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"Mobile + AIoT" Strategic Analysis of Xiaomi Company

1. Introduction
With the establishment of magnitude scale, head mobile phone manufacturers gradually formed Matthew effect. Meanwhile, with the gradual popularization of 5G technology in the future, the computing power on smart phones will gradually disperse and transfer to multi-terminal side, such as smart home. However, Xiaomi's earlier AIoT strategy can occupy an advantageous position with its Xiaomi ecological chain foundation and drive the development of mobile phone business.
In July 2012, Mi Cloud was established, which is the personal data center of Xiaomi mobile phone users and targets Apple iCloud. Later, Xiaomi integrated cloud was built to meet the needs of the business team for storage and computing. Since 2014, MIUI ecological cloud has been built, providing one-stop cloud services and solutions for many MIUI ecological chain enterprises and partner enterprises, and building MIUI's big data ecology and artificial intelligence ecology through cloud services.
Xiaomi's advantages in AI can be summarized into three aspects: First, hardware advantages; Second, strong big data acquisition ability; Third, wide and deep ecological chain layout, namely product line capacity. At a deeper level, Xiaomi is not simply a mobile phone company or a new retail company, but a big data and AI company.
Based on this, Xiaomi implements the "dual-engine strategy of mobile phone +AIoT"（Figure 1）.

Figure 1: AIoT Model
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Source:(Lee, 2018)

AIoT combines artificial intelligence (AI) technology with Internet of Things (IoT) infrastructure to achieve more efficient operation of the Internet of Things, improve human-computer interaction, and strengthen data management and analysis. Artificial intelligence can transform IoT data into useful information for improving decision-making process, thus laying the foundation for new technologies such as IoTDaaS (Gerry Christensen, 2019).
 
2. Implementation and Challenge of New Strategy: Five Forces Model Analysis 
2.1 Five Forces Model Analysis
[bookmark: OLE_LINK4]In strategic management, porter's five forces model is used to analyze the characteristics of an industry, and Xiaomi is just a case in an industry. This paper takes Xiaomi's "mobile phone + AIoT" dual-engine strategy as the entry point of the mobile industry and uses the five forces model (Figure 2) to analyze how Xiaomi adapts to this new strategy.
Porter's Five Forces Model starts from five competitive forces, which determine the profitability and level of enterprises: the threat of entrants, the threat of substitutes, the bargaining power of buyers, the bargaining power of buying houses, and the competitiveness of existing competitors (Porter, 1985). 

Figure 2: Porter Five Forces Model
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Resource：(Johnson et al., 2011; Porter, 1985)
2.1.1 Supplier Power 
[bookmark: OLE_LINK3][bookmark: OLE_LINK2][bookmark: OLE_LINK16]The bargaining power of suppliers depends on: the number of suppliers per basic input; the uniqueness of their products or services; the relative size and strength of suppliers; and the cost of switching from one supplier to another(Johnson et al., 2011). The conditions that make suppliers strong often correspond to those that make buyers strong. Vendors impose bargaining power by threatening to raise prices or lower quality (Cafferky, 2005).
The strategy of Xiaomi supply chain has gone through the initial stage, exploratory stage and mature stage. In the initial stage, Xiaomi enters a mature and increasingly competitive market. It is not easy to persuade suppliers, because at that time, Xiaomi has no brand, no factory, no sales record, let alone profit. 
By the exploratory stage, Xiaomi has achieved scale effect in the product, and its bargaining power has been significantly enhanced. It can have more cost advantages than other competitors when negotiating with suppliers.
Since 2016, the supply chain of Xiaomi has entered a mature stage. At this time, Xiaomi has become a large Chinese mobile phone factory. It can actively select suppliers. For example, for CPU, Xiaomi has three suppliers: MediaTek, Qualcomm and Pinecone (ESMC, 2019). However, Xiaomi still has a long way to go with the foreign first-line mobile phone manufacturers such as Samsung, Apple, Nokia and LG. These manufacturers adopt the Backward Integration Strategy (Harrigan, 1984; Grossman and Hart, 1986), which is not only a mobile phone manufacturer, but also a manufacturer of key chips and components. Developmental strategies are sought by acquiring ownership or enhancing control over suppliers.
