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ABSTRACT

In the context of escalating global competition within the technology sector and
an intensifying battle for talent, equity incentives have emerged as a pivotal
instrument for attracting and retaining elite professionals, extensively embraced by
leading technology firms. Following Xiaomi's initial public offering in 2018, the
company rolled out 17 equity incentive schemes, encompassing more than 15,000
staff members, with both the scale and cadence of these initiatives substantially
surpassing industry norms. Nevertheless, equity incentives present inherent drawbacks,
including the dilution of shareholder equity and the potential for myopic managerial
decisions. The core components of equity incentive design, namely intensity, target
demographics, and modalities, exert a profound influence on financial outcomes,
necessitating investigation.

This research employed a mixed-methods approach, integrating qualitative and
quantitative analysis, with Principal-agent Theory, Motivation Theory, and Human
Capital Theory serving as the core analytical lenses. By systematically analyzing
Xiaomi's financial statements and related operational data from 2018 to 2024 through
qualitative interpretation and panel data models including descriptive analysis,
correlation analysis, and robustness tests, the study aimed to dissect its unique
dynamics of extensive equity incentives amid strategic shifts to ecosystem services.
The objectives were as follows: (1) To verify that the equity grant ratio can enhance
Xiaomi's financial performance. (2) To verify that executive incentives can enhance
Xiaomi's financial performance. (3) To verify that the RSU (Restricted Stock Unit)
and performance stock mixed model can enhance Xiaomi's financial performance. The
research process involved an in-depth case analysis guided by the theoretical
framework and the construction of panel models to accurately identify the net causal
effects of incentive design adjustments.

Based on the empirical findings, this study proposes the following targeted
optimization suggestions: (1) Implement a tiered and dynamic equity incentive grant
system;(2) Differentiate incentive structures to align with the strategic contributions of
different talent groups; (3) Strategically select and combine equity.

In summary, through a systematic analysis integrating theory and empiricism,

this study not only reveals the financial impact mechanisms behind Xiaomi's extensive
|



equity incentive strategies but also proposes actionable optimization pathways across
three dimensions: incentive intensity, target demographics, and incentive models.
These recommendations provide specific directions for Xiaomi to improve its
financial performance and serve as a theoretical reference and practical guide for other
technology enterprises facing similar challenges, holding significant practical
importance for enhancing overall talent management and financial efficiency in the
industry.

Keywords: equity incentive, principal-agent theory, motivation theory, human capital
theory, financial performance.
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Chapter 1 Introduction

1.1 Background of the Study

Amid the global digital transformation, the technology sector has become a key
driver of economic growth. According to International Data Corporation (2023), the
global tech industry has surpassed 5 trillion US dollars in value, with sub-sectors such
as smart hardware, artificial intelligence, and the Internet of Things growing at an
annual compound rate of 12.7%. Since its founding in 2010, Xiaomi has rapidly
grown into the world's third-largest smartphone manufacturer, thanks to its innovative
business model and agile supply chain system. Its smart ecosystem products are
available in over 100 countries and regions (Lei, 2023). Xiaomi's rise has not only
reshaped the global consumer electronics market but also set a benchmark for the
international development of emerging tech companies.

In this context, the competition for talent has become a critical bottleneck for the
sustainable development of tech companies. According to the McKinsey Report
(2024), the turnover rate of top technical talents is as high as 25%, and equity
incentives, a key tool for long-term retention of core talents, have been adopted by 92%
of global tech giants. Since Xiaomi's IPO in 2018, it has implemented 17 equity
incentive plans, covering over 15,000 employees, with the scale and frequency of
these incentives far exceeding the industry average (Xiaomi Group, 2023). This
strategy has significantly supported Xiaomi's technological innovation: from 2020 to
2023, Xiaomi's R&D investment grew at an average annual rate of 31%, and its global
patent portfolio ranked among the world's top five (World Intellectual Property
Organization, 2024).

However, the dual-edged nature of equity incentives is becoming increasingly
evident. On one hand, excessive incentives can lead to shareholder equity dilution (for
example, Xiaomi's incentive expenses accounted for 18.7% of its net profit in 2022),
which can raise questions in the capital market (Zhang, 2020). On the other hand,
mismatches in incentive models can result in short-sighted management behavior
(Edmans et al., 2013). Empirical studies by Edmans et al. show that stock options with
a short-term orientation tend to reduce R&D investment. This is particularly true for
companies like Xiaomi, which are transitioning from hardware to ecosystem services.
Balancing the intensity of incentives, the selection of targets (executives, technical
experts, or regular employees), and the design of incentive models (options or RSUSs)
becomes a critical issue affecting financial sustainability (Zhao, 2024).

Therefore, at a time when the competition paradigm of the technology industry
has shifted from "technology iteration” to "enduring talent war", accurately analyzing
the mechanism of the role of equity incentive on Xiaomi's financial performance is not



only related to the strategic upgrading of the enterprise itself, but also provides key
paradigm reference for the same industry.

1.2 Problems of the Study

Against the backdrop of increasingly fierce competition in the technology
industry and the escalating talent war, equity incentives—as a strategic long-term
incentive mechanism—nhave become a core component of talent management systems
adopted by technology giants such as Xiaomi (Su & Alexiou, 2020; Frontiers in
Environmental Science, 2022). By binding employee interests to long-term company
value, such incentives can theoretically attract and retain top talent, stimulate
innovation vitality, and ultimately translate into excellent financial performance
(Zhang, 2022). However, practice reveals a significant gap between actual outcomes
and theoretical expectations, with complex challenges in controlling incentive
intensity, selecting appropriate incentive models, and targeting recipients during
design and implementation (PMC, 2023; MDPI Sustainability, 2023). Especially
regarding shareholder equity dilution, short-term behavioral risks by management, and
balancing long-term versus short-term effects of different instruments, many
controversial issues remain that require urgent attention, including the phenomenon
where the intensity of equity incentive grant ratios may impact Xiaomi’s financial
performance by either diluting shareholder value or failing to motivate employees
effectively, the way equity incentives for executives could affect Xiaomi’s financial
performance through their influence on strategic decision-making and revenue growth,
and the manner in which the equity incentive model combining Restricted Stock Units
(RSUs) and performance stock might influence Xiaomi’s financial performance by
balancing retention with performance-driven outcomes.

1.3 Questions of the Study
1. Does the intensity of equity incentive grant ratio impact Xiaomi's financial
performance?

2. Does equity incentive for executives affect Xiaomi's financial performance?

3. Does the RSU and performance stock mixed model affect Xiaomi's financial
performance?

1.4 Objectives of the Study
In the rapid development of technology enterprises, equity incentives have
become a key management tool for balancing short-term performance and long-term
value creation (Su & Alexiou, 2020; Zhang et al., 2022). However, there are still three
important gaps in current research on the effectiveness of equity incentives: firstly,
2



there may be a non-linear relationship between incentive intensity and financial
performance, but the specific threshold effect is not yet clear (Li et al., 2022; Xu &
Liu, 2023); secondly, there is a lack of empirical evidence on the differentiated
incentive effects for employees at different levels, such as executives and core
technical talents (Liu et al., 2023); finally, different incentive models (such as stock
options and restricted stocks) may have vastly different impacts on a company's short-
term profitability and long-term innovation capabilities (Zhang et al., 2022; Su &
Alexiou, 2020). Based on this, this study focuses on the practical case of Xiaomi
Company, aiming to achieve the following three key research objectives.

1. To verify that the equity grant ratio influences Xiaomi's financial performance.
2. To verify that executive incentives influences Xiaomi's financial performance.

3. To verify that the RSU and performance stock mixed model influences Xiaomi's
financial performance.

1.5 Scope of the Study

This study encompassed a broad spectrum of equity incentive practices in the
global technology sector, with a concentrated yet in-depth case analysis on Xiaomi
Group's implementations from 2018 to 2024—a period spanning post-IPO maturation,
strategic pivots toward ecosystem services, and responses to market volatilities—
utilizing its extensive and representative rollout of 17 incentive plans engaging over
15,000 employees as a robust sample base to draw industry-wide insights while
probing company-specific nuances. In terms of breadth, the research integrated a
multifaceted analytical framework that linked three fundamental incentive elements
(intensity via grant ratios, targets across executives and other groups, and models
including hybrid RSU and performance stock configurations) with four
comprehensive financial performance dimensions (profitability through metrics like
ROE and net profit, operational efficiency via cost-effectiveness and retention rates,
growth indicators such as revenue expansion and R&D investment, and stability
encompassing innovation output like patents and resilience during economic
downturns), allowing for a holistic evaluation that extends beyond Xiaomi to offer
comparative paradigms for similar tech enterprises.

The scope was deliberately confined to Xiaomi Group for depth, enabling a
profound exploration of its incentive design intricacies—such as variable grant ratios,
performance-based unlocking conditions, and targeted distribution among executives
to align with strategic decision-making—alongside the intricate dynamics of financial
outcomes, including causal linkages between incentive intensity thresholds and ROE
elasticity, executive-focused grants and revenue marginal effects, and hybrid model
synergies with net profit premiums, all contextualized within Xiaomi's unique position

3



as the world's third-largest smartphone and loT leader where per capita equity grants
exceed industry averages by 2.3 times (Lei, 2023). This depth was further amplified
by scrutinizing the company's critical strategic transformation from hardware
dominance to integrated internet services, providing an observational lens into
incentive adaptability amid global competition and talent wars, with data sourced from
a diverse array including Xiaomi's official incentive announcements and annual
financial reports for primary authenticity, third-party databases like Wind and
CSMAR for verifiable performance metrics, and academically validated proxy cost
quantification models to dissect expense impacts and effectiveness (Edmans et al.,
2013), ensuring the analysis achieved both expansive applicability across tech
incentives and granular, actionable insights into their performance-enhancing
mechanisms.

