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Abstract 

 

Over-the-Top (OTT) services that allow video-on-demand (VOD) viewing online, like Netflix 

in the United States, have rapidly spread in China over the past few years. OTT operators, 

especially the top three companies collectively known as BAT, are fiercely competing with 

one another. On top of that, two companies are drawing attention as challengers to BAT: One 

is LeEco that is adopting a two-front strategy consisting of the “software” side that includes 

contracts with well-known TV drama and film directors and the “hardware” side with smart 

TV manufacturing. The other is Hunan Broadcasting System that has stopped selling content 

to OTT operators and launched its own platform to exclusively distribute its programs.  

The trend in the Chinese OTT business for the last couple of years can be summarized 

with three keywords: “in-house production,” “fee-based services” and “mobile-based 

viewing.” Having failed to eliminate deficits with the advertising-centered business model, 

operators are gearing up to enhance the proportion of in-house production to make their 

content stand out as well as to introduce fee-based services. Also, with mobile phones and 

smartphones becoming larger and young people watching TV programs on their handsets, 

operators must urgently respond to their need. 

Meanwhile, Netflix and other overseas operators contemplate to break into the rapidly 

growing Chinese market. But many predict that the government will continue blocking their 

entry as OTT platform operators due to a political factor that foreign content could destabilize 

the Communist Party’ control unless properly restricted, and an economic factor that an 

industrial policy is needed to protect domestic operators. Furthermore, a quantitative 

restriction on TV broadcasters’ imports of overseas content is likely to be applied to OTT 

operators. Foreign operators are faced with an extremely high barrier to entry. For the time 

being, the Chinese OTT market will unfold in the form of “civil war” between domestic 

operators. 

 

 

Preface 

 

Over-the-Top (OTT) services, which enable people to watch video-on-demand (VOD) content 

on the Internet, provide messages, sound and videos through Internet connections. They are 

sometimes called “Internet video websites”. In this article, OTT is defined as a service that 

offers various video content, both purchased from outside and produced in-house, to users on 

one platform. OTT is attracting attention around the world. Well-known providers are mainly 

U.S. companies including Netflix that operates in more than 190 countries and territories. But 

in China, where its own versions of Google and Twitter have large presence in the IT industry, 

several “Chinese Netflixes” have emerged and are fiercely competing with one another over 

market dominance. Based on my field survey in January 2016, this article introduces each of 

the “Chinese Netflixes” and various changes that have been taking place in the industry over 

the last couple of years. The contents are as follows. 

 

I. Developmental Process of OTT in China 

II. Entry of Major Operators and Oligopolization 



III. Challengers to Big Three 

IV. Recent Trends of OTT Services 

V. Impact of Tighter Government Control 

 

This article is an expanded version of my report at the symposium “How Will OTT 

Change the Media Industry?” at NHK Bunken Forum held on March 1, 2016, in Tokyo.  

 

 

I. Developmental Process of OTT in China 

 

Before taking a look at how OTT has developed in China, here are figures concerning how 

the Internet has proliferated in China. The China Internet Network Information Center 

(CNNIC), under the auspices of the Chinese Academy of Sciences, conducts biannual surveys 

on Internet use in the country. CNNIC data show that the number of Internet users was 

620,000 when the survey began in 1997. The figure soared to 688 million by the end of 

December 2015, up 39.5 million from a year before and the percentage of people with Internet 

access topped 50% of the total population for the first time.
1
 620 million people, or 90% of 

all users, access the Internet via mobile phones or smartphones, highlighting the progress of 

mobile-based Internet use. Reading news articles and conducting searches used to be the main 

purpose of accessing the Internet. But now many people pay their bills online. Internet-based 

educational and medical services each have more than 100 million users. Internet video 

websites (shi pin wang zhan in Chinese) attracted 504 million users in 2015, an increase of 71 

million on the year. This means three in four Internet users access these websites. Of them, 

405 million watch online videos on their mobile devices. 

Let us look back the history of Internet video websites in China. The service started 

more than a decade ago. LeEco
2
, whose business will be examined later, began operation in 

November 2004, three months before YouTube did. Tudou started business in 2005 and 

Youku followed in 2006. Both brands, now also well known outside China, began as 

user-generated content providers like YouTube on which people can share videos they shot. A 

wave of new entries followed, including PPTV, PPS and Ku6 Media. The market was 

crowded with 600 licensed providers alone. Just like on YouTube, TV programs and movies 

were illegally uploaded on these websites.  

