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Preface 
China has the world’s largest Internet population, at more than 600 million. The 

country’s Internet video sites (shi pin wang zhan in Chinese) have rapidly increased the 

number of users, especially young ones, over the past few years. These websites started out as 

video sharing sites like YouTube of the United States—allowing individuals to post the video 

that they shot—and have been growing fast by providing movies, TV dramas, and other video 

content as well, like the U.S. sites Netflix and Hulu.1 As a matter of course, infringement of 

intellectual property rights by illegal uploading of content has always been at issue over these 

years. Recently, however, many of the major streaming site operators claim that they provide 

video content through “legal distribution channel” by paying charges for it, and distribute a 

volume of U.S., Korean, and other TV dramas. 

Meanwhile, these video site operators are constantly struggling to get out of the red, 

being unable to cover the soaring costs for purchasing content with their revenues, most of 

which come from advertising. Restructuring and shakeout have already begun in the bustling 

industry, as seen in the merger of the country’s largest and second-largest operators in 2012. 

This report, based partly on a field study in October 2013, looks at the current situation of and 

challenges facing the fast-spreading Internet video services in China. The report comprises the 

following sections: 

I.  Overview of Internet use in China 

II.  History of the development of Internet video sites in China 

III. Content offered on Internet video sites 

IV.  Major operators of Internet video sites 

V.  Challenges for establishing business models 

 

 

 

1 Netflix was established in 1997 in California as a DVD rental company and began Internet video 
streaming business in 2007. It has more than 40 million subscribers worldwide. Hulu is an online video 
distribution company established in 2007 jointly by major U.S. TV operators. Both Netflix and Hulu allow 
users to view movies, TV programs, etc. on the Internet. 
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I. Overview of Internet use in China 
Industry observers say the use of Internet in China gained momentum in January 1995, 

when the major communication company China Telecom set up 64 Kbps dedicated 

international lines connected to the United States in Beijing and Shanghai. In June 1997, the 

China Internet Network Information Center (CNNIC) was created in the Chinese Academy of 

Sciences to establish a nationwide system to promote the spread of the Internet. The CNNIC 

is a non-profit administration and service organization under the supervision of the Ministry 

of Industry and Information Technology. In addition to conducting a semiannual survey on 

Internet penetration, the CNNIC’s duties include editing of yearbooks and allocation of IP 

addresses. 

A CNNIC report released in January 2014 says China had 618 million Internet users as 

of the end of December 2013, up more than 53 million from a year earlier.2 The Internet 

penetration rate was 45.8 percent. The number of those who used mobile phones to surf the 

Internet was 500 million, or 81.0 percent of all Internet users—surpassing the percentages of 

those who used the Internet on desktop or notebook computers, at 69.7 percent and 44.1 

percent, respectively. With regard to attributes of Internet users, 56.0 percent were men and 

44.0 percent were women, and those aged 10 to 19, 20 to 29, and 30 to 39 accounted for the 

largest proportions (see the chart). As to the extent to which various types of services were 

used, the utilization ratio by Internet users was highest for instant messaging,3 at 86.2 percent, 

followed by online news, search engine, online music, blog/personal space, and online video. 

The utilization ratio for online video was 69.3 percent, which means that more than two thirds 

of all Internet users utilized video streaming sites (see the table). 

2 Internet users are defined as residents of the mainland China, excluding Hong Kong, Macau, and Taiwan, 
who are aged 6 or older and have used the Internet in the past six months. 
3 A service used for sending and receiving short messages, as those exchanged on mobile phones, mainly 
between users. 
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Given that China had only 620,000 Internet users in 1997, when the CNNIC conducted 

its first survey, it can be said that Internet use in China has spread extremely quickly in less 

than 20 years. Today it has become deeply embedded in the daily lives of Chinese people, 

mainly young residents of urban areas. Services based on non-mobile computers have 

recently been stagnant, as seen in a decline in the number of people who used Forum/BBS 

(forums for expressing opinions on current topics, etc.) by more than 28 million in one year. 

