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Abstract—With the maturity of China's Internet industry, the 

Chinese Internet industry has entered a new wave of mergers 

and acquisitions. This study takes the merger and acquisition 

case of the two largest online video companies in China as an 

example, Youku and Tudou. Its goal is mainly to analyse the 

motivation and performance of the Internet companies’ merger. 

In this study, cumulative abnormal return (CAR) is mainly 

used as a measure of profitability. The results show that as of 

the date of the merger announcement, Youku's CAR keeps at a 

positive value. The market responded positively to Youku 

merge with Tudou, showing a positive short-term effect. The 

study concludes that the motives for Chinese Internet 

companies' mergers and acquisitions are still focused on 

increasing market share and achieve synergy. 
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I. INTRODUCTION 

As China's Internet industry matures, the Internet as a 
driving force for economic development and social progress 
has become increasingly prominent. The Chinese Internet 
industry has entered a new wave of mergers and acquisitions.  

According to the statistics of Zero2IPO Research Centre 
[1], in the Internet industry, 278 transactions in the disclosed 
amount involved a total transaction value of US$14.349 
billion in 2012. According to the 41st China Internet 
Statistics Report issued by CNNIC [2], the use coverage of 
online video in netizens has reached 75% in 2017. The 
development of online video corporations is gradually 
ushering in greater market demand.  

The Internet video industry belongs to the Internet 
industry and is an industry that relies on the Internet to 
operate. iResearch [3] showed that the whole industry is 
generally in the dilemma of loss-making business, whether it 
is funding problems, or profit issues, have caused great 
distress for online video corporations.  

Since Youku merge with Tudou launched the wave of 
mergers and acquisitions in China's Internet video industry in 
2012, this poses new challenges to accelerate the integration 
of the industry.  This study based on the phenomenon of 
emerging Internet industry mergers and acquisitions, 
effectively complements the existing theories of merger and 

acquisition motivation and performance. On this basis, this 
dissertation selected two leading corporations in the online 
video industry, Youku and Tudou, focusing on the analysis of 
corporate motives and performance impacts, providing some 
inspiration and lessons for the future M&A activities of the 
Chinese Internet industry. 

This study based on the phenomenon of emerging 
Internet industry mergers and acquisitions, effectively 
complements the existing theories of merger and acquisition 
motivation and performance. On this basis, this dissertation 
selected two leading corporations in the online video industry, 
Youku and Tudou, focusing on the analysis of corporate 
motives and performance impacts, providing some 
inspiration and lessons for the future M&A activities of the 
Chinese Internet industry. 

II. LITERATURE REVIEW 

A. Mergers and Acquisitions 

Mergers and acquisitions are actions that a company 
purchases most or all of its assets in order to control another 
company. It is generally the dominant entity that combines 
the weaker development ability. Acquisition refers to the 
purchase of another company’s stock in the form of cash or 
securities and an enterprise’s control over the company [4]. 
Another concept is the merger, mainly the merger of several 
companies into a new enterprise [5]. 

This kind of economic behaviour has at least two 
advantages: First, it brings more competitive advantages to 
the bidding company; Second, it is beneficial to the merger 
and acquisition group to achieve business objectives [6]. 
However, there are also shortcomings, due to the information 
asymmetry between M&A parties, hidden risks and costs [7]. 

M&A can be divided into three basic types: Horizontal 
Merger, Vertical Merger, and Conglomerate Merger. 
Horizontal Merger refers to mergers and acquisitions 
between two or more companies that produce and sell the 
same or similar products, that is, mergers and acquisitions 
between companies in the same industry [8]. Youku merge 
with Tudou can be defined as horizontal Merger. Horizontal 
Merger can eliminate redundant facilities between Internet

companies and provide a series of products or services to complement each other's strengths and achieve market share 
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expansion [9]. Vertical Merger refers to mergers and 
acquisitions that occur between companies that have a high 
degree of correlation with a company's production process or 
business process, or that are engaged in different stages of a 
product's business [10]. Conglomerate merger refers to 
mergers and acquisitions between companies that are not 
directly related to the supply of products required by the 
company, the production of goods, or the sale of finished 
products [11]. 

B. Motivation of Merger and Acquisition 

1) Synergies 
Horizontal acquisitions create value by using synergies 

based on cost and revenue.  