Efforts to eliminate pirate videos went into full swing around 2009. In August that year, 

the online units of China Central Television and Hong Kong-based satellite broadcaster 

Phoenix Television – cctv.com and ifeng.com – took the initiative to form an alliance for the 

protection of online video copyrights. Operators affiliated with new media companies 

followed suit. One month later, tv.sohu, joy.cn and Voole Space set up an alliance with 110 

copyright-holding companies in China against online video piracy and announced a plan to 

file copyright infringement lawsuits against 503 videos uploaded on the Internet.
3
 These 

moves heralded the full-fledged start of OTT services like Netflix in China. Courts across the 

country concluded the proceedings on 291 lawsuits over intellectual property right violations 

involving Internet videos last year. The number is down 26% from a year before, apparently 

reflecting the progress in eliminating pirate videos.
4
  

 



II. Entry of major operators and oligopolization  

 

Since the start of the 2010s, major Chinese IT companies have entered the OTT business. The 

first was the country’s top search engine operator Baidu, dubbed the “Chinese Google”. Baidu 

launched QIYI (later renamed iQIYI) in 2010. In the following year, China’s largest SNS 

provider Tencent established Tencent Video and started test-distribution of videos. Baidu, 

Alibaba and Tencent are called the big three of the Chinese IT industry and collectively 

known as BAT. Having allowed its two rivals to have a head start in the OTT business, 

Alibaba took a drastic step to catch up. In 2012, the top two OTT service providers at that 

time, Youku and Tudou, agreed to merge and the new company Youku Tudou renamed itself 

One Group in August 2015. Alibaba had already decided in 2014 to obtain a more than 10% 

stake in the merged company, but the two sides agreed on November 2015 that Alibaba will 

acquire One Group. Alibaba became one of China’s largest OTT operators in just one move.  

Here is a quick look at each of BAT. Baidu was launched as a search engine operator 

by Robin Li, who graduated from the Department of Information Management at Peking 

University and obtained a master’s degree in the United States. He returned to China in 2000 

and started his company in Beijing’s Zhongguancun hi-tech district. Baidu listed its shares on 

NASDAQ, the U.S. stock exchange for startups, in 2005 and began business in Japan in 2007. 

With about 20,000 people on its payroll, Baidu has an over 80% share in the Chinese search 

engine market.
5
 After establishing QIYI (later iQIYI) in 2010, Baidu acquired major OTT 

provider PPS and had it merge with iQIYI in 2013 to greatly expand its market share. One 

survey showed that iQIYI had the largest number of users in China as of May 2013. But active 

purchases of content and investment in infrastructure caused the company to post a loss of 2.4 

billion yuan (about 360 million U.S. dollars) in 2015.
6
  

Alibaba is a leading electric commerce operator founded by former English teacher Jack 

Ma in 1999 in Hangzhou, Zhejiang Province. It launched e-commerce website taobao in 2003 

and listed its shares in Hong Kong in 2007. Alibaba delisted itself and subsequently debuted on 

the New York Stock Exchange in 2014. Alibaba’s November 11 discount sale, started in 2009, 

became larger year after year. The sales on Tmall
7
 on November 11, 2015, hit 91.2 billion yuan 

(about 13.5 billion U.S. dollars). The company’s net profit in 2015 reached 68.8 billion yuan 

(10.2 billion U.S. dollars).
8
 

The 2015 acquisition of One Group heralded Alibaba’s full entry into the OTT business. 

The company also acquired The South China Morning Post, Hong Kong’s English-language 

quality paper, in December that year and started allowing free access to its digital edition in 

April 2016. Alibaba has strong interest in the media business as a whole. 

Tencent is a SNS
9
 provider founded by Pony Ma in Shenzhen, Guangdong Province, in 

1998. The company raised its profile with its service called QQ. It launched text-messaging 

service WeChat in 2011, which is now used by about 700 million people. The company has 

25,000 employees, with 2015 sales reaching 100 billion yuan (roughly 15 billion U.S. 

dollars).
10

  

Its subsidiary Tencent Video began test-distribution of VOD content in 2011. Tencent 

Pictures was founded in 2015 for in-house production. 

Given that all of Big Three in the IT business have entered OTT business, it is seen as one 

of the main battlefields for the Chinese IT industry.  

 



III. Challengers to Big Three 

 

Several newcomers are taking on BAT that have overwhelming financial power. I visited three 

of them during the January 2016 field survey. Here are brief introduction of them.  

 

III-1. LeEco: Industry maverick 

Founded in Beijing in 2004 by Jia Yueting, who was involved in telecommunications business, 

LeEco is one of the pioneering Internet video website operators in China. The company 

purchased copyrights from early on, when pirate versions of TV dramas and movies were 

rampant. Holding copyrights on 100,000 TV drama episodes and 5,000 movies, its group 

sales in 2014 were nearly 10 billion yuan (1.5 billion U.S. dollars).
11

 I interviewed Ren 

Guanjun, president of a LeEco group firm, about the group’s business.  