Conversely, services based on smart phones and other mobile devices have been doing well, 

with the number of online video users up 83.8 percent from a year earlier, online games up 

Table: Utilization ratio of network applications by Internet users in China 

Instant messaging 86.2% 
Online news 79.6% 
Search engine 79.3% 
Online music 73.4% 
Blog/personal space 70.7% 
Online video 69.3% 
Online games 54.7% 
Online shopping 48.9% 
Microblog 45.5% 
Social networking websites 45.0% 
Online literature 44.4% 
Online payment 42.1% 
E-mail 42.0% 
Online banking 40.5% 

Source: CNNIC 

Chart: Age structure of Chinese Internet users 

Source:CNNIC 
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54.5 percent, search engine up 25.3 percent, and instant messaging up 22.3 percent. Internet 

use in the country has been shifting to mobile devices and at the same time becoming more 

clearly entertainment-oriented.4  

 

II. History of the development of Internet video sites in China 
Internet video sites in the world began as video sharing websites, where members of the 

general public can share with others the video they shot. Google Videos was launched in 

January 2005, followed by Dailymotion and YouTube in February and December of the same 

year. Unlike the conventional way of video sharing using file sharing software such as 

Napster and Winny, the new services required no software other than a browser. As they were 

also easy to use in combination with blog and social network services, the video sharing 

websites rapidly became popular. In China, similar services started almost at the same time as 

in the United States—LeTV.com began operation in November 2004, and at the end of the 

same year the portal site operator Sohu.com established the predecessor of tv.sohu, a 

subsidiary for video streaming business. Compared to Japan, where Nico Nico Douga was 

launched as late as December 2006, it can be said that the development of Internet video sites 

began earlier in China. With more operators established one after another, such as Tudou, 

PPTV, PPS Net TV, Youku, and Ku6 Media, and traditional broadcasters such as China 

Central Television (CCTV) expanding into Internet video services, the competition in the 

industry intensified quickly.  

Until around 2008, illegal uploading of TV programs, movies, and other content was 

rampant in the industry. Internet sites operated by conventional media companies were the 

first to take action in response. In August 2009, websites of the CCTV and Hong Kong’s 

Phoenix Satellite Television Holdings—CCTV.com and ifeng.com, respectively—took the 

lead to form an alliance for the protection of copyright of video provided over the Internet. 

They signed a 2009 copyright protection declaration along with other parties such as video 

streaming site operators affiliated with Shanghai Media Group and Hunan Broadcasting 

4 The statistical data quoted in this section is available on the CNNIC website (http://www.cnnic.net.cn/). 
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System as well as Beijing Radio & Television Network.5 Also, some websites operated by 

new media companies began to claim that they distribute “legal versions” of TV shows, 

movies, and other content. In September 2009, three companies—tv.sohu, Joy.cn, and Voole 

Space—set up an alliance against Internet video pirates together with 110 companies that own 

the copyrights to video content. The alliance made it clear that it would file lawsuits 

concerning 503 works for which copyright infringement had been confirmed, including a 

popular TV animation series Xi yang yang yu hui tai lang (Pleasant goat and big big wolf; 

featuring a story about the Pleasant Goat, the main character, obstructing every attempt by the 

wolf to eat goats).6 The government, accused by other countries of copyright infringement in 

China, also supported the moves through relevant departments including the State 

Administration of Radio, Film, and Television (SARFT).7 

As movies and TV dramas began to replace user-posted video as the main content of 

Internet video sites, their operators competed with each other to purchase “killer content” to 

attract large number of views. This has led to soaring copyright costs for Chinese- or 

foreign-made TV dramas and movies, spawning a buzzword “shao qian,” describing massive 

amounts of money used to purchase video content. In March 2012, tv.sohu, as well as the 

major search engine provider Baidu’s affiliate iQIYI, among other companies, participated in 

the Tokyo International Anime Fair and indicated their intention to purchase animated works 

from Japanese companies. They took proactive steps in purchasing content overseas. 

However, Chinese people tended to think content on the Internet was available for free, 

as people elsewhere did, making it difficult for video streaming sites to charge users. 

Meanwhile, the operators were constantly in the red, since it was extremely difficult to cover 

massive costs of purchasing content and investment in communication infrastructure only 

with their advertising revenues. In those years many video site operators listed their shares on 

U.S. stock exchanges—the largest operator Youku went public on the New York Stock 

Exchange and the second largest Tudou on NASDAQ. They faced strong pressure from major 

5 See http://ip.people.com.cn/BIG5/9894350.html. 
6 See http://media.people.com.cn/BIG5/10068934.html. 
7 In March 2013, the State Administration of Radio, Film, and Television and the General Administration 
of Press and Publication merged to form the State Administration of Press, Publication, Radio, Film and 
Television. 
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shareholders to make profits quickly. In 2012, Youku and Tudou agreed to merge, as an 

indication of an industry-wide shift from the period of many operators crowding the market to 

that of consolidation and shakeout. 