After adopting the dual-engine strategy, Xiaomi's suppliers shuffled their cards again. Burkitt (2014) argues that intelligent interconnection products are revolutionizing traditional supplier associations and redistributing bargaining power. Xiaomi expands the scope of suppliers. On the platform of Xiaomi IoT developers, large enterprises such as Philips and Changhong have jointly built smart home, smart household appliances, health wearable and other Internet of Things experiences with Xiaomi. Intelligent and interconnected products reduce the bargaining power of traditional suppliers for the components of physical products. Compared with intelligent and associated components, traditional suppliers will provide fewer products that may be commercialized or replaced by software. The importance of traditional suppliers to the cost of the whole product often decreases, and their bargaining power also decreases.
2.1.2 Buyer Power
The buyer is the direct customer of the enterprise, not the final customer (Johnson et al., 2011). Buyers' bargaining power is driven by the following factors: the number of buyers in the market; the importance of each buyer to the organization; and the cost of switching buyers from one supplier to another (Johnson et al., 2011).
Consumer groups of smartphones are diversified. Consumer behavior tends to mature. Product marketing moves from extensive to refined, from hardware and cost-effective competition to service and ecological competition. Smartphone consumption behavior, lifestyle and attitude, purchase decision-making mode have undergone fundamental changes, hardware parameter competition will be weakened, consumers will pay more attention to appearance design, material technology, software and hardware applications and safety (Tussyadiah, 2016; Zhu et al., 2003).
In terms of the number of individual consumption groups of Xiaomi, there are huge consumption groups in China and India, and the consumption demand in less developed areas is further expanded (Xiaomi, 2018a). From these aspects, Xiaomi should try its best to meet most of the market demand by making low-price and high-quality products. From the beginning of its establishment to the present day, Xiaomi smart phone is proud of its claimed cost-effective basis. In other words, Xiaomi product is still the price to attract users. Different from other domestic mobile phones, Xiaomi mobile phone has better configuration and better performance. If the price is raised, it will lose its advantage in homogeneous products, and will naturally not have the current support.
From the perspective of the cost of mobile phone replacement, in the mobile phone industry in the past two years, consumers can choose similar products from a large number of other mobile phone brands. For customers, there will be more choices and they will be able to decide which mobile phone manufacturer to buy in the future. Nowadays, with the development of information and the smooth network, consumers are more likely to get more comprehensive information through the network. Through comparison, price, manufacturer and type of ratio, it leads to the domination of the market and its bargaining power is very strong. Xiaomi has been using the online model to sell, avoid bargaining with buyers, and use the hunger marketing strategy, which has achieved great success. However, due to a series of problems such as delayed delivery and after-sales service, which has eroded the patience of some supporters and encountered various criticisms, thus losing many users.
When Xiaomi adopts a new strategy, Xiaomi IoT developer platform is oriented to smart home, smart home appliances, healthy wear, travel and other fields, so that consumers who use Xiaomi can have closer relationship with enterprises and customers of smart interconnected products. By capturing rich historical and product usage data, buyers are accustomed to Xiaomi ecosystem, and the cost of switching to new suppliers increases. At the same time, intelligent interconnection products can make buyers better understand the real product performance, thereby increasing purchasing power, so that they can make a manufacturer stand out. In addition, intelligent interconnection products allow companies to reduce their dependence on distribution or service partners, which can increase profits, thereby reducing or reducing the bargaining power of buyers.
2.1.3 Threat of Substitution
If there are close substitutes in the market, the customers will have more choices. If the merchants increase their prices, the customers will probably choose substitutes. When a large number of customers choose alternatives, this will reduce the strength of suppliers, but also reduce the market attractiveness of products. As there are more and more cross-industry enterprises, two enterprises in different industries may also substitute each other to produce competitive behavior, which affects the competitive strategy of each enterprise.
At present, Android system and IOS system dominate the smartphone system. Xiaomi mobile phone uses MIUI system based on android. The speed of updating mobile phone system and hardware upgrade is very fast, and the cost is constantly decreasing. To maintain the sustainable competitiveness of mobile phone, we should always be vigilant about the speed of technological updating of competitors.