 

LeEco 

 

 

 

 

 

 

 

 

Ren Guanjun 

 

 

 

 

 

 

 

 

He said Youku and Tudou both aimed to win competitions in the advertisement-based 

business model by investing a large amount of money to improve their OTT platform 

infrastructure and attract more users, but LeEco could not take this route because it has less 

money. Instead, it chose a fee-based business model from the start and obtained copyrights on 

a wide range of content on a bargain when the concept of intellectual property was uncommon 

in China. When LeEco listed its shares on ChiNext, the stock market in Shenzhen for hi-tech 

firms in 2010, it spent all the money raised in the IPO to purchase authentic content. He also 

explained how a fortunate tailwind blew for LeEco at that time. 



Its main rivals including Youku, Tudou and tv.sohu, all tried to list their shares in the 

United States for financing, but U.S. stock exchanges reject OTT operators that didn’t take 

sufficient measures for copyright protection. They began checking who hold copyrights only 

to find that many of them are in the hands of LeEco. It earned much between 2010 and 2011 

by selling copyrights to its competitors. But once they started in-house production around 

2012, LeEco struggled with falling copyright prices. This prompted the company to adopt an 

“exclusive distribution” method for some of the content. The service generated an influx of 

users and helped earnings to recover. LeEco’s website now has a content recommendation 

function, just like Netflix does, based on big data. Ren says LeEco isn’t afraid of a possible 

entry of Netflix because it will need LeEco’s cooperation to succeed in China.  

He stressed that LeEco adopts a two-front strategy. On the software front, it acquired 

Flower Film & TV that produced hit TV drama Zhen Huan Zhuan (“Empresses in the 

Palace”)
12

 for 900 million yuan (133 million U.S. dollars) in 2013. The production firm went 

on to create Mi Yue Zhuan (“Legend of Mi Yue”)
13

 with Zheng Xiaolong, the producer of 

“Empresses in the Palace”. It was distributed or broadcast by LeEco, Tencent Video, Dragon 

(Satellite) TV and Beijing (Satellite) TV
14

 from November 2015 and became a smash hit. In 

the meantime, LeEco has also signed contracts with leading talents including film director 

Zhang Yimou and Lu Chuan. 

Mi Yue Zhuan 

 

 

 

 

 

 

 

 

（Photo provided by LeEco） 

 

On the hardware front, according to Ren, LeEco has begun producing TV sets and 

smartphones. After announcing its entry into TV set production in 2013, LeEco headhunted 

officials from Foxconn, the Chinese subsidiary of Taiwanese electronics OEM maker Hon Hai 

Precision Industry, and U.S. chipmaker QUALCOMM. He said LeEco focuses on two points 

in selling TV sets. One is selling them at cost – the company doesn’t need to generate profit in 

TV sales. The other is direct sale on the Internet so it doesn’t have to pay commissions. This 

strategy enables LeEco to sell TV sets at low prices. The company sold 1.5 million sets of 

LeEco Super TV in 2014 and 3 million in 2015. The sales target in 2016 is 6 million.  

 

 

 

 

 



LeEco Super TV 

 

 

 

 

 

 

 

（Photo provided by LeEco） 

 

LeEco promotes large types that have 55-inch or bigger screens and are compatible with the 

4K super high definition imaging technology. Recommending customers to watch programs 

on large screens leads to fiercer competitions with TV stations. Sources at LeEco say the TV 

industry regards the company as “public enemy number one”. How does the company 

generate profit after selling TV sets at cost? It tries to persuade customers to become 

fee-paying members of its VOD services.
15

 In addition to TV, LeEco launched its original 

smartphone brand in April 2015 and sold 4 million handsets by January 2016. But China has 

major mobile and smartphone makers such as Xiaomi, Maze, ZTE and Huawei. Selling 4 

million handsets in the huge Chinese market is far from success, Ren said. 

 

Original smartphone brand 

 

 

 

 

 

 

 

 

（Photo provided by LeEco） 

 

LeEco has established its status as an industry maverick through these unconventional 

strategies. Its driving force is owner Jia Yueting. U.S. business magazine Forbes named him 

one of its “Innovators of 2014” along with Netflix CEO Reed Hastings, Xiaomi President Lei 

Jun and BYD Chairman Wang Chuanfu, who started his company as a battery maker and 

eventually entered the automotive business.  