 

III. Content offered on Internet video sites 
The following is an overview of content provided through Internet video sites. The 

content can be roughly classified into three types: 

i. Video shot by users 

ii. Movies, TV dramas, animated works, etc. purchased domestically or from overseas 

iii. Content produced by the video site operator 

Now let us take a look at each type of the content available on these websites, taking an 

example of the largest site Youku. When I accessed the top page at around noon on Saturday, 

January 11, 2014, the uppermost part of the page featured news8 and short video clips that 

were talked about a lot, with TV dramas and other longer content underneath. The first thing 

that caught my eyes was a news on the sale of train tickets for New Year’s Eve (on the lunar 

calendar) that began on the day. Although I could not play that video despite several attempts, 

possibly because of poor connection conditions, the website indicated that the clip received 

more than 270,000 views, with 320 “ding” comments (equivalent of “like”) shown with a 

thumbs up icon and 78 

“cai” comments 

(equivalent to “dislike”). 

The number of views 

increased to about 450,000 

in one hour. Next to the 

video on the sale of train 

tickets were a news clip 

on a large forest fire in 

8 News clips provided on Internet video sites are either purchased from TV broadcasters, posted by users, 
or produced by Internet video site operators. 

 

Youku website 
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Shangri-la, an unexplored area in northwestern Yunnan Province (with about 6,000 views), 

and a footage on rare noodles in in Zhejiang Province (with about 1.9 million views). Under 

those video clips the page had the 28th episode of the TV drama series Yi dai xiao xiong (A 

rough fellow’s life), aired by the satellite channel of Jiangsu Broadcasting Corporation (with 

about 1.07 million views); the 27th episode of the TV drama series Tian long ba bu 

(Demi-gods and semi-devils), produced by Zhejiang Huace Film & TV, etc.; and Nan zuo nu 

you 2014 (Battle of the sexes 2014), an entertainment show of Shenzhen TV (with about 

210,000 views). 

An area down the page was titled “ge ren zhong xin,” dedicated to video posted by 

individuals. A 100-second video clip, in which a monk performing Shaolin kung fu in the 

street confronts 30 officials in charge of keeping order, had received about 410,000 views, 

with more than 2,300 likes and 69 dislikes. The type of officials shown in the video are called 

“cheng guan” and are unpopular among ordinary citizens for allegedly charging unreasonable 

fines and using violence. An old video featuring Mao Zedong (two minutes) had received 

about 970,000 views with more than 6,400 likes and 1,800 dislikes. 

An area further down had TV dramas categorized by region of origin, such as “UK and 

U.S.,” “mainland China,” “Japan and Korea,” and “Hong Kong and Taiwan.” In the area 

“Japan and Korea,” many TV dramas were marked with “gao qing,” meaning high definition, 

or “chao qing,” meaning full high definition or 4K ultra high definition. The dramas in this 

area were almost all Korean. I managed to find the first episode of the Japanese drama series 

Hanzawa Naoki, which had received about 730,000 views. However, the Tokyo Broadcasting 

System Television, which had aired the drama series, said it had never sold the right to the 

drama for use in China. The Hanzawa Naoki episode provided through Youku was apparently 

a pirate version.9 

Below the dramas were areas for such categories as movies and trailers, paid content 

9 In response to my inquiry, an official from Youku thanked me, and said that the inquiry had been 
conveyed to the personnel in charge of copyrights. Four days later, I accessed the website and found that 
the drama episode had disappeared from the top page. When I searched “Hanzawa Naoki” in the website, 
however, a range of videos were displayed, including an item labeled “quan ji” (complete works), a 
15-second trailer, and humorously processed satirical works. See 
http://www.soku.com/detail/show/XMTExMzI3Ng==. 
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for registered members, entertainment and comedy programs, music, sports, life, and fashion. 

The volume of content provided was enormous, and compared to portal sites, it can be said 

that the website was in principle more focused on entertainment than news. 

 

IV. Major operators of Internet video sites 
Now let us look at major operators of Internet video sites. They have different 

characteristics according to how they started out, and can largely classified into the following 

three types: 

(1) Ones that started out as websites where members from the general public can post the 

video that they shot, like YouTube. 

(2) Ones that started out as portal sites like Yahoo! and later entered into the video streaming 

business. 

(3) Ones that started out as search engines like Google and later entered into the video 

streaming business. 

During the field study in October 2013, I visited the offices of three major operators, 

one each from the above three groups. The findings of the visits are described below. 

