordings 
produced under large foreign-owned m:ord labels have 

~ Ibid.. p. 191. . 
61 Special 301 Rec:ommmdatioru, IIPA. p. 102. 
69 Ibid., Appendix A. 
70 usrrc staff estimates, based on product-level 

analysis of daJa compiled by the U.S. Depanment of 
Commerce. 

16 

competed successfully in the U.S. mmbt. but foreign 
video recordings have not sold well in the United 
States. 

Production 
As consumption of recorded media products bas 

grown since 1989, so bas the level of U.S. producm' 
shipments (table 2). Shipments increased from $16.1 
billion in 1989 to $24.8 billion in 1993, reflecting a 
compound annual growth rate of 11.4 percenL Annual 
growth rates in shipments during the 1989-93 period 
differed among the leading recorded media product 
segments. Annual growth rates of software shipments 
averaged 14 )X2'Cent between 1989 and 1993, while 
c:omspondmg growth rates for music and video 
recmlings were 12 percent and 6 percent, respectively. 
Sll'ODg growth in the dollar value of recorded music 
shipments reflects in part the growing popularity of 
CDs and the slowness with which music prices have 
declined over the past S years. 

U.S. shipments of recorded media products grew 
by only 9 percent in 1991 as slow economic growth 
suppessed consumer demand. Sttong growth resumed 
in 1992 and 1993, however, as sustained consumer 
interest in new PC software and audio CDs led 
producers to increase production. The unit volume of 
reccxded media shipments in the United Stares bas 
grown more rapidly man the value of shipments, due in 
large part to aeep price reductions for computer 
software and video cassettes. Unit shipments of 
computer software have grown markedly since 1992. 
when sharp price reductions for popular PC 
applications helped boost U.S. conswnption. Supplim 
responded quickly to fill new orders. 

Imports 
Approximately SS percent of U.S. impons of 

recCX'ded media in 1993 were computer software 
programs, while audio CDs made up approximately 26 
percent of the total. Audio and video cassette 1apes 
together made up most of the remaining 19 percent of 
total recorded media product imports in 1993. The 
impon product breakdown does not differ significantly 
from the mix of producer shipments. 

The value of U.S. imports of rec:ordecl media 
products rose steadily between 1989 and 1993, from 
$266 million to $616 million. as seen in table 3, with 
an annual import growth rate averaging 23 perc:enL 
However, imports still constitute a rather small portion 
of total U.S. consumption. Over the S-year period, 
imports of computer software and audio CDs grew 
fastest in relative terms. Packaged software's share of 
total imports grew from approximately 37 percent in 
1989 to SS percent in 1993. During the same period, 
the share of total recorded media imports held by audio 
CDs grew from 22 percent in 1989 to 26 percent in 



Table2 . 
Aecord8d media: U.S. producers' alllpments, exports of domestic merchandl•, Imports tor 
consumption, and appaNnt conamptlon, 1989-93 

Ratio of 
Produaera' Appmwnt lmportato 

Y•r ehlpmenta1 Export8' lmportel coneumptlonl aoneumptlon 

Million do/lats Pen»nt 
1989 ••••••••••••••••• 16.129 1,126 266 15,269 1.7 
1990 .••.•••••.••••••• 18,246 1,872 316 16,690 1.9 
1991 •••••••••••.••••. 19,792 2,201 379 17,970 2.1 
1992 ••••••••••••••••• 22,232 2,756 522 19,998 2.6 
1993 ••••••••••••••••• 24,838 3,281 616 22,173 2.8 

1 Estimated bv the std of the U.S. lnternadonal Trade Commission. · 
2 The value of U.S. exports and Imparts may be significantly understated because customs valuation is based 

primarily on the value of the recording medium only, ri not on the transaction value of the product. · 
3 To the extent that U.S. exporlS and inports are overstated, the net value of apparent U.S. consumption may 

also be overstated. 
Source: Compiled tram alficial atalistics of the U.S. Department of Commerce, except as noted. 