 

 



Jia Yueting 

 

 

 

 

 

 

 

（Photo provided by LeEco） 

 

Ren described three characteristics of Jia: 

1. Strategic viewpoint 

2. Ability to find talents 

3. Workaholic 

The first point means that Jia determines where the industry is heading, starts new 

business before any of his rivals does and implements it at the fastest speed possible. The fact 

that he realized before others the importance of copyright when intellectual property right 

infringement was rife shows his foresight. The second point refers to his personal charm that 

can persuade talented people to join his company. In addition to aforementioned Zheng 

Xiaolong and Zhang Yimou, he successfully headhunted former Bank of China vice president 

Wang Yongli in August 2015 to start Internet financing. Former Shanghai General Motors 

president Ding Lei joined LeEco the following month to oversee its new business of electric 

car development. As for the third point, corporate founders in China usually spend more time 

socializing once their companies become large. But Jia is said to have no interest in social 

occasions, keeping involved in product development and having meals with his employees.  

LeEco has, in the words of Ren, “evolved from a third-rate company to a first-rate 

company” in the past several years. There’s no denying that it has established the reputation 

as an industry maverick. However, some people point out “dangers” in LeEco’s rapid growth 

and expansion. As mentioned earlier, manufacturing TV sets has achieved a certain level of 

success but smartphone production is facing a struggle. LeEco announced in December 2014 

a plan to develop electric vehicles, but not a small number of industry officials express doubt 

about the plan because it has less to do with OTT operations in comparison to TV and 

smartphone productions. Ren justified the decision to enter the automotive business, saying 

that LeEco is an Internet company and the Internet will change the definition of cars in the 

future. He added that everything in the car – entertainment, navigation and safety – will be 

linked to the Internet. LeEco may be following Google, which is developing its own electric 

car.  

On content, LeEco has put much effort in producing TV dramas and movies but it is 

now showing strong interest in acquiring broadcasting rights for sports. In September 2015, 

LeEco won a bid for the broadcasting right for English Premier League matches in Hong 

Kong. The three-year contract starting fiscal 2016 and covers both television and the Internet 

is said to be worth more than 200 million U.S. dollars – some even estimate the price at 400 



million U.S. dollars.
16

 However, cable TV company i-Cable and IPTV provider NOW 

Broadband TV (hereafter NOW), both fee-charging broadcasters in Hong Kong, have long 

competed over the Premier League broadcasting right. NOW had won the right for three years 

from fiscal 2013. All eyes were on what LeEco would do with its right, for it doesn’t have the 

TV broadcasting license in Hong Kong. According to LeSports Hong Kong, a LeEco group 

firm involved in this business, says the right has been sold to NOW. 

Another issue is whether LeEco can ensure high image quality and stable data 

transmission for online broadcasts of Premier League matches. The May 23 digital edition of 

Hong Kong-based Apple Daily reported that LeEco’s pilot free-of-charge Internet broadcast 

of soccer matches had up to one and half minute transmission delays and the image quality 

was poorer than conventional TV broadcasts. Some Hong Kong Internet users sarcastically 

say LeEco’s lax quality control is typical of mainland businesses.
17

 Hong Kong-based online 

media Stand News reported on June 12 that when LeEco broadcasted UEFA European 

Championship games, people watching them on their mobile devices had trouble with 

transmissions. Narrations were partly inaudible. Many users took to Facebook to complain. 

LeEco apologized and announced that it will give the TV set top box for free to existing 

mobile-based subscribers and reimburse the subscription fee to dissatisfied users.
18

 Many 

people voice concern whether LeEco can attract enough members to retrieve its expensive 

investment.  

 

III-2. Mango TV – Original website by “king of entertainment programs” Hunan 

Broadcasting System 

Another company that is attracting as much attention as LeEco does is Hunan Broadcasting 

System, which has stopped selling content to OTT operators and instead offering content on 

its own platform called Mango TV. Existing TV stations have sold their programs to OTT 

operators such as Youku, Tudou
19

, iQIYI and Tencent Video. It was a rational decision to 

some degree because they can meet the demand from Internet users and get secondary income 

without investing in website operations. But some TV stations with strong brand power 

thought that they would gain more advantages by opening their own websites and exclusively 

distribute their content. The typical example is Hunan Broadcasting System.  