 

● Youku Tudou 

Youku Tudou was formed by a 

merger of Youku and Tudou, both 

categorized in Type (1) above, which 

started out as video sharing sites. In other 

words, they were long-established as 

Internet video sites. I interviewed Xu 

Zhimin, marketing director at the Youku 

Tudou headquarters in Beijing. Since the 

two companies merged recently and Xu used to belong to Youku, he talked mainly about 

Youku. 

Xu explained that Youku.com was launched in December 2006 but it was not until 2008 
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that the company obtained a business license and began 

taking advertisement orders. During that time, he said, 

the company used to finance its operations through loans 

from entities including an affiliate of the U.S. 

investment firm Bain Capital, which provides consulting 

for company management. Xu said Youku grew sharply 

in 2008, when another video site 56.com was suddenly 

ordered to suspend operations for one month. Since 

Youku and 56.com were providing similar video sharing 

services, many users switched to Youku in the one 

month period. As a result Youku’s revenue surpassed 100 million yuan (about 16 million U.S. 

dollars) in 2009, reaching 200 million yuan in 2010, 700 million yuan in 2011, and 2 billion 

yuan in 2012. Xu said although the revenue increased rapidly, 90 percent of it came from 

advertising. In December 2010, while growing fast, Youku listed its shares on the New York 

Stock Exchange. This has made it a company with strong U.S. influence in terms of both its 

business model and financing. 

As one of the characteristics of Youku, Xu cited a high ratio of user-generated content 

(UGC), partly because of the company’s historical background. He said that of all the content 

available on Youku, works purchased from outside accounted for about 60 percent, UGC 

about 30 percent, and originally produced content, to which the company recently began to 

attach more importance, about 10 percent. 

Xu said since copyright costs were soaring as Internet video site operators competed 

with each other to purchase movies and TV dramas, some companies like Ku6 Media were 

unable to bear the huge costs and went into a slump. He said although Youku competed with 

other operators such as Sohu and Tencent for distribution rights at one time, it later introduced 

a joint purchase system for mutual benefits. Xu said competing fiercely with others for 

distribution rights would only help attract users who visit the website to view specific content, 

not regular Youku users. He emphasized the importance of UGC and originally produced 

content. 

 
Xu Zhimin 
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With regard to UGC, Xu stated that Youku had the following three advantages: 

i.  It had a strong brand. 

ii. It had the know-how for content selection based on accumulation of products and 

technologies, as well as understanding of government policies. 

iii.  Users tended to post their video on the same website once their clips had become 

popular on that site. 

As to original content, Xu explained that Youku began producing video content on its 

own in 2009, mainly short movies called “wei dian ying” (microfilms). He said the 42-minute 

movie Lao nan hai (Old boys), produced in 2010, received 80 million views. 

Xu also touched on the merger of Youku and Tudou, the largest and second-largest 

video site operators in China. He said the merger had diverse purposes including the 

following: 

i.  Reducing the number of rivals. 

ii.  Preventing acquisition of Tudou by another company. 

iii. Acquiring the brand power of Tudou. 

iv.  Increasing the number of user views through consolidation. 

v.  Realizing benefits through consolidation of advertising operations. 

Xu explained that advertisers wish to increase their exposure through the growing new 

media instead of the declining traditional media, particularly focusing on the media popular 

with young people. He said since Youku had strong advertising sales capabilities and Tudou 

had users mainly comprising young people, it was meaningful for the former to absorb the 

latter. 

With regard to the business performance following the merger, losses in the Tudou 

segment, still operated separately, were particularly regarded as a problem. The Tudou 

segment recorded a net loss of 44.60 million yuan (about 7.15 million U.S. dollars) for the 

period from April to June 2013. Xu stated, however, that criticisms from outside missed the 

point. He said that in February 2013 Youku Tudou appointed Yang Weidong, who had 

successfully expanded the Finnish mobile phone giant Nokia’s business in China, as senior 

vice president of the group and president of Tudou.com. Xu said Tudou defined itself as a 
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website targeting young people, thereby making it possible to differentiate itself from Youku, 

which wants to attract a wider user base. 

Lastly, Xu commented on the future of the Internet video industry. He noted although 

China used to have 200 operators in the past, only several major companies remained. He 

indicated that further consolidation might be possible. 

 

● tv.sohu 

The website tv.sohu.com belongs to Type (2) above. It 

was launched by Sohu, which started out as a portal site 

operator in 1998 and later entered into the Internet video 

business. During the field study in Beijing, I interviewed 

Zhang Yuanyuan, senior manager of the TV Media 

Cooperation Department. Zhang said Sohu, listed on the U.S. 