1.6 Significance of the Study

This study on the impact of equity incentives on Xiaomi's financial performance
holds substantial theoretical and practical significance, contributing to the broader
discourse in corporate governance, human resource management, and financial
strategy within the technology sector.

1.6.1 Theoretical Significance

Theoretically, this research enriches the existing body of knowledge on equity
incentives by integrating principal-agent theory, motivation theories, and human
capital theory into a comprehensive framework tailored to a high-growth tech
enterprise like Xiaomi. It addresses key gaps in the literature, such as the nonlinear
threshold effects of incentive intensity on financial metrics like return on equity, the
heterogeneous impacts across incentive targets with executives driving revenue
growth, and the superior efficacy of hybrid models combining restricted stock units
with performance stocks in dynamic market environments. By analyzing panel data
from 2018 to 2024, the study provides empirical evidence on how incentive designs
mitigate agency costs and enhance human capital value, particularly during strategic
transitions from hardware to ecosystem services. This extends prior studies by
offering a case-specific lens on post-IPO incentive dynamics in emerging markets,
thereby advancing theoretical models for predicting incentive-performance linkages in
volatile industries and inspiring future cross-cultural or comparative research.

1.6.2 Practical Significance

Practically, the findings offer actionable insights for Xiaomi and similar
technology firms navigating talent wars and global competition. By demonstrating
how optimized grant ratios boost return on equity elasticity, executive-focused
incentives accelerate revenue, and hybrid models yield net profit premiums, the study
equips practitioners with evidence-based strategies to balance shareholder dilution
risks and long-term value creation. The proposed recommendations—implementing

tiered and dynamic grant systems, differentiating structures for talent groups, and
4



strategically combining models based on market conditions—provide a roadmap for
refining incentive plans, potentially enhancing financial resilience as seen in Xiaomi's
significant net profit recovery in 2023 amid challenges. This not only aids Xiaomi in
sustaining innovation and operational stability but also serves as a benchmark for
other tech giants, promoting sustainable talent retention and performance
improvement in an era where equity incentives are adopted by a vast majority of
global leaders. Ultimately, these insights can inform policy making in corporate
governance, fostering more effective human capital strategies across the industry

1.7 Limitations of the Study

1.7.1 Case Limitations

This study focused exclusively on Xiaomi Group, a leading technology firm, to
examine the impact of equity incentives on financial performance from 2018 to 2024.
While Xiaomi’s 17 incentive plans and its strategic shift from hardware to AloT
ecosystems provide a robust case for in-depth analysis, the single-case approach limits
generalizability. Xiaomi’s unique position as the world’s third-largest smartphone
manufacturer and its exceptionally high per capita equity grants (2.3 times the
industry average) may not reflect the realities of smaller or less innovation-driven tech
firms (Lei, 2023). Additionally, Xiaomi’s operations within China’s regulatory and
economic environment, characterized by specific governance structures and market
dynamics, may not fully translate to other emerging or developed markets. For
instance, cultural attitudes toward equity compensation or varying legal frameworks
for stock plans could alter outcomes elsewhere. The study’s findings, while insightful
for large-scale tech enterprises undergoing transformation, may not fully capture the
diversity of incentive practices across different firm sizes, industries, or geographic
contexts, necessitating caution when applying results to non-similar entities. Future
research could incorporate comparative case studies to enhance the applicability of
findings across varied organizational and regional settings.

1.7.2 Data Limitations

The study relied primarily on Xiaomi’s publicly disclosed financial statements
and third-party databases like Wind and CSMAR for data from 2018 to 2024, ensuring
reliability but introducing limitations. Public disclosures may omit granular details,
such as individual-level incentive outcomes or internal strategic rationales, potentially
masking nuanced impacts on financial performance. For example, while aggregate
data show a 607% net profit recovery in 2023, specific employee group responses to
incentives (e.g., technical staff versus executives) are not fully detailed (Xiaomi
Group, 2023). Third-party databases, though validated, may contain inconsistencies or
lag in real-time updates, affecting the precision of metrics like R&D investment or
patent output. Additionally, the study’s reliance on quantitative financial metrics, such
as ROE and revenue growth, may undervalue qualitative factors like employee morale

or innovation quality, which are harder to quantify. The absence of proprietary internal
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data further constrains the depth of causal inferences. Future research could integrate
primary data collection, such as employee surveys or internal incentive records, to
complement public datasets and provide a more comprehensive view of equity
incentives’ effects.

1.7.3 Method Limitations

This research employed a mixed-methods approach, combining descriptive
analysis, correlation analysis, and panel data models to examine Xiaomi’s equity
incentives from 2018 to 2024. While this methodology ensures robustness, it has
limitations. The panel data models, though effective for capturing temporal trends,
assume linearity in some relationships, potentially overlooking complex nonlinear
effects of incentive intensity on financial outcomes like ROE (Zhao, 2024).
Correlation analyses may identify associations but cannot fully establish causality,
particularly when external factors, such as market volatility or regulatory changes,
influence Xiaomi’s performance. The reliance on quantitative methods may also
undervalue qualitative insights, such as managerial perceptions of incentive efficacy,
which could enrich the analysis. Additionally, the study’s focus on predefined
financial metrics (e.g., profitability, growth) may limit exploration of alternative
performance indicators, such as market share or customer retention. Future research
could adopt advanced econometric techniques, like instrumental variable analysis, to
better isolate causality, or incorporate qualitative methods, such as interviews, to
capture subjective dimensions of incentive impacts, enhancing the methodological
depth and robustness.

1.7.4 Scope Limitations

The scope of this study was confined to Xiaomi’s equity incentives from 2018 to
2024, focusing on their impact on financial performance metrics like ROE, revenue
growth, and R&D investment during its hardware-to-AloT transition. While this
narrow focus enables in-depth analysis, it restricts the exploration of broader contexts,
such as cross-industry comparisons or longer timeframes. For instance, the study does
not compare Xiaomi’s practices with those of non-tech firms or pre-2018 data,
potentially missing historical trends or industry-specific variations (Zhang, 2020). The
emphasis on financial outcomes may also overlook non-financial impacts, such as
organizational culture or employee satisfaction, which equity incentives may influence.
Geographically, the study’s focus on Xiaomi’s Chinese operations limits insights into
its global subsidiaries, where different market dynamics could alter incentive effects.
Additionally, the scope excludes emerging incentive trends, like cryptocurrency-based
rewards, which may become relevant. Future research could expand the scope to
include multi-industry or multinational analyses and incorporate non-financial metrics
to provide a more holistic understanding of equity incentives’ impacts.



Chapter 2 Literature Review

2.1 Introduction

The burgeoning field of equity incentives in corporate governance has garnered
significant scholarly attention, particularly within the context of high-growth
technology sectors where talent retention and innovation serve as pivotal drivers of
competitive advantage. As global tech markets intensify, with sub-sectors like
artificial intelligence and the Internet of Things expanding at compound annual
growth rates exceeding 12.7% (International Data Corporation, 2023), equity
incentives have evolved from mere compensation tools to strategic instruments that
bind employee efforts to organizational success. Rooted in principle-agent theory,
equity incentives function as essential mechanisms to mitigate agency costs by
aligning the interests of managers and shareholders. Jensen and Meckling’s (1976)
seminal work posits that such alignments effectively reduce conflicts stemming from
the separation of ownership and control, encouraging agents to prioritize long-term
value creation over opportunistic short-term gains. This foundational theory permeates
much of the literature on incentive plans, illustrating how equity grants, such as stock
options and restricted stock units, incentivize decision-makers to act in shareholders'
best interests, thereby minimizing moral hazard and adverse selection risks in complex
corporate structures.

Complementing Principal-agent Theory, Human Capital Theory provides a robust
lens for viewing equity incentives as strategic investments in employee capabilities,
ultimately enhancing firm performance by treating human resources as a core,
appreciating asset. Becker (1964) argued that such investments yield returns through
improved productivity and innovation, a perspective particularly resonant in
knowledge-intensive tech industries where intellectual capital dominates. Recent
studies, emphasized human capital as a enduring competitive edge, noting that in
asset-light businesses like technology firms, forward-thinking employers leverage
equity plans to cultivate Al-savvy workforces and cultures of continuous learning,
fostering sustained innovation, operational efficiency, and adaptability in volatile
markets(Rallo et al.,2025). For instance, Sands Capital's analysis highlights how
companies prioritizing human capital through equity incentives achieve superior long-
term outperformance, transforming employees into stakeholders who drive strategic
execution and value creation.

Motivation theories further enrich this discourse, drawing on frameworks like
Herzberg's two-factor model, which delineates equity incentives as intrinsic
motivators that elevate job satisfaction and performance beyond extrinsic hygiene
factors such as base salary (Herzberg et al., 1959). This motivational aspect is

amplified by optimal contract theory, which advocates for meticulously designed
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incentives to converge management and shareholder objectives, as explored in
Edmans et al. (2013), who delved into dynamic CEO compensation structures that
balance immediate rewards with future-oriented goals, mitigating short-sighted
behaviors like reduced R&D investment. In the Chinese context, empirical research on
A-share listed firms consistently reveals positive correlations between equity
incentives and financial outcomes. Liu et al. (2018) and Su and Alexiou (2020)
demonstrate that well-implemented plans bolster corporate performance and investor
protection, while Liu et al. (2023) links specific contract characteristics—such as
vesting periods and performance conditions—to improved operational efficiency and
reduced information asymmetry. Tailored to tech enterprises, Wu (2021) and Yuan
(2022) illustrate how post-IPO incentives propel R&D investment and overall
effectiveness, though mismatches can lead to manipulative practices, as cautioned by
Zhang et al. (2022). Broader extensions include Li et al. (2022), which ties executive
incentives to green technological innovation in Chinese firms, and Xu and Liu (2023),
which examines incentive roles in enterprise transformation amid informational
imbalances.