 

Hunan Broadcasting System 

 

 

 

 

 

 

 

 

The broadcaster started as a local TV station in southern Hunan Province. From the 

1980s and 1990s, provincial-level TV stations opened one satellite channel each to address 

poor signal reception. When Hunan TV turned its first channel into Hunan Satellite Channel, 



executives thought that since satellite channels can be watched nationwide, they should 

produce programs that would attract viewers from outside the province and increase 

advertisement revenues. This business strategy led to “Happy Camp”. Launched in 1997, the 

program invites actors, singers and other show business people to talk about their inside 

stories. Being praised for narrowing the distance between celebrities and viewers, the program 

is still on the air. Another popular program, “Super Girl”, began as a pilot on an entertainment 

channel broadcast only in Hunan in 2004 and was transferred to the satellite channel the 

following year in response to positive reviews. It was a woman-only song competition that 

solicits contenders from the public. The main reasons for its popularity were that the whole 

selection process unfolded in front of the camera and it allowed the winner to achieve a 

rugs-to-riches success story. In the final stage, viewers were invited to cast their ballots for 

their favorite contestants through a mobile phone text messaging service to decide the 

champion. The viewership of the final round was 11.97% with the audience share of 39%. 

They are extraordinary figures considering that China had more than 50 cable TV channels 

even at that time.
20

  

Hunan TV became a rival of the country’s only national-level broadcaster China Central 

Television in terms of entertainment programs. Hunan TV eventually merged with Hunan 

Radio to become Hunan Broadcasting System. It has been providing hit variety programs and 

dramas to this day. 

I interviewed vice president Nie Mei about why the broadcaster decided to start its own 

VOD service through it subsidiary Mango TV and the outcome of the new business.  

 

Vice president Nie Mei 

 

 

 

 

 

 

 

 

  

（Photo provided by Hunan Broadcasting System） 

 

According to her, the basis of the strategy of exclusively distributing Hunan 

Broadcasting System’s programs on Mango TV is to respond to users’ changes. Today’s TV 

viewers, she said, are also users of personal computers, mobile phones and smartphones, and 

since the introduction of mobile devices people’s custom about entertainment has changed. 

She stressed the need to deliver content where users are, like BBC’s iPlayer on-demand 

service does. She also said many viewers of Hunan Broadcasting System are young, so 

providing content for mobile devices gives it a competitive edge over its rivals. As the 

broadcaster produces more than 90% of entertainment programs it airs, holding the copyrights 



on these programs is one of the selling points. Nie presented the result of the company’s 

survey that shows 20% of Internet access to various programs in 2013 were for the content 

Hunan Broadcasting System had sold to OTT operators. She said that in theory, 20% of 

Internet access to TV programs will come to Mango TV, stressing that the exclusive 

distribution strategy is backed by the broadcaster’s brand power. 

As for the business model, Nie said Youku and iQIYI failed to succeed with the 

ad-centered model while Hunan Broadcasting System is implementing various fee-based 

services such as membership and PPV
21

 in addition to advertisement.  According to her, 

Mango TV’s revenue in 2015 was one billion yuan (148 million U.S. dollars). Advertisement 

accounted for 700 million yuan (104 million U.S. dollars) of them. That’s over 10 times the ad 

revenue in the previous year. The revenue from fee-based services amounted for tens of 

millions of yuan, with the figure projected to reach 100 million to 200 million yuan in 2016. 

The overall revenue of one billion yuan is still only a fragment of the revenue of Hunan 

Broadcasting System, which stands at 10 billion yuan (1.48 billion U.S. dollars). Mango TV 

aims to increase its revenue to 1.8 billion yuan (267 million U.S. dollars) in 2016 and to more 

than 2 billion yuan in 2017.  

When I asked Nie whether around-the-clock access to Mango TV affects viewership 

ratings and advertisement revenues of Hunan Broadcasting System, she replied that the 

platform meets the demand from viewers who want to watch the programs they missed and 

has no impact on the broadcaster’s earnings.  

The relations between conventional TV stations and OTT operators have the factors of 

competition and cooperation. Competition is the main factor for Nie. She said major OTT 

operators such as Youku, iQIYI and Tencent Video all have rich gan die (patrons)
22

 and they 

haven’t become independent, adding that BAT cannot win the competition only because they 

are very big and strong in the fields of searching or SNS or e-commerce. The core of the 

competition is, she said, producing creative content and providing good services, without 

concealing rivalry with Big Three and other OPP operators. 

Hunan Broadcasting System’s business strategy divides media experts. Professor Huang 

Shengmin of the Communication University of China praised the company for its speedy 

business development.  On the other hand, Professor Yu Guoming of Renmin University of 

China said the strategy of exclusive distribution may be good in the short-term but the 

broadcaster had better to cooperate with OTT operators in the long term. He points out the 

possibility that by making OTT operators its adversaries, its programs could be excluded from 

their websites. 