NASDAQ market, had 7,000 group employees, while its 

wholly owned subsidiary tv.sohu had 1,200 employees. She 

said tv.sohu’s performance indicators such as operating 

revenue were not disclosed, partly because of losses being 

made. This indicated that for the time being tv.sohu was dependent on its parent Sohu, which 

posted 64 million U.S. dollars in operating income for the period from April to June 2013. 

Zhang said full-fledged entry by tv.sohu into online video services began in 2007. Until 

then, the website had provided 

entertainment news and other video 

content produced on its own. In 2007, 

according to her, tv.sohu switched to the 

distribution of content purchased from 

outside, stepping up procurement of video 

content from within the country and 

beyond to market “completely legal 

versions.” As a result, she said, the 

 

Zhang Yuanyuaｎ 

 
The Sohu Group headquarters in 

Beijing 
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number of users per month reached 450 million in June 2013.10 

The improvement of infrastructure for stable video streaming is also essential for 

attracting users. Zhang said 50 to 60 percent of tv.sohu’s investments were for improving its 

infrastructure, compared to 35 to 40 percent that went into purchase of content. 

As the characteristics of tv.sohu, Zhang noted that it had a wide variety of TV dramas 

and other content. With regard to Chinese content, she said 90 to 95 percent of dramas 

broadcast nationwide on satellite channels by Hunan Broadcasting System, Jiangsu 

Broadcasting, and other provincial-level broadcasters were available on tv.sohu within 24 

hours after being aired on TV. As to foreign content, Zhang explained that tv.sohu distributed 

a total of 1,872 episodes of U.S. TV dramas in the first half of 2013, while having agreed 

more than three years ago on building strategic cooperative relationships with Korean TV 

stations SBS and KBS, as well as realizing the purchase of Japanese anime series Wan pīsu 

(One piece) in 2012. She also said in 2012 tv.sohu began inviting well-known U.S. actors to 

China for sales promotion of some content. With regard to distribution of movies, she 

indicated a negative attitude, saying that they would be expensive if purchased exclusively, 

and that it would be difficult to differentiate them from those available elsewhere without 

doing so. 

In addition to dramas, tv.sohu has recently focused on variety shows. Zhang said 

tv.sohu has paid particular attention to the singing competition show Zhong guo hao sheng yin 

(The voice of China),11 which has been a great hit since 2012. She said tv.sohu formed an 

alliance with the show’s broadcaster Zhejiang Television and produced related programs for 

distribution online, featuring inside stories on the contest. Especially for Season 2 aired in 

2013, tv.sohu began producing an original spin-off program Chong ci hao sheng yin (Sprint 

good voice) at the end of 2012, spending 144 million yuan (about 23 million U.S. dollars), 

and started distributing it four months before the broadcasting of the main program. As a 

10 The figure represents the aggregate number of people who visited the website during the month. The 
company explained that even if a person visited the site every day during the month, the person was 
calculated as one user. 
11 Zhejiang Television bought the format of the Dutch program The Voice, and broadcast the singing 
competition show participated by viewers for three months from July 2012. Since it was a great hit, the 
broadcaster aired the show again in 2013, from July to October, and plans to do so every year. 
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tv.sohu’s Studio 

result, the number of applicants to the singing competition through tv.sohu reached 200,000. 

This is as an example of major success achieved through cooperation with a TV station. 

Zhang said tv.sohu also emphasized production of original content, explaining that one 

episode of drama can be produced normally at a cost of several hundred thousand yuan 

(several tens of thousand dollars)—the same as or less than the cost of purchasing one from 

outside. She also said tv.sohu produces short dramas about six to eight minutes long. Other 

original content includes a wide variety of genres, from interviews at its own studio with 

well-known singers and actors to travel, business, and documentary programs. Zhang said 

today the website covered almost the same categories of content as those of a TV station, 

except for programs on current issues. 

Meanwhile, tv.sohu is also working to reduce costs, especially those spent on purchase 

of content. Zhang explained that tv.sohu was cooperating with other Internet video sites 

v.qq.com and iQIYI.com for joint purchasing of content, particularly in order to compete with 

Youku Tudou, which strengthened its bargaining power through the recent merger. 