Corporate mergers and acquisitions can achieve some 
sort of synergy, which is the effect of 1+1>2. Song and Petti 
[12] used empirical research pointed out that M&A can 
improve the company's efficiency and effectiveness, 
complement each other's resources, and thus increase the 
value of the target company and achieve the synergy effect of 
M&A. Fulghieri and Sevilir [13] use model of endogenous 
synergy creation and shows the synergies of mergers and 
acquisitions will only be realized within a few years after the 
merger. Wang and Liu [14] analysed the short-term market 
performance of the tendering company through test methods, 
and the data presented positively to CAR, which achieved 
short-term financial synergy.  

The complexity of Synergistic mergers also leads to 
integration issues. From the perspective of the bidding 
company, the acquisition may not be favourable. Because 
they may cost too much [15], leading to negative synergies 
[16], or mainly driven by the interests of top managers [17]. 

The future benefits of Internet companies’ mergers and 
acquisitions are difficult to predict. Yang [18] uses the risk 
framework to identify risks in China's Internet M&A 
companies, the experimental results show that it improves 
financial performance but there is also integrated risk. Ma 
[19] analysed the financial ratio of Tencent, the conclusion 
shows the positive effects of financial synergies for Internet 
companies' M&A include: improving profitability and 
improving financial management. Negative effects include 
integration of risks and costs, operational Risks, and 
financing risks. Zhao and Wang [20] used the empirical 
research model to analyse panel data of 44 Chinese Internet 
companies listed in Hong Kong and the United States, it 
found the mergers and acquisitions of Internet companies 
have enabled companies to absorb and integrate new external 
resources and reconfigure and optimize assets in synergies. 

2) Monopoly and market competition theory 
Companies often use acquisitions to increase market 

share, customer groups, and market forces. Fee and Thomas 
[21] and Shahrur [22] examined data sample has proved that 
the monopoly power of upstream market suppliers has 
clearly contributed to the synergistic effect of horizontal 
mergers. Huyghebaert and Luypaert [23] through empirically 
investigate found that horizontal mergers and acquisitions to 
increase industry concentration can help companies achieve 
market power. 

But if Internet companies cannot monopolize the market 
and control customers, they are very likely to be quickly 
eliminated by the market [24]. But Faulhaber [25] analysis 
the AOL–Time Warner merger and result show that due to 
the special nature of the network, the network effect may 
cause anti-trust concerns, which is not conducive to the 

development of the industry in the long term and may lead to 
inefficiency.  

The power of monopoly will limit the function of a more 
efficient market competition mechanism. In the long run, it 
will result in a lack of efficiency of the monopoly itself. 

3) Valuation theory 
Bradley, Desai and Kim [26] analysis CAR of 472 

companies and found that whether acquisitions will 
eventually achieve good results, the valuation of the target 
company will often be improved. But if the price of the 
acquisition is higher than the value of the target company, the 
financial performance of the bidding company will be 
damaged for a long time and no synergies can be produced 
[27]. 

The value and market potential of Internet companies are 
often overestimated [28]. Wang and Zhang [29] analysed the 
merger and acquisition projects of Baidu, Alibaba and 
Tencent, the result pointed out, in the Internet corporation's 
M&As, the degree of relatedness between the businesses of 
the buyer and seller is positively associated with the 
corporate value. Yang and Li [30] used the economic value 
added (EVA) calculation method to evaluate the value of 
mergers and acquisitions by Internet companies, it pointed 
out that mergers and acquisitions of listed companies on the 
Internet will have a positive impact on corporate stock prices. 
For Internet companies, a significant feature of the high-tech 
industry is the inherent uncertainty associated with 
companies whose value depends on the development of 
unknown areas in the future [31]. 

Corporate mergers and acquisitions can increase Internet 
corporate value, but mergers and acquisitions processes, 
strategies, and subsequent integration can have a greater 
impact on corporate value. 

4) Agency theory 
The agency motives show that acquisitions take place 

because they increase the welfare of the acquirer’s 
management at the expense of the acquirer’s shareholders. 
This may not be in the overall interest of the company. 

Jensen [32] believes that managers may have the 
incentive to expand the company to the best scale. The 
reason is that growth usually increases management power 
and compensation. Berkovitch and Narayanan [33] through a 
hypothesis experiment with bid prices as a sample from 1963 
to 1988 found that agency hypotheses imply a negative 
correlation and inconsistency of goals and objectives of 
managers and shareholders. One of the most common 
reasons for merger failure is that managers are overconfident 
because they tend to think that their actions will maximize 
their value [34]. Malmendier and Tate [35] through CEO 
sample measurement and point out that agency problems and 
overconfidence may lead to excessive mergers and 
acquisitions. 