 

Professor Huang Shengmin 
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III-3. tv.sohu: Dependency on U.S., South Korean dramas has backfired 

This part features another pioneering OTT operator in China, tv.sohu. Portal site operator 

sohu.com, established in 1998, started the predecessor of the platform in 2004. OTT 

operations began in full swing in 2007 when it changed its service from showing original 

entertainment news videos to distributing content bought from other producers. Promoting its 

service as “completely authentic”, tv.sohu acquired Chinese and foreign content, especially 

U.S. and South Korean dramas, to attract viewers with high intellectual levels.
23

 I 

interviewed Liang Nan, senior manager at the division in charge of negotiating with 

government offices. 
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Liang Nan 

 

 

 

 

 



He said 60 to 70% of tv.sohu’s revenues have come from advertisement. Other sources 

of income include charges on games. But large investment in infrastructure and the cost for 

purchasing content has kept the company in the red. Chinese authorities’ tighter regulations 

introduced in 2014 on foreign content hit tv.sohu particularly hard, for it attracted viewers 

with the large stockpile of U.S. and South Korean dramas. The new regulations imposed by 

SAPPRFT requires that the amount of foreign TV dramas should be 30% or less of the 

volume of content purchased domestically and that the ratio of content from one country 

should be 40% or less. If an OTT operator purchases 100 episodes of Chinese TV dramas, it 

can buy 30 or fewer episodes of foreign dramas. Since content from one country should 

remain 40% or less, the operator can buy only 12 episodes of U.S. or South Korean dramas 

each. The authorities are believed to be trying to protect domestic content producers. But 

Liang called the regulations a double blow: tv.sohu can buy fewer foreign dramas and it 

means higher copyright cost per episode. It bought the exclusive distribution right for hit U.S. 

drama “House of Cards” and started offering the program. But after distributing the second 

episode, the authorities ordered the distribution to stop. 

Also, an “incident” highlighted tv.sohu’s disadvantage of having weaker financial 

power than that of BAT. With a focus on finding attractive domestic content, it teamed up 

with Zhejiang Television, which broadcasts popular song contest Zhong guo hao sheng yin 

(“The Voice of China”), to produce and distribute programs featuring its backstories. Ahead of 

the contest’s second season in 2013, tv.sohu had spent 144 million yuan (21 million U.S. 

dollars) since late 2012 to make related programs. Four months before the season began, it 

distributed an original program Chong ci hao sheng yin (Sprint good voice). As a result, 

200,000 people applied for the contest through the platform. It became a major success story 

in collaboration between an OTT provider and a TV station. 

However, Zhejiang Television decided to change its OTT partner to Tencent Video from 

2016. Tv.sohu had to yield to BAT’s huge financial power. Liang explained that tv.sohu is 

shifting its focus to in-house production to get out of shao qian, which means spending much 

money to buy content from outside. But he said it’s difficult to say when the operator is 

expected to become profitable, indicating that tv.sohu is struggling among major OTT 

providers. 

 

 

IV. Recent OTT service trends 

 

Now let’s take a look at new trends that are taking place in the OTT industry over the past two 

years or so. The keywords are “in-house production”, “fee-based services” and “mobile-based 

services”.  

 

IV-1. In-house production 

Since major OTT operators have based their business mainly on advertisements, they needed 

to keep users to increase their ad revenues. To this aim, BAT and other leading operators made 

large infrastructure investment and competed against one another to purchase attractive 

content but they were long in the red. This is because TV stations and other content providers 

try to sell their products to as many OTT operators as possible, making the videos available 

on such platforms as Youku, iQIYI, Tencent Video and tv.sohu all similar. The operators have 



difficulty making them stand out among many rivals. In addition, when one operator wants to 

charge fees on their users, they just move to other operators that provide free-of-charge 

services. 

OTT operators have started in-house production as a way for a breakthrough. They can 

distribute their original content exclusively and if they become hits, it will be easier to keep 

users. The most successful is iQIYI. In 2013, it teamed up with Henan Satellite Television to 

produce Han zi ying xiong (“Chinese spelling hero”), a Chinese-character spelling bee for 

children. The program is continuing to this day. In the following year, the operator established 

production company iQIYI Motion Pictures. When original adventure drama “The Grave 

Robbers’ Chronicles” was released in 2015, it became a huge hit. Tencent Video saw its 

human documentary Mou mou mou well received. It sold the series to Beijing TV and Dragon 

TV. One Group created a special weekly slot for content produced in-house. When you visit 

these websites, you will find Chinese words zhizao or zizhi (self-production) in one corner of 

the screen. Some content have additional words du or dubo (exclusive). Industry sources say 

in-house production accounts for less than 20% of the new content but the trend is gaining 

momentum because it can help cut the cost for buying copyrighted items.  

 

“The Grave Robbers’ Chronicles” 

 

 

 

 

 

 

（Photo provided by iQIYI） 

 

IV-2. Fee-based services 

In-house production is closely linked to fee-based services. OTT operators have depended on 

advertisement partly because of the expectation for the huge market with 1.3 billion people. 