As a challenge for the future, Zhang 

cited responding to the growing demand 

for the video distribution for mobile 

phones. She said since the number of 

shorter video pieces would likely increase 

for viewing on mobile devices compared 

to those for personal computers, tv.sohu 

had already begun trial production of such 

content. Shorter content would mean, she said, the need for making advertisement shorter. 

Advertisement clips viewed on personal computers are normally one-minute long. She said 

since mobile users would not likely be patient to view advertisements for such a long time, 

tv.sohu planned to limit their length to about 15 seconds and increase their frequency. Zhang 

also noted that in some aspects it would be easier to charge mobile users than personal 

computer users. She said tv.sohu was thinking about introducing a charging system, which the 

company had almost never used in services for personal computer users. 
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Geng Xiaohua 

● iQIYI 

The operator was jointly set up by 

China’s largest Internet search engine 

provider Baidu and U.S. private equity fund 

Providence in April 2010 to enter into the 

online video business. The company became 

Baidu’s wholly owned subsidiary in 2012. 

As an Internet video site launched by a 

search engine operator, iQIYI belongs to 

Type (3) above. During my visit to Beijing, I 

interviewed Geng Xiaohua, operation vice president. 

According to Geng, iQIYI started out later than other video site operators but it grew at 

the fastest speed, reporting revenues of more than 200 million yuan (about 32 million U.S. 

dollars) in 2011 and 800 million yuan in 2012, with an expected revenue of 1.5 billion yuan 

for 2013. In May 2013, Baidu announced it would acquire 

a major online video site PPS Net TV for 370 million U.S. 

dollars to merge it with iQIYI, further increasing the 

latter’s scale. PPS was based in Shanghai and reported 

about 800 million yuan in revenue in 2012. Geng said the 

combined company would have 2,000 employees (1,000 

each from PPS and iQIYI) and nearly 400 million users 

per month. He said that 40 to 50 percent of iQIYI’s 

investment went into securing content, spending more on 

copyright costs compared to other companies and 

providing many TV dramas as the exclusive distributor. 

Geng explained that iQIYI had more than 20 

“channels” covering such categories as TV dramas, animation, movies, variety shows, music, 

sports, and entertainment, saying that compared with other companies its strength was in 

animation. He said animation series provided through iQIYI, including Meitantei Konan 
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(Detective Conan) from Japan, were all legal versions. He expressed dissatisfaction that 

procedures taken by the Japanese side concerning copyrights were so lengthy that the content 

in question tended to become out of date when permission was given. With regard to Chinese 

animation works, Geng said iQIYI had secured more than 85 percent of them, most of which 

were distributed exclusively through its website. As to TV dramas, Geng said Korean, U.S., 

Taiwanese, British, Japanese, and other works from around the world were available on iQIYI. 

He explained that for a Japanese drama Itazura na kiss: Love in Tokyo (Mischievous kiss: 

Love in Tokyo), originally broadcast by Fuji Television Network’s satellite channel, iQIYI 

conducted a sales campaign in China by inviting one of the leading actors Yuki Furukawa, and 

that the drama received a lot of views on iQIYI in 2013. He said, however, that Chinese 

dramas tend to receive more views, among which those aired on the satellite channels of 

Hunan, Jiangsu, Zhejiang, Anhui, and other provincial televisions were especially popular. As 

to variety shows, Geng said although iQIYI mainly distribute domestic programs, it also 

provides Korean and Taiwanese ones, adding that a Taiwanese program Kang xi lai le (Kangxi 

coming), featuring the personality Xiao S, was popular. In contrast, he said, the website 

distribute very few Japanese programs, referring only to Hoko tate (The spear and the shield), 

which had been discontinued because of a faking scandal. 

According to Geng, the mainstay of original content produced by iQIYI are variety 

shows, with the length of 5 minutes to 45 or 50 minutes. He said the website distribute an 

entertainment program Ai qi yi zao ban ji (Aiqiyi morning flight) on a regular basis like TV 

broadcasting, at 8 a.m. Monday to Friday. Geng explained that iQIYI can cover all genres 

except for current or military issues, as tv.sohu and other Internet video sites. He also said that 

iQIYI began selling part of its original programs to provincial satellite channels. He said such 

programs included a show themed on health, Jian kang xiang dui lun (On health), and a 

program featuring children’s competition on ability to handle Chinese characters, Han zi ying 

xiong (Chinese spelling hero). 