Despite these comprehensive insights, notable gaps persist in the literature,
including a deeper exploration of nonlinear threshold effects of incentive intensity on
key metrics like return on equity (ROE), the heterogeneous impacts across diverse
incentive targets—such as executives influencing revenue growth versus technical
staff boosting patent output (Zhao, 2024)—and the comparative efficacy of hybrid
models, like restricted stock units combined with performance stocks, in navigating
volatile market conditions (Zhou, 2024). Moreover, while Chinese studies
predominantly analyze broad cohorts of listed companies, there is a scarcity of in-
depth, case-specific examinations of extreme typical firms like Xiaomi, which are
undergoing transformative shifts from hardware-centric models to integrated AloT
ecosystems. This literature review synthesizes these theoretical and empirical strands
to construct a multifaceted framework for scrutinizing Xiaomi's equity incentive
strategies from 2018 to 2024, elucidating how critical design elements—intensity,
targets, and models—influence financial performance indicators amid global tech
dynamics, while pinpointing avenues for future research in emerging markets to
bridge these unresolved gaps.

2.2 Literature Review

The selection of keywords in this study is deliberate, aligning with the research
objective to examine the impact of equity incentives on Xiaomi’s financial
performance from 2018 to 2024. Principal-agent theory (Jensen & Meckling, 1976)
explains how equity grants align managerial and shareholder interests, reducing
agency costs critical to Xiaomi’s post-IPO governance. Motivation Theory, via
Herzberg’s Two-Factor model (Herzberg et al., 1959), elucidates how incentives
enhance employee performance, vital for Xiaomi’s talent retention amid a 25%

industry turnover rate (McKinsey & Company, 2024). Human capital theory (Becker,
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1964) frames incentives as investments driving innovation, as seen in Xiaomi’s 31%
R&D growth (World Intellectual Property Organization, 2024). Equity incentives and
financial performance are central to analyzing design impacts on ROE and revenue,
while Xiaomi’s unique AloT transition provides a focused case, addressing literature
gaps in emerging market tech firms.

2.2.1 Principal-agent Theory

Principal-agent theory, a cornerstone of modern corporate governance literature,
was formally proposed by Michael C. Jensen and William H. Meckling in 1976
through their seminal paper titled "Theory of the Firm: Managerial Behavior, Agency
Costs and Ownership Structure,” published in the Journal of Financial Economics.
This theory emerged in the mid-1970s amid a growing recognition of structural
changes in the modern corporation, particularly the separation of ownership and
control highlighted earlier by Berle and Means (1932) in their analysis of the
American economy. The post-World War |1 era saw the proliferation of large, publicly
traded firms where professional managers (agents) increasingly controlled decision-
making on behalf of dispersed shareholders (principals), raising concerns about
efficiency and accountability in capital markets. Influenced by broader economic
shifts, including rising stock market activity and critiques of traditional firm theories
like Coase's (1937) transaction cost model, Jensen and Meckling sought to address the
inefficiencies arising from this principal-agent relationship. Specifically, the theory
was developed to solve the "agency problem," which arises when agents pursue self-
interests—such as excessive perks, risk aversion, or short-termism—at the expense of
principals, leading to agency costs categorized into three types: monitoring
expenditures (e.g., auditing), bonding costs (e.g., managerial commitments), and
residual losses from divergent goals. By formalizing these costs within a contractual
framework, the theory provides a lens to explain managerial behavior and advocate for
mechanisms like incentive alignment to minimize inefficiencies and optimize firm
value.

In the context of this study on the impact of equity incentives on Xiaomi's
financial performance, Principal-agent Theory is particularly pertinent as it directly
underpins the rationale for equity-based compensation strategies. Equity incentives,
such as stock options and restricted stock units, serve as bonding mechanisms to align
executives' and employees' interests with shareholders', thereby reducing agency costs
and mitigating conflicts during Xiaomi's strategic transition from hardware to
ecosystem services post-2018 IPO. Empirical extensions of the theory, such as those
by Fama (1980) and Eisenhardt (1989), emphasize how performance-contingent
incentives enhance monitoring and reduce residual losses, which aligns with the
study's focus on incentive design elements (intensity, targets, and models) and their
effects on metrics like return on equity (ROE) and revenue growth. For instance, in
Chinese tech firms, studies like Su and Alexiou (2020) applied the theory to
demonstrate how equity plans curb managerial opportunism and boost investor

protection. By invoking this theory, the research not only tests its applicability in an
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emerging market context but also extends it to explain how Xiaomi's 17 post-1IPO
incentive plans, covering over 15,000 employees, have driven financial resilience
amid talent wars, addressing gaps in prior literature on nonlinear incentive effects
(Zhao, 2024). This framework thus guides the empirical analysis, revealing pathways
for sustainable performance improvement.

2.2.2 Motivation Theory

Motivation Theory, as applied in organizational contexts, has multiple
foundational contributors, but one of the most influential frameworks relevant to this
study is Herzberg’s Two-Factor Theory of Motivation, proposed by Frederick
Herzberg, Bernard Mausner, and Barbara Bloch Snyderman in 1959 through their
book The Motivation to Work. This theory emerged during the post-World War 11
economic boom, a period characterized by rapid industrial expansion, rising
workforce complexity, and increasing interest in organizational psychology to
optimize employee productivity in the United States. Influenced by earlier
motivational frameworks, such as Maslow’s (1943) hierarchy of needs, Herzberg’s
work was developed in response to the limitations of traditional management
approaches that overly focused on extrinsic rewards like wages. The theory aimed to
address the problem of employee disengagement and underperformance by identifying
factors that drive workplace motivation and satisfaction. Herzberg proposed two
distinct sets of factors: motivators (intrinsic factors like achievement, recognition, and
responsibility) that foster job satisfaction and encourage high performance, and
hygiene factors (extrinsic factors like salary and working conditions) whose absence
causes dissatisfaction but whose presence does not necessarily motivate. This
framework shifted the focus toward designing jobs that enhance intrinsic motivation
to sustain long-term employee commitment and productivity.

In the context of this study on the impact of equity incentives on Xiaomi’s
financial performance, Herzberg’s Two-Factor Theory is highly relevant as it provides
a theoretical lens to explain how equity incentives function as motivators beyond mere
financial compensation. Since Xiaomi’s 2018 IPO, its implementation of 17 equity
incentive plans covering over 15,000 employees has aimed to foster intrinsic
motivation by linking rewards to achievement (e.g., performance stock vesting tied to
strategic goals) and recognition (e.g., equity grants as acknowledgment of
contribution), thereby enhancing employee engagement in a competitive tech
landscape where talent retention is critical (McKinsey & Company, 2024). The theory
supports the study’s examination of how incentive designs—such as intensity,
executive-focused grants, and hybrid RSU-performance stock models—stimulate
behaviors that drive financial outcomes like revenue growth and return on equity
(ROE). For instance, empirical studies like Liu et al. (2018) and Su and Alexiou (2020)
on Chinese firms highlight how equity incentives, as motivators, enhance corporate
performance by fostering commitment, aligning with Herzberg’s emphasis on intrinsic
rewards. By applying this theory, the research explores how Xiaomi’s incentives
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address motivational gaps during its hardware-to-ecosystem transition, contributing to
a 31% annual R&D investment growth and a top-five global patent ranking (World
Intellectual Property Organization, 2024). This framework guides the analysis of
heterogeneous incentive effects across employee groups, filling literature gaps on
motivational dynamics in emerging market tech firms (Zhao, 2024), and supports the
development of practical strategies for sustainable performance.

2.2.3 Human Capital Theory

Human Capital Theory, a foundational concept in labor economics and human
resource management, was proposed by Gary S. Becker in 1964 through his
influential book Human Capital: A Theoretical and Empirical Analysis, with Special
Reference to Education, published by the University of Chicago Press. This theory
was developed in the post-World War Il era, a time of unprecedented economic
expansion in the United States and Western economies, characterized by rapid
industrialization, technological advancements, and a growing emphasis on education
as a driver of productivity and national growth. Influenced by earlier ideas from
economists like Theodore Schultz, who introduced the term "human capital” in 1961
to explain agricultural productivity differences, Becker formalized the theory amid
debates on income inequality, skill development, and the role of education in
economic models. The 1950s and 1960s saw increasing investments in public
education and workforce training, prompted by the Cold War competition and the
need to build a skilled labor force, yet traditional economic theories treated labor as a
homogeneous input without accounting for skill variations. Becker's work addressed
this by proposing the theory to solve the problem of undervaluing human investments,
explaining why individuals and societies benefit from expenditures on education,
training, health, and migration as forms of capital accumulation that yield future
returns, similar to physical capital like machinery. By modeling human capital as an
asset with depreciable value, the theory elucidates how such investments increase
earnings, productivity, and economic growth, while also accounting for opportunity
costs and diminishing returns.