Another reason is free-of-charge viewing had become so common when pirate versions were 

rampant that even after authentic content has become mainstream, few operators dared to start 

charging their users. In addition, some illegally uploaded videos are still available. OTT 

operators have seen their sales surge over the past several years but they are still posting 

losses, making fee-based services the only path to continue their business. iQIYI announced 

in December 2015 that “The Grave Robbers’ Chronicles” helped double the number of 

fee-paying members to over 10 million.
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 Other operators are starting to charge their 

customers. Some industry people praise 2015 as “Year zero of fee-based services”. iResearch, 

a Chinese research firm specializing in online media and e-commerce, says the Chinese OTT 

market in 2015 expanded 61.2% from a year before to 40.1 billion yuan (5.95 billion U.S. 

dollars). Advertisement revenues increased 52.7% to 23.19 billion yuan (3.4 billion U.S. 

dollars) while the revenues from fee-based services more than tripled to 5.1 billion yuan (760 

million U.S. dollars) from the 1.4 billion yuan (207 million U.S. dollars). The overall number 

of fee-paying members also more than tripled from 7.92 million in 2014 to 28.84 million.
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Some media personnel attribute the progress in the charge system to a movie boom in 

China. With a growing number of shopping malls having cinema complexes, movie theaters 

with multiple screens, people are getting used to pay an equivalent of 10 U.S. dollars to see a 

movie. This, the experts argue, makes people accept one-tenth of such a price to watch movies 

on large screens at home.  

 

 

IV-3. Mobile viewing 

Content for mobile devices provided by Chinese OTT operators used to be news programs or 

short comedy scenes, which can be watched on small screens without trouble. But with 

mobile phones and smartphones getting larger and tablet computers becoming popular, a 

choice has emerged in China to watch “killer content” like TV dramas on such devices. Many 

young Chinese people who live by themselves are said to be without TV sets and use mobile 

terminals to watch videos. One reason for this is their shrinking living space in rented homes 

due to soaring urban land prices. But another likely factor is that young people put a priority 

on “anytime, anywhere” functions rather than large screens. Mobile devices have an 

advantage of being preferred to by young people and making people feel less resistant to pay 

a charge for the content they watch on such devices. In the case of LeEco, the company sold 4 

million units of its smartphones, launched after TV sets, in less than a year.  

 

IV-4. Latest efforts 

Although it has not firmly become a trend like aforementioned in-house production and 

fee-based services and mobile viewing, making their services compatible with virtual reality
26

 

is one of the latest efforts taken by the OTT industry. In June 2016, iQIYI announced its VR 

plan. By teaming up with a gadget maker, it aims to sell 10 million sets of VR headset and 

mobile device over the coming year. As for software, iQIYI hopes to prepare at least 10 VR 

movies and 100 games and provide them for free to fee-paying subscribers.
27

 LeEco unveiled 

its original VR headset in April 2016. One Group announced in the same month a plan to 

develop VR-based services. 

 

IV-5 Operations outside China 

iQIYI officially started soliciting users in Taiwan in March 2016 by promoting its inventory 

of 2,000 movies. When broadcasting or showing Chinese TV dramas and movies in Taiwan, 

permission from Taiwanese authorities’ culture division is required each time. Also, only 10 

Chinese movies and 20 TV dramas can be shown per year. But since Taiwan has no laws 

regulating OTT operations, iQIYI has been providing its services without applying for 

permission or establishing a local unit. This has led to criticism in Taiwan that the operator is 

exploiting legal loopholes. Taiwan already has three OTT platforms – Chtvideo by Chunghwa 

Telecom, myVideo by Taiwan Mobile and friDay Video by Far EasTone Telecommunications. 

With Netflix already operating, competitions in the small market with 23 million people are 

certain to heat up.
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iQIYI’s advantage is content produced in mainland China. Chinese TV dramas about 

dynasties are popular in Taiwan because they are made with more costs than Taiwanese 

counterparts. Chunghwa TV, Videoland Television Network and ELTA TV, which is the 

channel for the IPTV service by Chunghwa Telecom, purchased the copyright of “Empresses 



in the Palace” and broadcasted it repeatedly. 

LeEco apparently considers making inroads into Taiwan, following its entry into Hong 

Kong. Operations outside China have been centered on Taiwan and Hong Kong where the 

Chinese language is used, but there is a possibility that OTT operators will make inroads into 

other regions such as the United States. The problem is that while Chinese operators are 

expanding their business beyond the mainland, the government is closing the door to foreign 

operators.  