Table3 
Recorded media: U.S. Imports tor consumption, by prlnclpal aourcea, 1989-93 
Source 1• 1llO 1111 1992 1993 

va1m (1,000 dolllnJ 

Canada ••••••••••••••••••••• 57.2e 78,258 98,534 157,950 172,927 
United Kingdom •••••••••••••• 42,987 49,734 54,726 82,586 75,275 
Japan .•••••••••••••••••••••• 24.389 40,780 57,428 61,321 63,896 
Germany •••••••••••••••••••• 31,B 35,265 34,927 48,024 48,158 
Netherlands ••••••••••••••••• 18,123 16,372 20,692 27,591 38,671 
In.land •••••••••••••••••••••• 4,283 2,611 4,661 17,879 34,997 
Singapont ••••••••••••••••••• 20,636 12,058 13,389 19,237 33,493 
France ....••.•••••••••.••••• 9,394 11,733 9,725 12,775 21,220 
Mexico •••••••••••••••••••••• 13.093 14,993 17,704 17,771 19,832 
Taiwan •••••••••••••••••••••• 3.036 7,306 14,421 19,104 19,821 
All ottaer ••••••••••••••••••••• 42.803 46,830 52,479 78,016 88,"404 

Total •••••••••••••••••••• 266,462 315,940 378,886 522,254 616,494 

Source: Compiled flOm alflcial llhdlstics d the U.S. Department of Commerce. 

1993. lnaeaes in impons weft largat for Canad•, 
Germany, and die United KiDadom in lbe case of CDs, 
while increases in IOftwam impons .. most llOl8ble 
for c.anada, heland, and die Uni1ed Kinpom. Canada 
continuecl ID be die leading supplier ol mcorded media 
imports lhrougboat the 1989-93 period. 

Most large U.S. imponm of COllllJilllet software, 
music, and video reconlings me wboleale dislributon 
and specialty reaailers. A Yffl'J small percmtage of U.S. 
rec:orded media imporls enter the commy duty flee in 
ICCOldance with pmfenmtial 1nlde apeenients. Under 
the provisions of die NAFTA, impons of software, 
music, and video recordings from Maim enter flee of 
duty. MeDc:o is the leading supplier of duty-flee 
recorded media impans. U.S. imports af lbtse products 

from Mexico totaled $19.8 million in 1993, 3 paecnt 
of IOtal imporls. 

FOREIGN MARKETS 
Foreign Market Profile 

U.S. poduc:as of packaged software, music, and 
'Video recordings me among the market share leaders in 
vinually every major foreign market. As noted earlier, 
however, the extent of U.S. firm ievenues derived from 
sales in foreign markCls is not rdlecled accurately in 
U.S. export mristics In enter ID measure the ielative 
imponance of fcmp lllllbts for U.S. rec:orded media 
pmdllcers. it is llKnfore necessmy ID examine not only 
cxpon dara, but also the competitive performance of 
U.S. firms' products manufaclured and disaibuled by 
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subsidiaries and panners in key foreign ID8lkets. 
Superior product perfonnancc. reOected in the aeative 
content of each type of recorded media product. 
appears to be the critical factor providing U.S. firms 
with a distinct competitive advamage in foreign 
markets. 

1be global market for packaged software products 
is dominated by u.s. rmns. Acccxding to indus11')' 
sources. U.S. software developen bold an estimaled 75 
percent of the global market for packaged applications 
and system software. 1be bugest markets for U.S. 
software producls are Canada, Japan. Germany, the 
United Kingdom. and France. 1be relative importance 
of these five countries is closely relared to high levels 
of disposable income and to a high marlcet penettalion 
rate for personal computers in homes and offices. In 
many respects. software consumption pattemS in these 
five countries mirror those in the United States. A 
comparison of per capita consumption of packaged 
software applications in the largest global martcets is 
provided in figure 7. 

In all of the major foreign marbts for U.S. 
software, product performance. intelopuability. and 
price are the principal factors influencing competitive 
success. In most categories of applicalions software, 
including word processing and spreadsheets, U.S. 
products offer a superior mix of fealmeS, nm easily on 
major computer systems such as Wmdows-based 
personal computers. and are priced to sell well in diJect 
compelition with locally developed products. Another 
factor lhal improves the comped.live position of U.S. 
products is lhe widespread popularity of English. in 
bodl Europe and leading markets in Asia. Since many 
software was in 1hese coon1ries are English speakers. 
uans1aUon of U.S.-developed products is not always 
required for market soccess. In most of the top-selling 
applications categories. serious local competitors have 
not emerged. Instead. leading U.S. fums-notably 
Miaosoft, Lotus, Borland. and Novell-continue to 
compete among themselves for market share leadership 
in the largest foreign nuukets. 