Liu and Li [36] based on the theory of synergy, 
concluded that the merger and acquisition of the Internet 
industry is the choice of the strategic layout of the company, 
but it may also be due to the emergence of mergers and 
acquisitions caused by the arrogance of managers. 

III.  RESEARCH METHOD 

A. Event Analysis 

Event research method is a commonly used short-term 
performance research method. The basic method is to find 
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out the abnormal returns attributed to event research by 
adjusting the returns due to the overall market price 
fluctuations [37]. 

1) Capital asset pricing model 
MacKinlay [38] believes that the most common model of 

normal returns is the market model. The model means that 
the estimation window (usually 120 days) is used before the 
event and the relationship between the company's stock and 
the reference index is obtained through regression analysis. 
Based on the regression coefficients, normal earnings are 
then calculated and used to calculate abnormal returns. This 
study will use the Capital Asset Pricing Model (CAPM) 
model to analyze events. 

The precondition for the use of this method is that the 
securities market must be fully effective [39]. Youku and 
Tudou listed in the United States, and the US stock market is 
Semi-strong-form efficiency. Therefore, this study uses event 
research to perform the short-term performance analysis of 
Youku merge with Tudou. 

2) Capital asset pricing model process 
The first step is to select the event day and event window 

period. The day of the event was the first public 
announcement date. On the timeline, define it as 0. Then, 
using zero points as a centre point, extend N days forward 
and backwards on the time axis, that is, define [-N, N] as a 
complete event period. In the study, the N selected by this 
study is 5, which is defined as [-5, 5].  

The second step is to determine the clean-up period of the 
event. In general, the clean-up period is set in front of the 
window period. Therefore, this study is set to clean-up period 
(-116, -6). 

The third step is to calculate the daily rate of return of the 
company's stock and the daily return of the market index in 
the case of the collection of relevant data. In December 2010 
and August of the following year, Youku and Tudou were 
listed on the New York Stock Exchange and Nasdaq. 
Therefore, this study selects the S&P 500 Index to calculate 
market data for the expected rate of return.  

The fourth step is the calculation of the normal rate of 
return. The method used for this calculation is the market 
adjustment model method. First, determine a cleanup period; 
then, substitute the data into the regression equation; finally, 
calculate the normal rate of return. Among them, the sample, 
explanatory variables and explained variables are estimated 
period data, market index return rate and stocks return rate. 
This method considers two important factors: risk factors, 
average returns. 

The calculation of the normal rate of return is based on 
the CAPM calculation. In the linear regression analysis, the 
clean-up period data, the explanatory variable, and the 
explanatory variable are the data of the period [-116, -6], the 
actual return rate of the company's stock, and the market 
index. 

B. Regression equation: 

                                  (2.1) 

       The actual daily yield of the i-th stock on the t-day 

      Market Index Daily Yield on Day t 

         The intercept of the regression equation 

         The slope of the regression equation 

         Residual value 

With the closing prices of day t and day t-1, the value of 
Rit it can be obtained: 

         
𝑃𝑖𝑡

𝑃𝑖(𝑡−1)
− 1(𝑡~ (−116,−6])     (2.2) 

So 

            
𝑃𝑚𝑡

𝑃𝑚(𝑡−1)
− 1(𝑡~ (−116,−6])    (2.3)    

𝑃            T-day closing price of individual stocks 

𝑃 ( −1)   Stocks t-1 day closing price 

𝑃           Market index t day closing price 

𝑃 ( −1)  The market index t-1 day's closing price. 

After the regression, A and N are obtained, and the 
normal yield is brought into Equation 3-1: 

              𝑖 ̂          𝑡            (2.4) 

The fifth step is to calculate the daily abnormal return 

(AR). Get the stock's normal yield Rit̂ and calculate each 
stock's daily AR in the event period [-5, 5], that is     

           A       −  𝑖 ̂(𝑡~[−5,5])       (2.5) 

The sixth step calculates the CAR. Calculate the 
cumulative excess CARt  of all stocks during the event 
period [-5,5].                   

         𝐶𝐴   ∑ 𝐴 𝑖𝑡(𝑡~[−5,5]) 
 =5      (2.6) 

C. Financial Indicators Analysis 

The analysis method of financial indicators is to analyze 
the financial data of the company before and after the merger 
and acquisition and use the relevant financial indicators of 
the company performance evaluation as the standard [40]. 
Therefore, the financial indicator analysis method has strong 
availability. The main financial indicators are as follows. 