V. Impact of tighter government regulations 

 

There are two aspects concerning regulations by the Chinese government. One is that it does 

not allow foreign OTT companies to enter the market as platform operators. When Netflix 

announced in early 2016 that it had significantly expanded its services and now operates in 

more than 190 countries and territories, it showed a world map with its operating areas shown 

in red. The only huge area left blank was China. The country has blocked entry of other 

foreign Internet-based service providers such as Google, Facebook and Twitter. It’s no wonder 

that Netflix is treated in the same way. 

Why does China refuse to accept foreign operators? Government sources cite “cultural 

diversity” and argue that France and some other European nations have regulations to protect 

their cultures. But Chinese media researchers are divided over whether this is the real reason. 

Professor Huang Shengmin of the Communication University of China stresses the economic 

standpoint, saying that the restriction is an industrial policy to protect BAT and other domestic 

OTT operators. He suggests that once domestic operators become powerful enough, the 

government may open up the market although it won’t happen anytime soon. On the other 

hand, Professor Yu Guoming of Renmin University of China focuses on the political 

standpoint. He argues that unless properly controlled, foreign content could pose the risk of 

destabilizing the rule of the communist government. Both aspects seem relevant. The bar is 

set high for foreign OTT operators to enter the Chinese market.  

The other is restrictions on imports of individual content. Various regulations have 

existed for Chinese TV stations to import and broadcast foreign-made dramas and other 

programs. For instance, each station can import only three series of TV dramas a year. Foreign 

animation programs cannot be aired during primetime. In contrast, regulations have been lax 

for online distributions. It has contributed to the rapid expansion of OTT operators. Japan’s 

Fuji Television Network and TV Tokyo have sold their entertainment and animation programs 

to Chinese OTT operators. 

But now that they have become big enough to be a threat to TV stations, the 

broadcasters express frustration at OTT operators who can buy foreign content without 

restrictions. As early as 2013, one executive of CCTV described OTT operators as a major 

threat. This view has become more prevalent over the last few years. SAPPRFT is tightening 

its control on foreign content in response to requests from TV stations as well as from the 

Communist Party leadership, which considers some online content as uncouth or morally 

problematic. Having mentioned the quantitative import restriction introduced in 2014, let me 

introduce recent cases. In December 2015 LeEco began showing “Go Princess Go”, a drama 

about a lady’s man who makes a time travel to ancient China and finds himself as a woman in 

the prince’s harem. It became a huge hit and greatly contributed to increase the number of 

fee-paying members. But SAPPRFT ordered LeEco to suspend the distribution the following 

month, citing the drama’s “low taste”. The accusation is believed to refer to sex and violence 

scenes. The company deleted such scenes and managed to resume distribution. iQIYI also got 



a suspension order for “The Grave Robbers’ Chronicles” and had to cut some scenes to 

distribute it again. Both operators remain mum about this. Another case involved “Addiction”, 

a drama whose theme is homosexuality. It was available on all OTT platforms but distribution 

was suspended in less than a month even before the drama ended. It remains unavailable. 

Internet dramas have featured themes that are difficult to be broadcast on television. But now 

government regulations are getting at them. OTT operators have taken advantage of the less 

strict regulations to headhunt producers who want a freer production environment from 

CCTV and other broadcasters to focus on in-house production. Tighter regulations are likely 

to put the brakes on headhunting.  

The chief of the SAPPRFT bureau in charge of TV and radio said at a meeting with 

industry officials in February 2016 that a standardized screening criteria will be applied for 

online and offline content. This means that programs that cannot be aired on television won’t 

be distributed on OTT platforms. TV content goes through screenings by authorities before 

being broadcast, but screenings of online content are left to OTT operators partly because the 

volume is too large. So online and offline content are not treated exactly the same, but the 

government wants to make clear that they will be subject to the same criteria in principle. 

Behind this move is, apart from political and cultural reasons, that an increasing number of 

Internet-only dramas and their growing influence. 12,000 episodes of Internet dramas were 

produced in 2015. The number had surged 15 times from 800 episodes in 2013.
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When the news of the government plan to tighten regulations on online content broke, 

Internet users were quick to denounce it. “I wish the government would manage food hygiene 

as strictly as it does for online content. It always fails to manage what it should and regulate 

what it shouldn’t,” wrote one user. “The regulations will prompt many Chinese to leave their 

country,” wrote another.  

The Chinese OTT market, where regulations are becoming tighter, is huge but 

extremely difficult to enter for overseas operators and content producers. The stricter 

regulations reflect the tighter and comprehensive grip on the media by the government of 

President Xi Jinping.
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 Until any change occurs in the Chinese political situation, a “civil war” 

among domestic operators will continue in the OTT market.  
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