In the case of music and video recordings, 
competition from local artists and production firms is 
typically more intense than in the packaged software 
industry. Sttong demand for local products is usually 
driven by coltmal and language factors. However. U.S. 
perfonners-botb musicians and actors-remain 
popoJar in majcr markets ootside of the 
Englisb-spealcing wcxld. With extensive distn'botion 
channels eStablisbed in major Emopean and Asian 
markets. moreover, U.S. finns do not face substantially 
higher costs when selling in key foreign markets. Per 
capita consmnption of CDs in major foreign mmkets is 
illustrated in figure 8. 
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U.S. Exports 
U.S. expons of iecorded media products have 

grown steadily in recent years. as the number of 
personal computers and CD players bas expanded 
worldwide. 'l&ble 4 lists major U.S. export markets for 
these products during 1989-93. With ~ to the 
export product mix, the most significant trend bas been 
the rise in the relative importance of packaged software 
as an expmt product. The share of packaged software 
in total U.S. recorded media exports increased from 44 
percent in 1989 to 69 percent in 1993. This rapid rise 
in expons reflects growing demand for popular 
U.S.-developed software applications and CD-ROM 
tides. The share of total exports held by recorded 
music fell from an estimated 37 percent in 1989 to 24 
percent in 1993, while the expmt share of video 
cassettes and laserdiscs fell from an estimated 19 
percent of iecorded media exports in 1989 to 7 percent 
in 1993. 

Overall, U.S. exports of recorded media products 
grew rapidly during the 1989-93 period. from Sl.1 
billion in 1989 to $33 billion in 1993-rcftecting an 
average annual growth rate of 31 percent. Canada 
remains the largest single U.S. export market. 
accounting for 24 percent of total U.S. expons in 1993. 
Canada's share of the export market grew dramatically 
in recent years. from 15 percent of total U.S. exports in 
1989 to 27 percent in 1990. then fell back slighdy to 25 
percent in 1993. Japan. on the other band. declined in 
relative importance as an export market. 1be share of 
U.S. reca:ded media expons shipped to Japan fell from 
19 percent of the total in 1989 to 12 percent in 1993. 
Relatively slow growth in Japanese consumer demand 
fer U.S. software products. especially programs written 
fer PCs. contributed to the decline in Japan •s 
impmtance as an export mmket. No other major 
changes in the share of exports were apparent among 
the leading export nuukets in Western Emope. Taken 
together, Canada. the major industrialized countries of 
Western Europe. Japan. Australia, and New Zealand 
accounted for an estimated 75 percent of U.S. recorded 
media expons in 1993. 

U.S. TRADE BALANCE 
The overall U.S. rrade balance in recorded media 

products improved dramatically during the 1989-93 
period. as shown in table 5. 1be U.S. recorded media 
1rade surplus rose from $860 million in 1989 to $2. 7 
billion in 1993. representing an average annual 
increase of 33 percent. 71 The improvement in the trade 
balance reflected the combined impact of Sll'ODg 

71 Compiled from official statistics of the U.S. 
Department of Commerce. 



Figure 7 . 
·Per capita purchases of computer software appllcatlons, 1993 

Per capita software purchases (in units) 

United States;·········· canada1········ Sweden 
United Kingdom1······· 

Germany'····· 

0 0.05 0.10 

Source: Soflwa/8 Publishers Association. 

Figure 8 
Per capita purchases of music cos, 1993 

Per capita CD purchases (in units) 

United Kingdom 

0 0.5 

Source: Softwal8 Publishers Association. 
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Table4 
Recorded media: U.S. exports of domestic merchandise, by principal markets, 1989-93 

Market 1989 1990 1991 1992 1993 

Value (1,000 dollars) 