1) Profitability analysis 

The ultimate profit is one of the most important reasons 
for the M&A activity of the company. The ability to gain 
profits can be illustrated by measuring profitability indicators 
[41].  

This study will use the following related formulas: 

Gross Profit Margin = (Net Sales - Product Cost)/Net 
Sales 

Net Profit Margin = Net Profit/Sales Revenue 

Return on Equity = Net Income/Book Value of Equity 

Return on Assets = Net Income/Average Total Assets 

2) Operating capacity analysis 

The operating capacity analysis reflects the efficiency of 
the company's use of assets. if the occurrence of mergers and 
acquisitions will significantly improve corporate asset 
management capabilities, then it can also achieve its goal of 
profit [42].  

This study will use the following related formulas: 

Account Receivable Turnover Ratio = Net Credit 
Sales/Average Accounts Receivable 
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Current Assets Turnover Ratio = Sales revenue/Average 
current assets. 

Total Assets Turnover Ratio = Net Sales/Average Total 
Assets 

3) Growth capability analysis 
The growth capability represents the company's future 

development trend, which is mainly reflected in the 
expansion of business scale, operating income, and operating 
profit growth [43]. M&A is an effective way to expand the 
scale of enterprises to achieve economies of scale.  

This study will use the following related formulas: 

Increase Rate of Main Business Revenue= (Total 

Revenue of This Year- total revenue of Last Year）/ Total 

Operating Income of Last Year 

Increase Rate of Net loss = (Net profit of This Year- Net 
profit of Last Year)/ Net profit of Last Year 

Total Assets Growth Rate = (Total assets at the end of the 
year - Total assets at the beginning of the year) / Total assets 
at the beginning of the year 

IV.  DATA DESCRIPTION AND DATA ANALYSIS 

A. CAPM 

Youku and Tudou signed a merge agreement on March 
11th, according to the theory of effective market hypothesis, 
the disclosure date of March 12 should be set as the event 
day. In this case, five trading days before and after the event: 
the data from March 5, 2012 to March 19, 2012 is the event 
window, and the estimation window is from September 23, 
2011 to March 2, 2012. 

According to the setting of Chapter 2, this section 
analyses the impact of M&A events on the short-term 
performance of Youku. The results are reported in Fig 3.1 
and Fig 3.2. On the day of the M&A announcement (March 
12, 2012), Youku’s abnormal return rate was 26.95%. 
However, after the M&A announcement date, the stock price 
continued to decline until the fourth day after the M&A 
announcement date. From the point of cumulative abnormal 
return, Youku has received a positive cumulative abnormal 
return of 21.30% as of the date of the merger announcement, 
which is significant at the 1% level. But as of March 19, 
2012, the cumulative abnormal return was negative, but not 
significant. Overall, on the day of the M&A announcement, 
the market responded positively to Youku merge with Tudou, 
it shows a positive short-term effect. 

 

Fig. 1.  The Event Study Results of Youku Merge with Tudou's Impact on 
Youku's Short-Term Performance Table 

 

Fig. 2.  The Event Study Results of Youku Merge with Tudou's Impact on 
Youku's Short-Term Performance 

 

Fig. 3.  The Event Study of The Influence of Youku Merge with Tudou On 
the Short-Term Performance of Tudou Table 

 

Fig. 4.  The Event Study of The Influence of Youku Merge with Tudou On 
the Short-Term Performance of Tudou 

Further, this section examines the impact of this 
acquisition on Tudou’s short-term return. The results are 
shown in Fig 3.3 and Fig 3.4. Observe that this acquisition 
event has a positive impact on Tudou in the short term. On 
the day of M&A announcement, Tudou obtained the 
abnormal return of 156.87%, which was significantly higher 
than 26.95% of Youku. As of the announcement date, 
Tudou’s cumulative abnormal return was 178.36%, and it 
was significant at the 1.0% level. This shows that for Tudou, 
the investors made a more positive response. 