Touching on iQIYI’s business model, Geng said a major factor behind its growth over a 

short period of time was the availability of Baidu’s data on Internet searches. He said the data 

was important in identifying user trends and offered a great advantage in advertising sales. 
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For example, the website would display advertisement on cars when many users were 

searching for information on cars. In addition, Geng said iQIYI had begun creating instruction 

videos for products of other companies. According to him, for the products of the European 

electronics maker Philips, iQIYI made video-based instruction manuals available through 

searches on Baidu, thereby contributing to a 40 percent increase in the advertising effect for 

Philips. He said iQIYI also produced instruction videos for Samsung’s mobile phones in 

2013. 

Lastly, Geng explained that iQIYI began video distribution to mobile devices early on, 

and that the revenue from advertising for mobile users accounted for 10 percent of its entire 

advertising revenue. He said although mobile devices have small screens, they provide higher 

interactivity than personal computers do, making it possible to run advertisement more 

effectively. He indicated that he was confident about further growth in the business. 

 

Other Internet video site operators 

The above three companies can be said the largest Internet video site operators in China. 

The following are brief introduction of other major operators. 

 

● v.qq.com 

A major social network and instant messenger services12 operator Tencent, based in 

Shenzhen, Guangdong Province, established v.qq.com to enter into the Internet video site 

business. The company has been growing fast by making use of Tencent’s service QQ, which 

offers many functions including social networking and has 780 million users. In December 

2012, the number of v.qq.com users per month reached nearly 300 million. 

With the backing of the parent company making high profits, v.qq.com purchases many 

TV dramas, movies, variety shows, documentaries, animation, and other works to distribute 

them exclusively or earlier than other companies. The purchased content includes the U.S. TV 

series CSI: Crime Scene Investigation, 2 Broke Girls, and Arrow, and the latter two were 

distributed at the same time as in the United States. The company has also bought major 

12 An application used by computer or mobile phone users to exchange short messages in real time. 
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Hollywood movies including Transformers 3, which received 152.3 million views.13 

 

● LeTV.com 

Launched in 2004, LeTV.com is a long-established Internet video site. In 2010, the 

company listed its shares on the ChiNext market in Shenzhen, which is also known as the 

Chinese version of NASDAQ. Characteristically LeTV has focused on distributing “legal 

versions” of video content on the Internet from early on, and as a result possesses distribution 

rights to more than 5,000 movies and 100,000 episodes of TV dramas. Compared to other 

Internet video sites, LeTV attaches more importance on the charging system, and already has 

more than 700,000 users with paid memberships.14 

 

● Ku6.com 

Ku6.com, established in 2006 as an Internet video site, was bought by the major online 

game company Shanda Interactive Entertainment (SNDA) in 2009. In 2010, Ku6 acquired the 

right to distribute World Cup soccer games. Since 2011, it has focused on enhancing 

distribution of user-generated content. In 2012 Ku6 agreed on alliances with YouTube, the 

social networking service Kaixin001, and the portal site NetEase. The move was aimed at 

surviving in the video streaming industry by joining hands with other types of Internet service 

operators.15 

 

V. Challenges for establishing business models 
The above overview of Internet video sites in China and their major operators indicates 

that their largest challenge is to get their finances out of the red. Although most Internet video 

site operators do not specifically disclose their income and expenses, many industry sources 

say almost all of them are making losses. The most basic steps for improving their finances 

would be, as in the cases for other types of businesses, to increase revenues and cut costs. The 

13 See the annual report on development of China’s audio-visual new media (2013) published by Social 
Science Academic Press (pp. 311–136). 
14 See http://baike.baidu.com/view/2223528.htm. 
15 See http://baike.baidu.com/view/1113743.htm. 
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merger of China’s largest Internet video site Youku and the second largest Tudou was exactly 

the first step in that direction. As Xu of Youku Tudou stated, further consolidation, 

restructuring, and shakeout are possible in the industry. Whether these video streaming sites 

can establish charging models is also attracting attention. 

As to unique challenges for the Internet video industry, let us look at the following three 

issues.  

The first challenge is to respond to the growing demand for the video distribution for 

mobile phones. As the CNNIC report noted, Internet use in China has been rapidly shifting 

from personal computers to mobile devices, particularly smart phones, over the past couple of 

years. Some experts say that services through mobile devices offer such advantages as easier 

charging of fees and better advertising effects thanks to higher interactivity. On the other hand, 

some industry sources point out that it would be difficult to secure enough spaces for 

advertisement on small screens. They also say that unlike in the case of viewing on personal 

computers, long advertisement shown on mobile devices could discourage users from using 

the services. In addition, the industry insiders say that not all videos viewed on personal 

computers are suitable for mobile users, since their viewing time tends to be shorter than that 

of computer users. A columnist well versed in media, Michael Anti, has told me that only 

operators that moved fast on mobile will survive in the Internet video industry. It can be said 

that catering to mobile devices early is a key issue in gaining support from users, particularly 

young generations. 