Canada •••••••••.•••••••••• 167,235 510,006 590,539 681,436 802,497 
Japan .•••.............•..•. 218,136 258,031 298,606 319,361 - 379,364 
Genna~ ••••••••••••••••.•• 86,341 145,530 171,719 251,759 307,675 
United ingdom •••••••.••••• 136,978 192,016 201,120 253,138 286,769 
Australia ••••••••••••••••••• 57,760 78,075 88,157 105,839 126,089 
France ..•..•............•.. 56,872 83,114 94,637 118,581 122,027 
Netherlands •••••••••••••••• 41,592 62,936 75,922 101,259 110,167 
Mexico ••.••.••••••••.•••.•. 27,565 36,206 52,437 75,350 102,810 
Korea •••••••••••••••••••••• 26,719 34,769 45,935 49,175 82,029 
Singapore ••••••••• ; •••••••• 22,187 36,855 38,306 54,564 81,879 
All other •••••••••••••••••••• 284,838 434,508 543,555 745,711 879,291 

Total ••••••••••••••••••• 1,126.223 1,872,047 2.200,932 2,756,172 3.280,598 

Source: Compiled from official statistics of the U.S. Department of Commerce. 

growth in U.S. expons and of the more modest 
increase in the value of imports. Large increases in 
U.S. expo:ts of software products to Canada, Gennany, 
and Mexico helped boost the U.S. bilaraal 1l'8de 
surplus with each of these countries during 1989-93. 
The ll'8de smplus for packaged softwme showed the 
largest increase during the S-year period. rising from 
$404 million in 1989 to $1.9 billion in 1993. 
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The principal factor underlying improvement in the 
U.S. trade balance was the expanded use of penonal 
computers (and, by extension, personal computer 
software) in major induslrialized and emerging market 
countries. In addition, the increased popularity of audio 
CDs as a recorded music medium helped increase 
global demand for U.S.-produced music. 



Tab~S _ 
Recorded media: U.S. exports of domestic merchandise, Imports tor consumption, and 
merchandise trade balance, by selected countries and country groups, 1989-931 

(Thousand dolars} 

Item 1990 1111 1112 1993 
U.S. exports of domestic merchandise: 

canada.. ...... .. ........... 167,235 510,006 590,539 881,436 - 802,497 
Japan . • • . . . . • • . • . • • . . • • . • • . 218, 136 258,031 298,808 319,361 379,364 
Germ~ ..... .. .. .. • .. . • .. .. 86,341 145,530 171,719 251,759 307,675 
United Kingdom.............. 136,978 192,016 201,120 253,138 286,769 
Australia.................... 57,760 78,075 88,157 105,839 126,089 
France .. .. .. • • .. .. • .. • .. • • • 56,872 83,114 94,637 118,581 122,027 
Neth~s • • • • • • • • • • • • • • • • • 41,592 62,936 75,922 101,259 110,167 
Mexico • • .. .. .. .. .. • • • • • • .. • 27,565 36,208 52,437 75,350 102,810 
Korea .......... ·...... .... .. 28,719 34,789 45,935 49,175 82,029 
Singapore . . .. .. . • .. • . . • . .. .. 22, 187 36,855 38,308 54,564 81,879 
All Other • • • • • • • • • • • • • • • • • • • • 284,838 434,508 543,555 745,711 879.291 

---------------------------------------------Tata I ..................... 1,126,223 1,872,047 2,200,932 2,756,172 3,280,598 

European Union .•..•.•••.•.. 
Eastern Europe ............ .. 

415,294 
401 

619,300 718,146 944,953 1,082,609 
4, 192 14, 198 24, 727 25,888 

U.S. imports for consumption: Canada..................... 57,245 78,258 98,534 157,950 172,927 
Japan • • .... .... .. .......... 24,399 40,780 57,428 61,321 63,696 
Germ~ ....... ............. 31,983 35,265 34,927 48,024 48,158 
United -~m • • • • • • • • • • • • • • 42.987 49,734 54,726 62,586 75,275 
Australia . . .. .. .. .. . .. . • • .. .. 39~945 3,374 3,859 3, 126 4,947 
France .. .. .. .. .. .. • .. • • .. .. ..., 11,733 9,725 12,775 21.220 
Netherlands • • • • • • • • • • • • • • • • • 16,623 16.372 20,692 27,591 38,671 
Mexico .. • • .. .. .. .. • • • .. .. .. 13,093 14,993 17,704 17,771 19,832 
Korea • • • .. .. .. .. .. • • .. .. .. • 5,301 2,824 3,900 5,238 6,589 
Sin9'P0ra ............. ...... 20,636 12,058 13,389 19,237 33,493 
All Other .. .. • .. .. .. .. .. •• • .. 41,475 50,548 63,804 106,635 131,688 