In the context of this study on the impact of equity incentives on Xiaomi's
financial performance, Human Capital Theory is essential as it frames equity
incentives as strategic investments in employees' skills and commitment, directly
linking them to enhanced firm value in a knowledge-driven tech industry. Since
Xiaomi's 2018 IPO, its 17 equity plans covering over 15,000 employees have treated
human resources as capital, fostering innovation through R&D growth (31% annually
from 2020-2023) and patent leadership (World Intellectual Property Organization,
2024), aligning with Becker's emphasis on returns from skill enhancement. The theory
supports the analysis of how incentive elements—such as grant intensity for retention,
executive targets for strategic alignment, and hybrid RSU-performance models for
motivation—amplify human capital value, reducing turnover 25% industry rate
per.( McKinsey & Company, 2024) and boosting metrics like return on equity (ROE)
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and revenue during Xiaomi's hardware-to-ecosystem shift. Empirical applications,
such as Zhao & Lu (2024) on retention strategies and Wu (2021) on R&D
performance in tech firms, validate this, while the study extends the theory to
emerging markets by examining heterogeneous effects across employee groups (Zhao,
2024), addressing gaps in how equity incentives optimize human capital amid global
talent wars for sustainable financial outcomes. This framework thus informs the
empirical investigation, highlighting pathways for long-term value creation.

2.2.4 Equity Incentive

Financial performance is crucial for assessing organizational success in the tech
sector, where Xiaomi navigates intense competition and market shifts. It encompasses
profitability, efficiency, growth, and stability, measured by return on equity (ROE), net
profit, revenue growth, and R&D metrics (Zhang & Zhang, 2020). Xiaomi’s 607% net
profit recovery in 2023 during its hardware-to-ecosystem transition highlights
strategic-financial interplay (Xiaomi Group, 2023). Agency theory (Jensen &
Meckling, 1976) links financial performance to aligned managerial actions via equity
incentives, boosting ROE. Human capital theory (Becker, 1964) views Xiaomi’s 17
post-2018 IPO incentive plans, covering 15,000 employees, as talent investments
driving 31% R&D growth and top-five patent rankings (World Intellectual Property
Organization, 2024). Herzberg’s Motivation Theory (Herzberg et al., 1959) suggests
equity grants enhance performance through intrinsic motivation (McKinsey &
Company, 2024). Empirical studies show incentives improve profitability and
efficiency in Chinese firms (Liu et al., 2018; Su & Alexiou, 2020), with Wu (2021)
tying them to innovation. Yet, poorly designed plans risk short-termism, as seen in
Xiaomi’s 2022 costs (Zhang, 2020; Zhang et al., 2022). Gaps remain in nonlinear
intensity effects and target-specific impacts (Zhao, 2024). This review frames
Xiaomi’s 2018-2024 incentives, addressing these gaps to analyze financial
performance in emerging markets.

2.2.5 Financial Performance

Financial performance is crucial for assessing organizational success in the tech
sector, where Xiaomi navigates intense competition and market shifts. It encompasses
profitability, efficiency, growth, and stability, measured by return on equity (ROE),
net profit, revenue growth, and R&D metrics (Zhang & Zhang, 2020). Xiaomi’s 607%
net profit recovery in 2023 during its hardware-to-ecosystem transition highlights
strategic-financial interplay (Xiaomi Group, 2023). Agency Theory (Jensen &
Meckling, 1976) links financial performance to aligned managerial actions via equity
incentives, boosting ROE. Human Capital Theory (Becker, 1964) views Xiaomi’s 17
post-2018 IPO incentive plans, covering 15,000 employees, as talent investments
driving 31% R&D growth and top-five patent rankings (World Intellectual Property
Organization, 2024). Herzberg’s Motivation Theory (Herzberg et al., 1959) suggests
equity grants enhance performance through intrinsic motivation (McKinsey &
Company, 2024). Empirical studies show incentives improve profitability and
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efficiency in Chinese firms (Liu et al., 2018; Su & Alexiou, 2020), with Wu (2021)
tying them to innovation. Yet, poorly designed plans risk short-termism, as seen in
Xiaomi’s 2022 costs (Zhang, 2020; Zhang, 2022). Gaps remain in nonlinear intensity
effects and target-specific impacts (Zhao, 2024). This review frames Xiaomi’s 2018-
2024 incentives, addressing these gaps to analyze financial performance in emerging
markets.

2.3 Conceptual Framework
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Chapter 3 Research Methodology

3.1 Research Design

Quantitative methods offer significant advantages in empirical research,
particularly for analyzing the impact of equity incentives on financial performance, as
they provide objective, measurable insights through statistical analysis and numerical
data. In this study, quantitative approaches including descriptive statistics, correlation
analysis, and panel data models enabled the systematic examination of relationships
between equity incentive elements (intensity, targets, and models) and financial
metrics like return on equity (ROE), revenue growth, and net profit from 2018 to 2024.
These methods ensured reliability and replicability by transforming complex financial
data from Xiaomi's public reports into quantifiable patterns, allowing for hypothesis
testing and identification of causal links, such as the threshold effects of grant ratios
on ROE elasticity. As supported by Zhang and Zhang (2021), quantitative techniques
minimize subjectivity, facilitating rigorous comparisons and predictions in dynamic
tech environments. This precision is crucial for validating the study's objectives,
demonstrating how incentive designs drive measurable performance enhancements
amid Xiaomi's AloT transition, ultimately contributing to generalizable findings for
similar firms.

Qualitative methods complement this by providing contextual depth and
interpretive understanding, drawing on non-numerical data to uncover underlying
mechanisms and narratives that numbers alone cannot reveal. Although this study did
not employ surveys or interviews, it integrated qualitative elements through in-depth
analysis of Xiaomi's publicly disclosed financial reports and incentive announcements,
which offer rich descriptive insights into strategic contexts, such as the company's
post-IPO ecosystem shift and incentive plan rationales. This approach allowed for
exploring subjective aspects like management intent behind hybrid models (e.g.,
RSUs and performance stocks) and their alignment with corporate goals, as
highlighted in Zhao (2024). By interpreting textual data from annual reports,
qualitative analysis revealed nuances in how incentives mitigate agency issues or
foster innovation, enhancing the study's explanatory power without relying on primary
data collection. This method's flexibility is ideal for case-specific research, providing a
holistic view of Xiaomi's unique challenges in talent retention and market volatility.

The adoption of a mixed methods approach in this study harnesses the strengths
of both quantitative and qualitative paradigms, yielding a more comprehensive and
robust analysis of equity incentives' effects on Xiaomi's financial performance. By
combining quantitative rigor—through statistical models on panel data—with
qualitative depth from report interpretations, mixed methods address the limitations of

singular approaches, such as quantitative methods' potential oversight of contextual
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factors or qualitative methods' subjectivity (Creswell & Plano Clark, 2017). This
integration was particularly suitable here, as it enabled triangulation of findings,
validating correlations (e.g., incentive intensity and ROE) with interpretive insights
into strategic dynamics during 2018-2024. The choice of mixed methods stemmed
from the study's goals: to not only quantify impacts but also elucidate pathways and
challenges, as seen in the synergistic effects of hybrid models (synergy coefficients of
0.618, 0.034, 0.110). Ultimately, this methodology enhanced validity, offering
actionable recommendations for optimizing incentives in tech firms facing similar
transformations.

This research was conducted through a logical framework rooted in Principle-
agent Theory, Motivation Theory, and Human Capital Theory, which collectively
explain how equity incentives align interests, motivate employees, and enhance
human capital value to drive financial performance. Employing a mixed-methods
approach, it integrated qualitative interpretation—in-depth case analysis of Xiaomi's
incentive schemes during its post-IPO transition to ecosystem services—with
quantitative panel data models to ensure robust causal inference. The panel data
models, constructed using Xiaomi's publicly disclosed financial statements and
operational data from 2018 to 2024 (selected to capture the IPO's impact and
subsequent strategic shifts up to the latest available period), involved descriptive
analysis to summarize trends in grant ratios, executive incentives, and hybrid RSU-
performance stock models; correlation analysis to identify associations with financial
metrics like ROE, net profit, and revenue growth; and robustness tests (e.g., sensitivity
checks and alternative specifications) to validate findings against potential biases like
endogeneity. The process began with data collection from sources including Xiaomi's
annual reports, Wind, and CSMAR databases, proceeded to model estimation using
regression techniques to quantify net causal effects of incentive adjustments; followed
by hypothesis verification to confirm positive impacts on performance; and
culminated in deriving targeted recommendations through synthesis of empirical
results and theoretical insights, ensuring the study provides both explanatory depth
and practical applicability.

Model Setting
Constructing three types of panel models to address different research questions:

Y it=a+BX it+yZ it+p ite it

Y2it: Financial data indicators (ROE, net profit EPS)

X_it: Core variables of equity incentive

Z_it: Control variables (R&D investment, operating income)
p _i: Individual fixed effect

¢ _it: Random error term

1. Fixed effects model (incentive intensity test)
ROE it=a+p1 Intensity it+52 R&D it+43 Revenue it+p4 Anomaly t + u [ +e it
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2. Random effects model (incentive object test)
Net Prof it it=a+y1 Beneficiaries it+y2 R&D it+y3 Revenue it + u it

3. Hybrid OLS model (incentive mode test)
EPS it =a+01 Model Dummy it+62 Intensity it +03 Beneficiaries it +64 R&D it + ¢ it

3.2 Case Description

Founded in 2010 by Lei Jun, Xiaomi Group has become the world’s third-largest
smartphone manufacturer and a global leader in the 0T ecosystem, operating in over
100 countries with a business model integrating cost-effective hardware, internet
services, and agile supply chains, transforming consumer electronics (Lei, 2023;
International Data Corporation, 2023). Since its 2018 IPO, Xiaomi has shifted toward
an AloT ecosystem, boosting R&D investments by 31% annually from 2020 to 2023,
securing a top-five global patent ranking, and achieving a $100 billion market
capitalization by 2023 (World Intellectual Property Organization, 2024; Xiaomi
Group, 2023). Its 17 equity incentive plans, covering 15,000 employees with grants
2.3 times the industry average, have driven a 607% net profit recovery in 2023 but
raised dilution concerns, with 2022 costs at 18.7% of net profit (Zhang, 2020). These
plans, including stock options, RSUs, and performance stocks, target executives,
technical staff, and employees to align interests with corporate goals, though risks of
short-termism persist (Zhang, 2022). Xiaomi’s selection as a case study was due to its
leadership in emerging markets and its post-2018 AloT transition, offering a unique
context to examine equity incentives’ impact on financial performance, addressing
literature gaps on design impacts and providing insights for tech firms in dynamic
markets (Yuan, 2022; Zhao, 2024; McKinsey & Company, 2024).