 

Fig. 5.  Youku Merge with Tudou Synergies with The Two Companies 

Finally, the short-term synergy estimate is equal to the 
total value of Youku and Tudou's CAR multiplied by their 
respective day before the event window. The synergy 
analysis results produced by Youku merge with Tudou are 
shown in Fig 3.5. It can be found that on the day of M&A 
announcement, the two companies received a total of 183.82% 
of the abnormal return. On the news disclosure day, the total 
CAR of Youku and Tudou was US$ 2.807 billion, which was 
significantly higher than the US$ 774 million in the previous 
trading day. As of the last day of the study's event window, 
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on March 19, 2012, the total market value of the merger for 
the two companies brought in approximately US$1.862 
billion in cumulative abnormal return, of which Youku and 
Tudou were US$170 million and US$1.692 billion, 
respectively. This shows again that this merger and 
acquisition incident has brought positive returns to both 
companies, but the positive impact on Tudou is significantly 
greater than that of Youku. 

B. Financial Indicators Analysis 

1) Profitability Analysis 
Fig 3.6 reflects the changes in the profitability of Youku 

and Tudou. As can be seen from the related indicators in Fig 
3.6, Youku's profitability before the merger is stronger than 
Tudou. After the merger, the gross profit margin is higher 
than the gross profit margin before the merger, which 
indicates that the merger and acquisition activity still gives 
Youku strong profitability. The net profit margin indicator 
changes show that both Youku and Tudou's net profit margin 
after the merger was stronger than before the merger, but it 
declined in 2014, indicating that the loss still exists. Return 
on equity and return on total assets have a similar situation. 
However, after the merger and acquisition of the two 
indicators have appeared in the first increase and then drop 
the process, indicating that the ability to use assets to obtain 
profit changes is not great.  

So, after the merger, Youku Tudou Inc.'s operating 
income has been greatly improved, gross profit margin has 
risen steadily, losses have gradually narrowed, and initial 
success has been achieved. 

 

Fig. 6.  Youku Tudou Inc. Profitability Analysis 

2) Operating capacity analysis 
This section mainly uses the three key financial 

indicators in Fig 3.7 to measure the change in the operating 
capacity before and after the merger of two companies. 

 

Fig. 7.  Youku Tudou Inc. Operating Capacity Analysis 

Account receivable turnover data changes show that the 
performance of Youku before the merger was significantly 
better than Tudou. However, it is weaker than Tudou in 
current assets turnover and total assets turnover. This is 
because the difference between Youku and Tudou's operating 
income is not very big, but Youku's assets are larger. Youku's 
account receivable turnover showed a steady decline. 
However, through the merger and acquisition activity, 
Tudou's account receivable turnover has been improved. 
About current assets turnover and total assets turnover, 
Youku's current assets turnover has improved significantly. 
The two indicators of Tudou's change are not very obvious, 
which is due to the small scale of the current assets and total 
assets of Tudou before the acquisition. 

After Youku merge with Tudou, M&A activity has only 
played a limited positive role in the improvement of 
operational efficiency. 

3) Growth capability analysis 
This section measures changes in the growth ability of 

Youku and Tudou before and after M&A from three 
indicators in Fig 3.8. The growth rate in 2012 is relative to 
the sum of the two companies in 2011, because M&A 
activity was completed in 2012. 

 

Fig. 8. Youku Tudou Inc. Growth Capability Analysis 

The total assets growth rate reflects the extent of business 
expansion. Prior to the merger, the two companies’ assets 
expanded rapidly. After the merger, the total asset growth 
rate first showed a downward trend and then rebounded. It 
indicated that there is no rapid expansion of demand.  

The data on the increase rate of main business revenue 
shows that the growth rate after mergers and acquisitions is 
weaker than that before mergers and acquisitions, but it tends 
to be flat after the merger and acquisition. The net loss 
indicator shows that the net loss before merger and 
acquisition is gradually decreasing, indicating that the degree 
of loss is decreasing. After the merger and acquisition, the 
net loss growth rate has stabilized, but the net loss is still 
slowly expanding. 

In a comprehensive view, M&A performance begins to 
show positive. However, the change is not very obvious and 
needs further analysis from a long-term perspective. 

V.  CONCLUSION 

The study used Youku merge with Tudou as a case and 
used many valuable data to discover the motivation and 
performance of Internet companies' M&A in the new era. 
And this study found that the traditional theory of mergers 
and acquisitions can still continue to explain some of the 
problems of modern Internet companies' mergers and 
acquisitions. 

The results of the study show that the motives for 
mergers and acquisitions of Internet companies in China still 
include synergies, strengthening market competitiveness, 
increasing corporate value, and agency issues. M&A 
behavior can bring about a short-term positive impact on 
corporate performance. The results of the study partially 
comply with the results of the discussion in the literature 
review. 
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