---------------------------------------------T atal •••••••••••• ~... •• • • • 286,4162 315,940 378,886 522,254 618,494 

Eura~ Union .. • • • .. .. .. .. 112,607 128,465 137,612 181,625 241,495 
Eastern Eurape .. .. .. .. .. . . .. 422 862 871 1,020 1, 197 

U.S. merchandise trade balance: Canada..................... 109,989 431,747 492,005 523,487 629,570 
Japan . . •.••••••. •• • . . ••• .•. 193,737 217,251 241,178 258,039 315,668 
Germany • • • • • • • • • • • • • • • • • • • 54,359 110,264 136,792 203,734 259,517 
United Kingdom.............. 94,011 142,283 146,395 190,552 211,494 Australia.................... 54,415 74,701 84,298 102,713 121,142 
France .. .. .. .. .. • • .. .. .. .. . 47,478 71.381 84,912 105,806 100,807 
Neth..aands • • • • • . • • • • • • • • • • • 24,968 46.563 · 55.231 73,668 71,497 
Mexico • • .. .. .. .. .. • • .. • .. .. 14,473 21,214 34,734 57,578 82,978 
Korea ....... ... .. .. .. ...... 21,417 31,945 42,035 43,937 75,440 
Singapore................... 1,552 24,797 24,916 35,327 48,386 
All Other • • • • • • • • • • • • • • • • • • • • 243,362 383,959 479,751 639,076 747,603 

Total .. • • .. • • .. .. .. .. • • .. • 859, 761 1,556, 107 1,822,245 2,233,918 2,664, 104 

European Union .. .. .. .. •• .. . 302,887 492.835 580,533 763,328 821,114 
East8m Eurape • • • • • • • • • • • • • • -21 3,330 13,327 23,707 24,891 
1 Import values are based on customs value; ~ values are based on f.Ls. value, U.S. port of export. U.S. 

trade with East Germany is Included in "Germany9 tiut not •Eastern Eurape. • 
Source: Compiled from official llatistics afthe U.S. Department of Commerce. 
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APPENDIX A 
TARIFF AND TRADE AGREEMENT TERMS 



The Harmoniud TarlJf Schedule of the United 
SlllUs (HI'S) replaced the Tariff Schedules of the 
United States (l'SUS) effective January 1, 1989. 
Chapten 1 through 97 are based upon the 
internationally adopted Harmonized Commodity 
Description and Coding System through the 
6-digit level of product description, with 
additional U.S. product subdivisions at the 8-digit 
level Chapten 98 and 99 contain special U.S. 
classification provisions and temporary rate 
provisions, respectively. 

Rates of duty in the general subcolumn of HTS 
column 1 are most-favored-nation (MFN) rates; 
for the most part, they represent the final 
concession rate from the Tokyo Round of 
Multilateral Trade Negotiations. Column 
I-general duty rates are applicable to imponed 
goods from all nonembargoed countries except 
those enumerated in general note 3(b) to the 
HTS-Afghanistan, Azerbaijan, Cuba, 
Kampuchea, Laos, Nonh Korea, and 
Vietnam-whose goods are dutiable at the rates 
set forth in column 2. Goods from Albania, 
Annenia, Belarus, Bosnia, Bulgaria, the People's 
Republic of Olina, Croatia, the Czech Republic, 
Estoni~. Georgia, Hungary, Kazakhstan, 
Kyrgyzstan, Latvia, Lithuania, Macedonia, 
Moldova, Mongolia, Poland, Romania, Russia, 
Slovakia, ·Slovenia, Tajikistan, Tudanenistan, 
Ukraine, and Uzbekistan are now eligible for 
MFN treaonenl Among goods dutiable at 
column 1-general rates, particular products of 
enumerated countries may be eligible for reduced 
rates of duty or for duty-free entry under one or 
more preferential tariff programs. Such tariff 
treaonent is set forth in the special subcolumn of 
IITS column 1. Where eligibility for special tariff 
treaunent is not claimed or established, goods are 
dutiable at column I-general rates. 