The second challenge is how to deal with conventional TV broadcasters in China. So far, 

Internet video site operators have built a win-win relationship with TV broadcasters by 

purchasing their dramas and other content at low costs or by functioning like an advertisement 

agency for a broadcaster, such as tv.sohu producing a spinoff program of Zhong guo hao 

sheng yin (The voice of china) of Zhejiang Television. However, experts have also pointed out 

that TV broadcasters and Internet video site operators are in a competitive relationship in two 

aspects. The first is about imports and distribution of massive amounts of overseas content by 

Internet video site operators, which could lead to a decline in TV viewing time in China. The 

TV broadcasting of overseas dramas and animation in the country is strictly restricted in order 
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to protect the Chinese content industry. Because of this, a large-scale shift from TV to 

less-restricted Internet video sites is occurring among young Chinese viewers. Some 

observers even say that today’s youth do not watch TV any more. The second aspect concerns 

the fact that video site operators are stepping up production of original content in all 

categories except for current and military issues. The more this move turns out to be 

successful, the clearer the conflict between video site operators and TV broadcasters would 

likely become. Since operating revenues of TV broadcasters are more than ten times larger 

than those of video site operators,16 some media researchers say TV broadcasters are not 

feeling threatened by Internet video sites. However, a CCTV executive I interviewed clearly 

stated that Internet video sites are a significant threat. It cannot be denied that conventional 

broadcasters may take tougher attitudes toward video site operators. 

The third challenge is to address risks associated with changes in regulatory policies by 

government authorities. As mentioned earlier, TV broadcasting of overseas content such as 

U.S. dramas is strictly restricted in China. This has prompted U.S. companies to sell their 

content strategically to the less-restricted Internet video sites at lower prices, allowing major 

video site operators such as tv.sohu and Youku Tudou to purchase content in bulk. It is not 

difficult to imagine that TV broadcasters are increasingly becoming frustrated by this. China’s 

State Administration of Press, Publication, Radio, Film and Television (SAPPRFT), which 

governs imports of overseas video content, could ease restrictions on TV broadcasters or 

tighten those on Internet video sites on the grounds of equal treatment. Restrictions on 

Internet video sites are governed by a specialized department established in the SARFT, the 

predecessor of the SAPPRFT, in 2010. An official from SAPPRFT has explained to me that 

the amount of Internet content is enormous and it is impossible to control each piece in the 

traditional manner. The person said because of this the restrictions on the Internet video 

industry are implemented only on voluntary basis, in a looser manner compared to those on 

TV broadcasters. Internet video sites, however, have been faced with deep-rooted criticisms 

that their content is vulgar and they are paying attention only to the number of views. If the 

16 According to the 2013 edition of the annual report on development of China’s audio-visual new media 
(p. 6), advertising revenues of TV broadcasters in 2012 totaled 104.6 billion yuan (about 16.7 U.S. dollars), 
while those of Internet video sites stood at 6.7 billion yuan (about 1.0 billion U.S. dollars). 

20 
 

                                                   



influence of Internet video sites grow further in the future, the authorities could possibly 

tighten the restrictions on them on the grounds of these criticisms. 

A move by the Chinese government in January 2014 indicated such a possibility. The 

SAPPRFT introduced regulations targeting microfilms—short movies that have become 

popular on Internet video sites. The new regulations prohibit Internet video sites from 

distributing content created by companies without licenses for the production of TV and other 

programs. The regulations also refer to user-generated content, stipulating that only works 

produced by users who have registered their real names can be distributed. The SAPPRFT 

said the rule was aimed at preventing what it called “vulgar, violent, or sexual content” from 

having negative effects on society. Some have voiced concerns that the regulations would 

hamper the production of creative works in the future. 

 

Conclusion 
Chinese Internet video sites have developed making use of their high growth potential 

despite various challenges including chronic deficits. The field study has given a glimpse of 

their vitality. At the same time, I had a strong impression that Japan has little presence in these 

websites. At a time when Japan is promoting the export of its cultural soft power, or “Cool 

Japan,” the country should pay more attention to the future trends surrounding Chinese video 

streaming sites, which are continuing their growth in the market with more than 600 million 

Internet users. 
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