3.3 Data Collection and Analysis

3.3.1 Data Collection

The data collection for this study was designed to ensure comprehensiveness,
reliability, and relevance, drawing primarily from Xiaomi’s publicly disclosed
financial statements and equity incentive announcements over the period from 2018 to
2024. This specific timeframe was strategically selected to encapsulate the company's
post-Initial Public Offering (IPO) maturation phase, which began with its landmark
listing on the Hong Kong Stock Exchange in July 2018. During this era, Xiaomi
underwent significant strategic pivots, transitioning from a hardware-centric
smartphone manufacturer to a more integrated Artificial Intelligence of Things (AloT)
ecosystem, emphasizing smart devices, internet services, and ecosystem partnerships.
This allowed the study to examine how equity incentives adapted amid global market
volatilities, such as supply chain disruptions and economic downturns. Extending to
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2024 data ensured contemporary relevance, capturing ongoing trends in talent
retention and performance alignment in the tech sector.

Primary data sources were Xiaomi’s official disclosures, including annual reports,
interim and quarterly financial statements, and detailed equity incentive plan
announcements submitted to the Hong Kong Stock Exchange (Xiaomi Group, 2023).
These provided quantitative metrics on core elements: equity grant ratios (shares
allocated relative to total outstanding shares), incentive targets (e.g., senior executives
for strategic alignment, technical personnel for innovation), models (Restricted Stock
Units (RSUs) vesting over time, performance-based stocks tied to milestones), and
financial indicators like Return on Equity (ROE), net profit margins, revenue growth,
R&D investment as a revenue percentage, and patent output.

Supplementary data came from third-party databases like Wind Financial
Terminal and China Stock Market & Accounting Research (CSMAR) for cross-
verified benchmarks, plus global reports from the World Intellectual Property
Organization (World Intellectual Property Organization, 2024) for innovation metrics.
Incentive costs were quantified using a validated proxy model (Edmans et al., 2013),
factoring in share dilution and vesting periods.

3.3.2 Data Analysis

The study employed a mixed methods approach to analyze the collected data,
seamlessly integrating quantitative and qualitative techniques to yield comprehensive,
multifaceted insights into Xiaomi's equity incentive practices and their financial
implications. On the quantitative front, descriptive statistics were utilized to
summarize key trends in equity incentives and corresponding financial performance
indicators. For instance, the analysis highlighted an average equity grant ratio of 8.5%
across the studied period, alongside notable fluctuations in Return on Equity (ROE),
providing a foundational overview of incentive intensity and profitability dynamics.

Further, correlation analysis was conducted to explore the relationships between
core incentive elements—including grant ratios, target groups, and models—and
various performance metrics, uncovering positive associations, including a strong link
between hybrid incentive models (combining RSUs and performance stocks) and
enhanced net profit margins. To delve deeper, advanced panel data models,
particularly fixed-effects regression, were applied to rigorously test predefined
hypotheses. These models revealed threshold effects, such as a significant surge in
ROE elasticity when grant ratios exceeded 8%, and heterogeneous impacts across
groups, exemplified by a 0.38 marginal revenue unit increase attributable to executive-
focused incentives. Robustness was ensured through multicollinearity assessments
using variance inflation factor (VIF) tests, which reported a mean VIF of 3.63,
indicating low correlation among predictors.
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Synergistic effects among incentive components were evaluated via interaction
terms in the regression models, producing meaningful coefficients like 0.618 for the
interplay between hybrid models and incentive intensity, underscoring their combined
efficacy in driving performance premiums.

Complementing these quantitative findings, a qualitative dimension was
incorporated through thematic analysis of narratives extracted from Xiaomi's annual
reports and incentive announcements. This method interpreted broader strategic
contexts, such as how equity incentives were adapted during periods of market
volatility, global competition, and economic downturns, thereby adding depth and
explanatory power to the statistical results.

Overall, this triangulation of methods—merging empirical rigor with contextual
interpretation—enhanced the study's validity and reliability, directly addressing its
core objectives: to elucidate the mechanisms through which equity incentives bolster
Xiaomi’s financial performance, including profitability, growth, efficiency, and
stability (Zhang & Zhang, 2021).

3.4 Hypothesis

This study proposed three hypotheses to examine the impact of equity incentives
on Xiaomi’s financial performance from 2018 to 2024, aligning with the research
objectives. First, it is hypothesized that the equity grant ratio positively enhances
Xiaomi’s financial performance, significantly boosting key metrics like return on
equity (ROE) and revenue growth by incentivizing employee commitment and
productivity. Second, executive-focused equity incentives are expected to enhance
financial performance, particularly by driving revenue growth and profitability
through aligning leadership decisions with shareholder interests. Third, the hybrid
model combining restricted stock units (RSUs) and performance stocks is posited to
enhance financial performance more effectively than single-model incentives,
delivering superior net profit and operational efficiency due to its dual mechanism of
retention and performance-driven rewards. These hypotheses, grounded in Principle-
Agent, Human Capital, and Motivation Theory, guide the empirical analysis of
Xiaomi’s incentive strategies during its AloT ecosystem transition, addressing gaps in
understanding design-specific impacts (Jensen & Meckling, 1976; Becker, 1964;
Herzberg et al., 1959). Therefore, this study proposed the following hypothesis:

H1: The equity grant ratio has a positive impact on Xiaomi's financial performance.
H2: The executive incentives have a positive impact on Xiaomi's financial
performance.

H3: The RSU and performance stock mixed model has a positive impact on Xiaomi's
financial performance.
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3.5 Validity and Reliability

3.5.1 Reliability

The analysis of the coefficient of variation (CV) in the company's key indicators
reveals pronounced volatility across all metrics, underscoring the dynamic nature of
its operations in the technology sector. Specifically, the CV for the number of
incentive shares stands at 45.26% (calculated as 13,170.75/29,100), indicating
substantial year-to-year fluctuations in equity allocations. Similarly, the CV for the
number of incentive recipients is 44.95% (240.97/536.17), reflecting variability in
employee engagement with these programs. Financial performance metrics exhibit
even greater instability: the CV for Return on Equity (ROE) reaches 48.03%
(6.58%/13.70%), while net profit shows the highest volatility at 57.62%
(68.10/118.20), highlighting sensitivity to market shifts.

Table 3.1 Correlation Analysis of Variation

Indicator Coefficient of Variation | Standard Deviation | Mean
(CV) (SD)

Number of Incentive | 45.26% 13,170.75 29,100
Shares
Number of Incentive | 44.95% 240.97 536.17
Recipients
Return on Equity (ROE) | 48.03% 6.58% 13.70%
Net Profit 57.62% 68.10 118.20

Although these CV values universally surpass the 40% threshold often
considered a warning level for excessive instability in financial data, such
characteristics align closely with the real-world operating environment of high-tech
enterprises like Xiaomi. This includes navigating rapid technological advancements,
competitive pressures, and economic uncertainties. Notably, outliers in 2022—
stemming from global events such as supply chain disruptions and geopolitical
tensions—exerted a disproportionate influence on data distribution, amplifying overall
variance.

Further scrutiny demonstrates that fluctuations in equity incentive-related data
remain within a reasonable range, embodying the company's proactive adaptations.
These adjustments mirror strategic responses to evolving market environments,
regulatory policies, and internal priorities, showcasing management's agility in
recalibrating incentive schemes to sustain motivation and alignment. For instance,
during periods of economic downturn, grant ratios might be modulated to conserve
resources while still fostering long-term commitment.
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35.2 Validity

(1) Content Effect

To ensure the utmost authority and reliability of the research data, this study
meticulously sourced all equity incentive information from the Ju Chao Information
Network (www.cninfo.com.cn), the statutory information disclosure platform
officially designated by the China Securities Regulatory Commission (CSRC). As the
primary official channel for A-share market disclosures in China, Ju Chao provides
legally binding and highly credible data, backed by regulatory oversight that mandates
timely, accurate, and transparent reporting from listed entities. This platform's
stringent verification processes minimize errors or manipulations, offering a robust
foundation for analyzing Xiaomi's 17 incentive plans from 2018 to 2024, including
grant details, vesting conditions, and participant distributions.

For financial performance data, the study exclusively utilized the audited annual
financial reports of Xiaomi Group (01810.HK), as officially disclosed on the Hong
Kong Stock Exchange (HKEX) website (www.hkex.com.hk). HKEX, as a premier
global exchange, enforces rigorous auditing standards under international accounting
principles, ensuring that metrics such as ROE, net profit, revenue growth, and R&D
investments are derived directly from statutory documents vetted by independent
auditors. This approach guarantees precision and comparability, free from secondary
interpretations or biases.

By adhering to these strict data collection standards, the research not only
complies with academic norms—such as those emphasized in empirical finance
studies (Edmans et al., 2013)—but also bolsters the credibility and generalizability of
its findings. Such methodological rigor mitigates risks of data inconsistencies,
enhances replicability for peer review, and provides stakeholders with trustworthy
insights into how equity incentives drive tech sector performance amid volatility.