There is another threat from mobile phone substitutes. Although the products that can replace the functions of mobile phones, such as time calling software, training software, electronic watch, Ipad and tablet computer, exist and can replace a certain function of mobile phones, their comprehensive functions and portability are far from replacing mobile phones. However, companies should not underestimate the changes brought by disruptive technologies and replace existing markets, industries and technologies, which develop unique, more efficient and valuable things (Bowen and Ozuem, 2019; Armstrong, 2017). It's hard to say when a replacement will arrive, depending on how quickly the new product is developed and when it can be mass-produced.  Judging from the current smart phones and VR glasses, a new generation of communication platform is getting closer to consumers. 
[bookmark: OLE_LINK1]The performance, customization and customer value of Xiaomi Internet of things ecosystem make Xiaomi Internet products more competitive than Vivo and OPPO and improve Xiaomi's profitability. It should be noted, of course, that smart connectivity products also pose a new alternative threat, including a broader set of features that encompass traditional products. Intelligent connectivity products promote new business models that replace product ownership and reduce the general demand for products. Xiaomi can reduce the threat of substitutes by being service-oriented rather than just product-oriented, and by understanding customers' core needs rather than what they buy.
2.1.4 Threat of New Entry
In the world of intelligent interconnection, new entrants have numerous new obstacles, first of all, the high fixed costs of high product design, embedded technology and numerous layers of new IT infrastructure. Expanding product definitions may increase barriers to entry. For the new competitors who intend to occupy the Internet of Things market by entering the mobile phone industry, the existing major mobile phone manufacturers have set many barriers to entry. 
By investigating the current situation of service utilization in the intelligent life industry, it is found that the market coverage of intelligent functions can be divided into three steps: the first step includes query, communication and chat, which relies mainly on image recognition and speech recognition technology; the second step includes traffic guidance, entertainment video, reminder; and the third step includes knowledge education, travel recommendation and life service recommendation. The utilization rate of personal assistants such as traffic guidance, reminder and life service recommendation is relatively low in the second and third steps, which is an opportunity for the development of AI services.
Entry barriers also rise when active residents gain critical first benefits by collecting, collecting and using information to enhance services and redefine sales services. First of all, in the middle and low-end mobile phone customer market, the competitive field has become a red sea, referring to the well-defined, highly competitive industries (Johnson et al., 2011). At present, Chinese giants such as Xiaomi, Huawei and Lenovo have a large share of the middle and low-end market (QuestMobile, 2018). Although Meitu, 360 and other companies are also starting to produce mobile phones, it is difficult for them to gain enough profitable market share in a short time. Even if it is profitable, the profit margin is very limited. Its market acceptance and market share have little influence on Xiaomi mobile phones. Secondly, in the high-end area of mobile phones, Xiaomi is not competitive. Its threat comes not only from the competition risk of other big brands made in China, but also from the competition between Apple and Samsung for market share. For high-end brands, customer loyalty is higher(Jung and Shen, 2011; Ghodeswar, 2008; Keller, 2009). Other barriers to entry may include increased switching costs and customer loyalty. It should be said that Xiaomi's layout many years ago has accumulated a large number of users (occupying the low-end market of mobile phones), making it possible to lay out AIoT today.
2.1.5 Competitive Rivalry 
Competitors are companies that offer similar products and services to the same consumer group. The first four factors will affect the direct competition between enterprises and their competitors. In addition, the factors affecting enterprise competition follows: competitor balance, industry growth rate, high fixed costs, high exit barriers, low differentiation (Johnson et al., 2011).
First, the growth rate of the mobile phone industry has declined. At present, the global mobile phone market is saturated. Smartphone shipments fell 6.6% in the first quarter of 2019 compared with the same period last year, according to IDC. Shipments fell for a sixth consecutive quarter. According to the data, Xiaomi sold 25 million phones in the first quarter of 2019, down 10.2 percent year-on-year. In addition to Huawei, Vivo is the only other supplier on the market that can increase shipments at 1Q19 (IDC, 2019).
The second is the low differentiation of the mobile phone market. If there are no big differences between mobile phone products or merchant services, consumers can easily switch between competing enterprises and competition will intensify. Competition in the same industry is extremely fierce in the low-end products, and the high-end product sales of Xiaomi mobile phone account for a very limited proportion (the average price of mobile phone sales is less than 900 yuan), so Xiaomi receives great pressure from the peers (Xiaomi, 2018b). The phenomenon of "homogeneity" of mobile phones causes users' aesthetic fatigue. In recent years, the basic functional elements of mobile phones have been constantly innovated and popularized, but the suppliers of components are fixed, and there is no disruptive innovation in mobile phones. These designs will be imitated or even overtaken in the next quarter.