The Generalized System of Preferences (GSP) 
affords nonreciprocal tariff preferences to 
developing countries to aid their economic 
development and to diversify and expand their 
production and exports. The U.S. GSP, enacted in 
title V of the Trade Act of 1974 and renewed in 
the Trade and Tariff Act of 1984, applies to 
merchandise impotted on or after January l, 1976 
and before September 30, 1994. Indicated by the 
symbol .. A" or "'A*" in the special subcolumn of 
column l, the GSP .provides duty-free entry to 
eligible articles the product of and imponed 
directly from designated beneficiary developing 
countries, as set forth in general note 4 to the 
HTS. 
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The Caribbean Basin Economic Recovery Act 
(CBERA) affords nonreciprocal tari1J preferences 
to developing countries in the Caribbean Basin 
area to aid their economic development and to 
diversify and expand their production and . 
exports. The CBERA, enacted in title Il of Public 
Law 98-67, implemented by -Presidential 
Proclamation 5133 of November 30, 1983, and 
amended by the Customs and Trade Act of 1990, 
applies to merchandise entered, or withdrawn 
from warehouse for consumption, on or after 
January l, 1984; this tariff preference program 
has no expiration date. Indicated by the symbol 
.. E .. or "E*" in the special subcolwnn of column 
l, the CBERA provides duty-free entry to eligible 
articles, and reduced-duty treatment to certain 
other articles, which are the product of and 
imponed directly from designated countries, as 
set forth in general note 7 to the HTS. 

Preferential rates of duty in the special subcolumn 
of column 1 followed by the symbol "'ll." are 
applicable to products of Israel under the United 
States-Israel Free Trade Area Implementation 
Act of 1985 (IFTA), as provided in general note 8 
to the HTS. Where no rate of duty is provided for 
products of Israel in the special subcolumn for a 
particular provision, the rate of duty in the general 
subcolumn of column· 1 applies. 

Preferential nonreciprocal duty-free or 
reduced-duty treannent in the special subcolumn 
of column 1 followed by the symbol "'r' or .. J*" 
in parentheses is afforded to eligible articles the 
product of designated beneficiary countries under 
the Andean TraJle Preference Act (ATPA), 
enacted in title n of Public Law 102-182 and 
implemented by Presidential Proclamation 6455 
of July 2, 1992 (effective July 22, 1992), as set 
forth in general note 11 to the IITS. 

Preferential rates of duty in the special subcolumn 
of column 1 followed by the symbol "CA" are 
applicable to eligible goods of Canada, and those 
followed by the symbol "MX'' are applicable to 
eligible goods of Mexico, under the North 
American Free Trade Agreement, as provided 
in general note 12 to the HI'S, effective January 
l, 1994. 

Other special tariff treaunent applies to particular 
products of insular possessions (general note 
3(a)(iv)), goods covered by the Automotive 
Products Trade Act (API'A) (general note 5) and 
the Agreement on Trade in Civil Aircraft 
(ATCA) (general note 6), and articles imported 
from freely associf!ted states (general note 10). 



The General Agreement on Tariffs and Trade 
(GA1T) (61Stat.(pt.5) ASS; 8 usr (pt. 2) 1786) 
is a multilateral agreement setting fonh basic 
principles governing international trade among its 
signatories. The GA1T's main obligations relate 
to most-favored-nation treatment. the 
maintenance of scheduled concession rates of 
duty, and national (nondiscriminatory) treatment 
for imported products; the GAIT also provides 
the legal framework for customs valuation 
standards. "escape clause" (emergency) actions, 
antidumping and countervailing duties, and other 
measures. Results of GAIT-sponsored 
multilateral tariff negotiations are set fonh by 
way of separate schedules of concessions for each 
panicipating contracting party, with the U.S. 
schedule designated as Schedule XX. 

Officially known as ''The Arrangement Regarding 
International Trade in Textiles," the Multlfiber 
Arrangement (MFA) provides a framework for 
the negotiation of bilateral agreements between 
impolting and producing countries, or for 
unilateral action by importing countries in the 
absence of an agreement. These bilateral 
agreements establish quantitative limits on 
impons of textiles and apparel, of cotton and 
other vegetable fibers, wool, man-made fibers and 
silk blends, in order to prevent market disruption 
in the importing countries-restrictions that 
would otherwise be a departure from GAIT 
provisions. The United States has bilateral 
agreements with many supplying countries, 
including the four largest suppliers: China. Hong 
Kong, the Republic of Korea, and Taiwan. 
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