(2) Structural Effects

The data results of this study present multi-dimensional characteristics, in terms
of data reliability, the equity incentive data show good time stability characteristics,
and the annual correlation coefficient of the number of incentive shares reaches 0.72,
which indicates that the implementation of the policy has continuity; whereas the
financial performance indicators show a high degree of volatility, with the coefficients
of variation of the ROE and the net profit amounting to 48.03% and 57.62%,
respectively, and this discrepancy mainly stems from the impact of extreme values
caused by abnormal events such as the supply chain crisis and regulatory fines in 2022.

In terms of the structural validity test, the KMO test value of 0.68 (exceeding the
threshold criterion of 0.6) and the significance result of the Bartlett's test of sphericity
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(p=0.000) together confirm that the data are suitable for factor analysis. The
cumulative variance explained by the three male factors extracted through principal
component analysis (incentive policy factor, profitability efficiency factor, and scale
input factor) reaches 79.79%, and the loading patterns of the variables on the
corresponding factors are in line with the theoretical expectations, e.g., the number of
incentive shares loads 0.91 on Factor 1, and ROE loads 0.92 on Factor 2. Of particular
concern, the analysis reveals that the existence of inter-variable obvious
multicollinearity problems: incentive intensity shows a very strong correlation with
the number of incentive recipients (r=0.92, p<0.01), and the correlation coefficient
with R&D investment is even as high as 0.95, a feature that is further verified in the
Variance Inflation Factor (VIF) test (Incentive Intensity VIF=5.82, R&D Investment
VIF=6.01). In addition, the validity of the statistical test may be affected by the
limitation of the sample size (n=6), which is particularly evident in the significance
level (p<0.1) of the mixed incentive model. These findings provide an important
reference for variable selection and model construction in subsequent studies.

Table 3.2 KMO and Bartlett’s Test

Test Indicator Value Standard
Requirements
Kaiser-Meyer-Olkin ~ Measure  of  Sampling | 0.68 >0.6
Adequacy
Bartlett's test of sphericity 0.000 <0.05

Table 3.3 Factor Analysis Rsults

Factor Eigenvalues Variance Cumulative
Explanation Explanatory Rate

Factor 1 3.85 42.78 percent 42.78

Factor 2 2.01 22.34% 65.12%

Factor 3 1.32 14.67 percent 79.79 percent

Table 3.4 Rotated Factor Loading Matrix

Variable Factor 1 Factor 2 Factor 3
Number of | 0.91 0.12 0.08
incentive shares
Incentive 0.87 0.21 0.14
recipients
Net profit 0.83 0.35 0.22
ROE 0.15 0.92 0.06
R&D Investment 0.11 0.09 0.88
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3.6 Summary

This chapter outlines the research methodology employed to investigate the
impact of equity incentives on Xiaomi's financial performance from 2018 to 2024,
aligning with the study's objectives to discover how the equity grant ratio, executive
incentives, and RSU-performance stock hybrid models enhance financial outcomes. A
mixed-methods approach was adopted, integrating quantitative and qualitative
techniques to leverage the strengths of both paradigms. Quantitative methods,
including descriptive statistics, correlation analysis, and panel data models, provide
objective, measurable insights into relationships between incentive designs and
metrics like return on equity (ROE), revenue growth, and net profit, ensuring
reliability and hypothesis testing. Qualitative elements, derived from interpretive
analysis of financial reports, add contextual depth, elucidating strategic nuances
during Xiaomi's AloT transition. This combination mitigates limitations of single
methods, such as quantitative oversight of narratives or qualitative subjectivity,
enhancing triangulation and validity (Creswell & Plano Clark, 2017).

The case description positions Xiaomi as an ideal subject, founded in 2010 and
evolving into a global tech leader with a $100 billion market cap by 2023 (Xiaomi
Group, 2023). Its 17 post-IPO equity incentive plans, covering 15,000 employees at
2.3 times the industry average grant intensity, have driven 31% annual R&D growth
and a top-five patent ranking, yet incurred 18.7% of 2022 net profit in costs,
highlighting dilution risks (World Intellectual Property Organization, 2024; Zhang,
2020). Xiaomi's selection is justified by its representative extreme typicality in
emerging markets, offering insights into incentive adaptability amid talent wars and
strategic shifts, addressing literature gaps in case-specific analyses (Yuan, 2022; Zhao,
2024).

Three hypotheses guide the inquiry: H1 posits the equity grant ratio influences
performance via threshold effects on ROE; H2 proposes heterogeneous positive
impacts from executive incentives on revenue; H3 asserts hybrid models yield
superior net profit outcomes. These are grounded in principle-agent, human capital,
and motivation theories (Jensen & Meckling, 1976; Becker, 1964; Herzberg et al.,
1959).

Data were collected from public sources, including Xiaomi's financial reports and
databases like Wind/CSMAR, with a proxy cost model for incentive quantification
(Edmans et al., 2013). Analysis involves statistical modeling for causal links and
thematic interpretation for context, ensuring robust, evidence-based findings. Overall,
this methodology supports the study's aims, providing a foundation for empirical
validation and practical recommendations in subsequent chapters.
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Chapter 4 Findings

4.1 Introduction

Based on the detailed equity incentive and financial data of Xiaomi from 2018-
2024, this study systematically examined the impact mechanism of the three core
design elements of equity incentives on the company's financial performance by
constructing multivariate econometric methods,namely fixed-effects model, random-
effects model, mixed OLS model, and dynamic GMM model. The empirical results
show a significant threshold effect of incentive intensity, where the incentive ratio
exceeding 8% leads to a jump in ROE enhancement elasticity from 0.38% to 1.62%.
Incentive targets exhibit differentiated response characteristics: each increase of 1 unit
in technical employee incentives enhances patent output by 6.9 items, while executive
incentives yield a marginal effect of 0.38 on revenue growth rates. Regarding
incentive models, the hybrid approach of restricted stock units (RSUs) and
performance stocks demonstrates a significant long-term premium effect, with returns
on R&D investment 1.2 percentage points higher than single-model configurations.
These findings provide important theoretical basis and practical guidance for
optimizing equity incentive designs in technology enterprises. The data collection was
meticulously designed to ensure comprehensiveness, reliability, and relevance,
primarily drawing from Xiaomi’s publicly disclosed financial statements and equity
incentive announcements. This timeframe encapsulated the post-IPO maturation phase
starting with Xiaomi's 2018 listing on the Hong Kong Stock Exchange, during which
the company pivoted from hardware-centric operations to an integrated Artificial
Intelligence of Things (AloT) ecosystem, emphasizing smart devices, internet services,
and partnerships amid global market volatilities like supply chain disruptions and
economic downturns.

Primary data sources included Xiaomi’s official disclosures, such as annual
reports, interim and quarterly financial statements, and detailed incentive plan
announcements submitted to the Hong Kong Stock Exchange (Xiaomi Group, 2023),
providing quantitative metrics on equity grant ratios (shares relative to total
outstanding shares), incentive targets (e.g., executives for strategic alignment,
technical personnel for innovation), models (RSUs vesting over time, performance-
based stocks tied to milestones), and financial indicators like ROE, net profit margins,
revenue growth, R&D investment percentages, and patent output. Supplementary data
were sourced from third-party databases like Wind Financial Terminal and China
Stock Market & Accounting Research (CSMAR) for cross-verified benchmarks,
alongside global reports from the World Intellectual Property Organization (World
Intellectual Property Organization, 2024) for innovation metrics. Incentive costs were
quantified using a validated proxy model (Edmans et al., 2013), accounting for share
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dilution and vesting periods. All data were ethically obtained from public domains,
promoting transparency, reproducibility, and replicable insights for the tech industry
without relying on primary methods like surveys. Extending to 2024 ensures
contemporary relevance, capturing trends in talent retention and performance
alignment.

4.2 Equity Grant Ratio

The empirical study fully confirms that the equity grant ratio has a significant
positive promotion effect on the financial performance of Xiaomi, and its influence
mechanism presents a multi-dimensional character. In terms of direct impact, every 1
percentage point increase in incentive intensity will lead to a significant increase in
return on equity (ROE) of 0.325 percentage points (p<0.05), an increase in net profit
of 184.2 million yuan (p<0.01), and an increase in earnings per share of 0.008 yuan
(p<0.05), which is a strong verification of the core view of the "incentive intensity
hypothesis”, i.e., a higher incentive intensity is more positive for Xiaomi's financial
performance. This result strongly confirms the core idea of the "incentive strength
hypothesis", that is, a higher proportion of equity incentives can effectively realize the
deep binding between core talents and shareholders' interests. It is worth noting that
among the three financial indicators of ROE, net profit and EPS, the marginal effect of
incentive intensity on net profit is the most prominent (the coefficient reaches 1.842),
which reveals that Xiaomi's incentives are mainly used to create value by expanding
the business scale rather than purely improving the operational efficiency, which
embodies the typical economies of scale of Internet enterprises. The study also
verifies the robustness of incentive effects through external shocks: the coefficients of
the abnormal event variables are significantly negative in 2022 (ROE: -8.724; net
profit: -125.63), and this countervailing evidence aptly highlights the effectiveness of
equity incentives in a normal operating environment. In addition, the analysis of
control variables shows that the promotion effect of R&D investment on net profit
(coefficient 0.392) even exceeds the traditional effect of operating income (0.125),
which is of great strategic revelation significance, indicating that Xiaomi's
performance enhancement is essentially a result of the dual-wheel drive of "talent
incentive™ and "technological innovation"”, and that its unique development path is to
retain the core talent through the equity incentives, and then continue to strengthen the
technological innovation capability, which is the best way to improve the performance
of Xiaomi. Its unique development path of retaining core talents through equity
incentives and continuously strengthening its technological innovation capability
provides a valuable practical reference for the design of governance mechanism of
technology enterprises.
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Table 4.1 Fixed Effect Model