Xiaomi's two-engine strategy is also about improving its competitiveness by differentiating itself for customers, who prefer the company to develop personalized products for themselves. This, of course, leads to higher upfront costs for software development and product design. This is because companies want to spread their fixed costs over larger volumes, and these high costs lead to price pressures. However, greater expansion of the capacity of intelligent connected products may tempt enterprises to compete with competitors in terms of functionality and functionality. This will lead to improved product performance, resulting in higher costs and lower industry profitability.
2.2 Challenges for Xiaomi
[bookmark: OLE_LINK5]Through the analysis of the above reasons, the mobile phone industry has begun to mature from the stage (buyers have stronger bargaining power; Low growth rate, standardized products, but higher barriers to entry, market share and cost are key) to the recession period (especially fierce competition, many general enterprises exit, there is price competition, cost and input is key).
1. As far as the smartphone market is concerned, the main challenge is that the developed countries have saturated the market and need to seek new innovative growth points. Klepper (1996) identified the same innovation activity mode and industry development mode with respect to the product life cycle. Innovation activities tend to be largest in the early stages of the life cycle. When entering the early and growth stages, recent entrants account for a disproportionate share of product innovation. As the development of the life cycle of the stage matures, there is a unique and obvious innovation activity that changes the track from new entrants to establishing enterprises (Klepper, 1996; Audretsch and Feldman, 1996).The current mobile market trend is future possibilities or innovations, including 5G networks, Internet of things, etc (Jeremiah and Kabeyi, 2018). Xiaomi urgently needs to lay out new market growth points.
[bookmark: OLE_LINK17]2. Expand Xiaomi's user base through Xiaomi ecological chain and enhance customers' brand loyalty. Xiaomi very early layout of ecological chain has made good results, but this ecological cooperation is still relatively fragile, hidden worries are obvious. At present, the sales volume of ecological chain products is 8 to 2 compared with that of mobile phones, while the profit of mobile phones still accounts for 70% (Xiaomi, 2018a). According to the report released by Penguin Intelligence (2019) , among the mobile phone brands that are willing to change in the future, those that still use the current brand are still retained. The survey shows that the loyalty of Huawei users is up to 62.2%; Xiaomi was next at 49.6%; OPPO and VIVO are both around 40%. Users’ loyalty to current mobile phone brands is not so high.  
3. Xiaomi's most prominent problem is its weak core research and development capabilities such as AI. From the perspective of risk, if Xiaomi moves towards the light operation mode of user operation, there is a risk that Huawei will distance itself from AI and other R&D aspects. On the surface, Qualcomm supports Xiaomi, but also doomed to let Xiaomi subject to Qualcomm, become the "ATM" of Qualcomm profits, Qualcomm also needs to find a balance between Xiaomi and other partners. From the perspective of AI, the common commanding heights of Xiaomi, Huawei mobile phones are actually the integration of cloud intelligence and terminal intelligence. It is worth observing whether Xiaomi can have a faster response speed to the intelligent era in the case of backward basic research and development. 
3. Changes in Xiaomi's Organizational Structure
[bookmark: _Hlk18605419]In order to adapt to the new strategy, Xiaomi has adjusted its organizational structure from the whole to the part, involving organizational structure optimization, technology, internet, internationalization, hierarchical structure and so on, so as to realize the transformation from flat to hierarchical structure. Figure 3 shows Xiaomi’s flat organizational structure in the past.

Figure 3: The Flat Organizational Structure of Xiaomi
[image: ]
Resource: Author
3.1 The Reasons for Change Flat Organizational Structure in Xiaomi
1. Flat structure hinders Project Refinement
Flat structure requires everyone to be versatile and the division of tasks is not clear. However, people's energy is limited, and the probability of taking both sides into account will be neither elaborate. The advantages of hierarchy lie in that senior talents concentrate on project judgment, intermediaries are responsible for disassembly tasks, and junior personnel are responsible for landing implementation.
2. Flat structure will make the company unauthorized
Xiaomi's business is becoming more and more complex, and more and more personnel. One operation may involve hundreds of people from several departments. Flat structure can quickly deliver tasks, but it is difficult to achieve reasonable and effective authorization. A good hierarchy is to authorize people at the corresponding level.