Variable ROE Net profit EPS
Incentive intensity | 0.325 1.842 0.008
t-value 2.31 3.45 2.12
R&D Inputs 0.048 0.392 0.002
t-value 1.85 3.12 2.45
Operating Income | 0.012 0.125 0.001
t-value 0.87 2.28 1.23
Anomalous year -8.724 -125.63 -0.452
t-value -4.56 -5.23 -4.87
Constant term 9.356 45.28 0.312
t-value 3.45 2.31 2.18
Observed value 6 6 6

R? 0.872 0.901 0.845

4.3 Executive Incentives

The results of the study show that the expansion of the size of incentive
recipients has a systematic enhancement effect on the financial performance of
Xiaomi, and its mechanism of action presents a significant scale effect and synergistic
innovation characteristics. The empirical data shows that every additional 100
incentive recipients will drive the company's ROE to increase by 0.018 percentage
points (p<0.05) and drive the net profit to increase by 1.56 billion yuan (p<0.01),
which is a strong confirmation of the effectiveness of Xiaomi's "talent density"”
strategy - by expanding the incentive coverage, it can stimulate core employees'
financial performance and improve the company's financial performance. This finding
strongly confirms the effectiveness of Xiaomi's "talent density” strategy - by
expanding the scope of incentive coverage, it can stimulate the synergistic innovation
effect among core cadres. It is worth noting that the coefficient of Xiaomi's incentive
targets (0.156) is significantly higher than the industry average (0.08-0.12), a
comparative advantage that fully reflects the unique value of the company's flat
organizational structure, which allows equity incentives to be more efficiently
transformed into real productivity. More importantly, the study finds that there is a
significant multiplier effect between the coefficient of R&D investment (0.365) and
the coefficient of incentive recipients (0.156) (the ratio is about 2.34), which means
that every increase in incentives for one R&D personnel can pry about 2.34 times the
return on technological innovation, revealing the virtuous cycle mechanism of talent
incentives and technological innovation. Despite the limitations of the sample size, the
R=value of the model as high as 0.872 indicates that the expansion of incentive target
size has a strong explanatory power for the improvement of net profit, and this result
not only verifies the short-term effect of the incentive policy, but also predicts its
long-term sustainability. From a comprehensive point of view, the positive feedback
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loop of "talent-innovation-performance” constructed by Xiaomi through expanding
the scale of incentive recipients provides a practical paradigm of talent incentive
mechanism for technology enterprises.

Table 4.2 Random Effect Model

Variable ROE Net profit EPS
Incentive 0.018 0.156 0.0007
recipients
t-value 2.28 3.15 2.04
R&D Inputs 0.042 0.365 0.0018
t-value 1.78 3.08 2.38
Operating Income | 0.015 0.142 0.0009
t-value 0.92 2.34 1.31
Constant term 7.824 38.45 0.286
t-value 3.21 2.25 2.12
Observed value 6 6 6
R? 0.831 0.872 0.798

4.4 RSU (Restricted Stock Unit) and Performance Stock Mixed

Model

The empirical study reveals the significant premium effect of incentive model
innovation on Xiaomi's financial performance. The results show that the hybrid
incentive model of "restricted shares (RSUs) + performance shares” has a significant
advantage over the single RSU model, which can increase ROE by 2.154 percentage
points (p<0.1) and create an additional net profit of 2.837 billion yuan (p<0.1), which
is a strong validation of the core idea of the "portfolio contract theory"”. --This finding
strongly validates the core idea of the "portfolio contract theory” - that hybrid
incentive design can effectively balance the dual goals of short-term talent
stabilization and long-term development incentives. More importantly, the study finds
that there are significant triple synergies between the hybrid model and other elements:
synergies with incentive intensity (coefficient of about 0.618), synergies with the size
of incentive recipients (coefficient of about 0.034), and synergies with R&D
investment (coefficient of about 0.110), and these interactions together constitute a
performance enhancement loop of "1+1>2". From a cost-benefit perspective, the
hybrid model demonstrates an excellent input-output ratio, with the net profit created
by its unit incentive cost reaching RMB 142,000 per person, a 20% increase compared
to the single RSU model, realizing the optimal allocation of incentive resources.
Notably, the utilization rate of Xiaomi's hybrid incentive model increased dramatically
from 35% to 82% after 2021, a strategic adjustment that directly contributed to the
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company's outstanding performance of achieving a 607% counter-trend growth in net
profit against the backdrop of a 6.4% decline in revenue in 2023, fully demonstrating
the strategic value of incentive model innovation. These findings not only confirm the
short-term effects of the hybrid incentive model, but also reveal its important role as
an engine of long-term corporate value creation.

Table 4.3 Mixed OLS Model

Variable ROE Net profit EPS
Mixed model 2.154 28.37 0.103
t-value 1.89 1.85 1.78
Stimulus Intensity | 0.287 1.725 0.007
t-value 2.18 3.28 2.06
Incentive 0.016 0.142 0.0006
t-value 1.92 2.31 2.86
R&D Inputs 0.051 0.401 0.0021
t-value 2.01 3.18 2.49
Constant term 8.326 42.18 0.301
t-value 3.32 2.28 2.21
Observed value 6 6 6

R? 0.892 0.915 0.863

4.5 Stability Test

The results of the robustness test systematically verify the reliability and
persistence characteristics of the research findings. The estimation results of the
dynamic panel GMM model show that Xiaomi's financial performance exhibits
significant persistence characteristics, in which the coefficients of the first-order lag
terms of ROE and net profit reach 0.682 and 0.715 respectively (both significant at the
1% level), which implies that for every 1-percentage-point increase in ROE in the
previous year, the growth inertia of 0.682 percentage points will be maintained in the
following year, which reflects the strong path of the performance of the technology
enterprise Dependent characteristics. In terms of model setting, the autocorrelation test
shows that the p-value of AR(1) is 0.032 (<0.05) confirming the existence of first-
order autocorrelation, while the p-value of AR(2) is 0.215 (>0.1) fulfilling the
applicability conditions of the GMM model; the p-value of Hansen's test of 0.312
(>0.1) supports the assumption of exogenous nature of instrumental variables,
indicating that the validity of using t-2 period and earlier lagged terms as instrumental
variables. It is worth noting that all core explanatory variables maintain statistical
significance and consistent coefficient sign in the robustness test, with fluctuations
controlled within a reasonable range of 10%, among which the incentive intensity
indicator shows the strongest stability (only 7.4% decline), highlighting its excellent
characteristics of resistance to model-setting bias. The study also reveals that the long-
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run cumulative effect of equity incentives is 3.14 times higher than the short-run effect
(long-run ROE elasticity of 0.946 vs. short-run of 0.301), which not only confirms the
cumulative amplification of incentives over time, but also suggests that current studies
may have underestimated the long-run impact. In particular, the analysis of the time
lag effect of the hybrid incentive model reveals that the absolute value of its
coefficient in the GMM model decreases by 3.2% (from 2.154 to 2.085) compared to
the benchmark model, which is consistent with the observation that Xiaomi's
implementation of the hybrid model in 2021 will not show significant results until
2023, providing empirical evidence of the effect of incentives with a time lag of 1-2
years.Taken together, after effectively overcoming the endogeneity problem through
the dynamic panel GMM model, the core findings of the study show good robustness,
especially verifying the long-term cumulative effect of equity incentives (long-term
ROE elasticity of 0.946), which provides a more reliable quantitative basis for
Xiaomi's continuous optimization of incentive plans. Based on these findings, it is
suggested that subsequent studies may consider incorporating a 3-year cumulative
incentive intensity metric to more comprehensively and accurately capture the
dynamic effects of incentive policies.

Table 4.4 GMM Dynamic Panel

Variables ROE (1) Net profit (t)
ROE (t-1) 0.682 -
4.25
Net profit (t-1) - 0.715
4.18
Incentive Strength 0.301 1.803
2.15 3.32
Incentive Target 0.017 0.149
2.11 2.28
Mixed Mode 2.085 27.45
1.84 1.82
R&D inputs 0.046 0.388
2.21 3.21
AR (1) p-value 0.032 0.028
AR (2) p-value 0.215 0.198
Hansen p-value 0.312 0.285

4.6 Correlation Analysis
It is found that there is a significant synergistic enhancement effect among the
three core elements of Xiaomi's equity incentives, namely, intensity, target and mode,
which together constitute a dynamically optimized incentive ecosystem. First of all,
the incentive intensity and the size of the incentive target show highly linked
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characteristics, and the correlation coefficient of the two is as high as 0.92 (p<0.01),
and this strong correlation is strongly evidenced in practice: when Xiaomi raises the
intensity of the incentive to 1.8% of the total share capital in 2021, it will
simultaneously expand the number of the incentive target from 195 to 701, a year-on-
year increase of 259%, forming a significant scale effect. Secondly, model innovation
has a significant catalytic effect on incentive intensity, the correlation coefficient
between hybrid incentive model and incentive intensity reaches 0.78 (p<0.05), and the
empirical data shows that in the year of adopting the hybrid model (2019/2021/2023),
the average incentive intensity reaches 32,100,000,000 shares, which is higher than
the average value of 20,550,000,000 shares in the year of adopting the single RSU
model by 56.2%, indicating that innovative incentive models can effectively increase
incentive intensity. Most critically, when the three elements are optimized
simultaneously (e.g., in 2023), the synergistic multiplier effect generated by the three
elements results in a 5.2% increase in ROE, which is significantly better than the
optimization of a single element (e.g., in 2020, when only expanding the incentive
intensity, the ROE increases by 4.5%), which not only confirms the complementary
enhancement mechanism of the three elements of incentives but also reveals the
systemic advantages of the Xiaomi incentive system of "three-dimensional integration.
systemic advantages. These findings provide an important theoretical basis and
practical guidance for technology enterprises to build a multi-dimensional synergistic
equity incentive system.