3. Flat structure can easily lead to more waste of resources
When a company was young, flat structure even brought losses, the problem was not big, but with the development of the company, it faced the investment of larger funds. If there was no supervision, it would easily lead to investment errors or waste of resources.
4. Flat structure will bring resistance to talent recruitment
Senior talent is the core competitiveness of the company, but there are many non-materials needs for senior talents, such as platform bonus, expanding the scope of authorization and so on. Flattening will greatly reduce the satisfaction of this non-material demand. This leads to the loss of senior talents.
3.2 Adjustment of Xiaomi's Organizational Structure
[bookmark: OLE_LINK6][bookmark: OLE_LINK7]In order to adapt to the dual-engine strategy, on the one hand, with the development of Xiaomi AIoT ecosystem, the weight of AIoT and Internet business outside mobile phones is getting higher in China, showing the trend of ecological development; Xiaomi also strengthens the promotion of AIoT strategy from the organizational structure level, splitting AI and cloud platform department. For three departments - AI, Big Data and Cloud Platform, reporting directly to the CEO, a group of young technical management talents were allocated, which laid a good foundation for organizational construction and talent reserve to implement the dual-engine strategy of "mobile phone + AIoT" fully. On the other hand, on the eve of the 5G outbreak and the increasingly fierce competition in the mobile phone market, Xiaomi needs to continue to explore new retail, increase investment and enhance the synergy efficiency of various business departments of the group.
After Xiaomi was listed on the market, it has undergone four organizational restructuring adjustments (Figure 4):
First time: September 2018. In terms of organization, Xiaomi has set up a new Group Staff Department and Group Organization Department; in terms of business, the original TV Department, Ecological Chain Department, MIUI Department and Mutual Entertainment Department have been reorganized into 10 departments, including TV Department, Ecological Chain Department, NB Computer Department, Intelligent Hardware Department, IoT Platform Department, Goods E-Commerce Department and 4 Internet Departments
(Xiaomi, 2018a).
Second time: In December 2018, the sales and Service Department of Xiaomi was reorganized into China. Several senior managers were commissioned to be responsible for online and offline sales, international business respectively. The original sales and operation part were divided into two departments responsible for mobile phones, TV, ecological chain and other business(Xiaomi, 2018a).
Third time: After the Spring Festival in February 2019, Xiaomi Mobile Department has also set up a staff department, which is focus on the sales and operation of the mobile phone business, business operation analysis, cost accounting business, reporting to the president of Xiaomi. The product cost department is merged into the mobile phone staff department. In addition, Xiaomi group is gradually promoting the management hierarchy landing.
Fourth time: In March 2019, the Group Technical Committee was set up, and 14 general managers and deputy general managers were appointed in the core management positions. This is also the largest organizational structure adjustment of Xiaomi since the establishment of the Group Organizational Department and the Staff Department last September. The Technical Committee is the continuation of the Quality Committee. The establishment of an independent technical committee will be the strategic height of the technology. These two structural adjustments laid the foundation of organizational structure and talent reserve for the full implementation of the "Mobile + AIoT" dual-engine strategy.

Figure 4: The Adjusted Organizational Structure of Xiaomi
[image: ]
Resource: Author

4. Conclusion
The organizational structure adjustment of Xiaomi is precisely to calibrate the waterway, strengthen the brain and exercise the muscles, so as to ensure that Xiaomi stand up. The promotion of AIoT strategy has been strengthened from the organizational structure level. With AIoT Strategic Committee as a breakthrough, the aim is to empower and control business departments from three levels of strategy, management and technology. Strategic empowerment and management and control: each business department (except mobile phone department) does not have a staff department, its strategy formulation and deployment capacity is insufficient, the headquarters staff department formulates the strategic direction for it, at the same time, in the strategic direction, strategic implementation and strategic adjustment to control; management empowerment and control: management empowerment and control focus on the talent management. Among them, the organizational department is responsible for the management and control of the whole middle and senior managers; the Staff Department is responsible for pointing out the development direction of first-line high-quality talents and providing growth opportunities. Technology empowerment and management: The Technical Committee and the AIOT Strategic Committee are responsible for the connection between technology strategy and business development, controlling the whole technology development direction and providing technical support for business development.
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