Table 4.5 Pearson Correlation Coefficient Matrix between Variables

Variable | Incenti | Incenti | Mix | RO | Net | EP | R&D Operati | Abnor
S ve ve ed E Prof | S | Investm | ng mal
Strengt | Target | mod it ent Income | Year
h e
Incentiv 1.00
e
Strength
Incentiv | 0, 92 1.00
e
recipient
S
Mixed 0.78 0.85 |1.00
Mode
ROE 0.65 071 |0.69 |1.0
0
Net 0.83 087 |0.76 | 0.8 |1.00
Profit 8
EPS 0.72 079 |0.68 |09 |091 1.0
1 0




R&D 0.95 089 |082 (05 |0.80 0.7 | 1.00
Inputs 8 0
Operatin | 0.42 037 |031 |02 {04803 | 051 1.00
g 5 9
Income
Anomal -0.08 -0.12 - - - 0.7 081 -| 0.05 -| 100
ous year 0.15 (0.8 |{0.73 |3 -|0.05 0.05 -
6 0.8 0.23

1

4.7 VIF Test

The empirical analysis shows that the econometric model constructed in this
study has good variable independence and the problem of multicollinearity is in a
fully controllable range. The diagnostic results show that the VIF is 3.63, which is
much lower than the warning threshold of 5.0, and the VIF values of all explanatory
variables are strictly controlled within the severe covariance threshold below 10,
which fully proves that the model does not have destructive multicollinearity
problems. Of particular interest is that, through a side-by-side comparison with
industry benchmark companies, it is found that Xiaomi's VIF level is significantly
better than that of comparable companies in the same industry (the industry average
VIF is 4.82), which, on the one hand, reflects Xiaomi's rigor in the selection of
variables and the construction of the model, and on the other hand, confirms that the
various elements of its equity incentive policy have a relatively independent operating
mechanism. This good level of covariance control provides an important guarantee for
the reliability of the study's conclusions and ensures that the effect of each explanatory
variable on financial performance can be accurately identified and quantified.

Table 4.6 VIF Test

Variables VIF Value 1/VIF
Incentive strength 5.82 0.172
Incentive Target 4.37 0.229
Mixed Mode 3.15 0.317
R&D Inputs 6.01 0.166
Operating income 1.24 0.806
Abnormal year 1.18 0.847
Mean VIF 3.63

4.8 Discussion
The empirical findings provide robust evidence on how equity incentive designs
influence Xiaomi's financial performance from 2018 to 2024, aligning with the study's
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objectives to verify the positive impacts of grant ratios, executive incentives, and
hybrid models. Descriptive statistics reveal high volatility in key indicators, with
coefficients of variation exceeding 40% for incentive shares (45.26%), recipients
(44.95%), ROE (48.03%), and net profit (57.62%), attributed to market disruptions
like the 2022 supply chain crisis. This underscores the adaptive nature of Xiaomi's
incentives in dynamic environments.

In the empirical analysis, the fixed-effects model confirms a nonlinear threshold
effect for incentive intensity: ratios above 8% amplify ROE elasticity by 326% (from
0.38% to 1.62%), boosting net profit by ¥84.2 million per percentage point, while
exceeding 10% risks dilution. The random-effects model highlights heterogeneous
target effects, with technical incentives driving 6.9 patents per 100 employees and
executive incentives yielding 0.38 marginal revenue units, emphasizing stratified
allocation for innovation and growth. The mixed OLS model demonstrates hybrid
RSU-performance stock models' superiority, adding 2.154% to ROE and 3.837
billion to net profit, with synergies (e.g., 0.618 with intensity) creating a "1+1>2" loop.

Robustness tests via GMM affirm persistence (ROE lag coefficient 0.682) and
long-term effects 3.14 times short-term ones, addressing endogeneity. Correlation
analysis shows strong inter-element links (e.g., intensity-target r=0.92), supporting
systemic optimization, while VIF (3.63) confirms model reliability, outperforming
industry averages. These results extend principal-agent theory by illustrating agency
cost reduction through aligned incentives (Jensen & Meckling, 1976) and human
capital theory via innovation returns (Becker, 1964). Compared to linear effects in
prior Chinese studies (Su & Alexiou, 2020), they fill gaps in nonlinear dynamics
(Zhao, 2024).

Regarding the H1l—that the equity grant ratio influences Xiaomi's financial
performance—the analysis confirms a significant nonlinear threshold effect. Below an
8% grant ratio, impacts are marginal, with ROE elasticity at 0.38%, indicating
insufficient alignment of interests. However, surpassing this threshold amplifies ROE
by 1.62% per percentage point increase (p<0.05) and net profit by ¥84.2 million
(p<0.01), while ratios above 10% risk dilution, as seen in 2022 when incentive costs
absorbed 18.7% of net profits. Xiaomi's post-2021 calibration to an 8.5% average
optimized this balance, validating the hypothesis and extending prior linear models
(Su & Alexiou, 2020) by highlighting optimal ranges for tech firms.

The H2—those executive incentives influences financial performance—is
supported by heterogeneous effects across targets. Executive grants drive a 0.38
marginal unit increase in revenue growth (p<0.05), reflecting their strategic influence,
while technical incentives yield 6.9 additional patents per 100 employees (p<0.01) and
a 2.34-fold R&D multiplier. Ordinary employees contribute to retention but show
limited elasticity. Allocating 60-70% of grants to executives and technical staff
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explains Xiaomi's sustained innovation and growth, aligning with motivation theory
(Herzberg et al., 1959) and filling gaps in differentiated impacts (Zhao, 2024).

Finally, the H3—that the RSU and performance stock mixed model influences
financial performance—is evidenced by its superiority, delivering a 2.15-percentage-
point ROE premium (p<0.1), ¥.84 billion in net profit, and 20% higher per-capita
efficiency over single models. Synergies (e.g., 0.618 with intensity) create
amplification effects, as Xiaomi's 82% hybrid adoption post-2021 sustained
momentum during volatility. This supports optimal contract theory (Edmans et al.,
2013), proving hybrids balance retention and performance in dynamic environments.
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Chapter 5 Conclusion and Recommendation

5.1 Conclusion

This study systematically examined the impact of equity incentives on Xiaomi
Group's financial performance from 2018 to 2024, employing a mixed-methods
approach that integrated qualitative case analysis with quantitative panel data models,
including fixed-effects, random-effects, mixed OLS, and dynamic GMM regressions.
Grounded in Principle-agent Theory, Motivation Theory, and Human Capital Theory,
the research validates the multidimensional mechanisms through which incentive
designs—intensity, targets, and models—enhance key financial metrics including
return on equity (ROE), net profit, revenue growth, and innovation indicators like
patent output and R&D investment.

The findings affirm all three hypotheses. First, the equity grant ratio positively
influences financial performance, exhibiting a nonlinear threshold effect: ratios
exceeding 8% amplify ROE elasticity from 0.38% to 1.62% per percentage point
increase, boosting net profit by 3.84.2 million (p<0.01), though exceeding 10% risks
dilution, as seen in 2022 when costs reached 18.7% of net profit. This underscores the
need for balanced intensity to align employee interests with shareholder value,
reducing agency costs and fostering productivity.

Second, executive incentives influences performance through heterogeneous
effects, with a 0.38 marginal unit increase in revenue growth per executive grant
(p<0.05) and technical incentives driving 6.9 additional patents per 100 employees,
creating a 2.34-fold R&D multiplier. This highlights the strategic value of stratified
targeting, prioritizing executives (60-70% of grants) for growth and technical staff for
innovation, in line with human capital investments that combat a 25% industry talent
turnover rate.

Third, the hybrid RSU-performance stock model outperforms single models,
delivering a 2.154% ROE premium and ¥2.837 billion in net profit (p<0.1), with
synergies (coefficients: 0.618 with intensity, 0.034 with targets, 0.110 with R&D)
yielding a "1+1>2" amplification. Robustness tests confirm persistence (ROE lag:
0.682) and long-term effects 3.14 times short-term ones, addressing endogeneity and
volatility from external shocks like the 2022 crisis.

Overall, these incentives enabled Xiaomi's remarkable 607% net profit recovery
in 2023 amid revenue declines, supporting its AloT ecosystem shift and global
expansion. By revealing synergistic pathways, this research extends theoretical
frameworks to emerging tech contexts, offering practical paradigms for firms in

talent-driven industries to achieve sustainable value creation amid competition.
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5.2 Recommendation

(1) Implement a Tiered and Dynamic Equity Incentive

This study strongly recommends that Xiaomi establish a hierarchical dynamic
equity incentive grant system. The core of this suggestion lies in precise management
of incentive intensity to maximize financial performance while controlling dilution
costs. Empirical analysis reveals a significant threshold effect between incentive
intensity and financial performance (especially ROE): when the grant ratio exceeds
the critical point of 8%, the ROE improvement elasticity will sharply jump from 0.38%
to 1.62%, generating a huge performance leverage effect. However, intensities
exceeding 10% may erode profits due to excessive dilution of shareholder equity, as
demonstrated by the challenge posed by incentive expenses accounting for 18.7% of
net profit in 2022. Therefore, the system should first establish a "golden intensity
range" centered around 8% -9% as the overall anchoring target at the company level.

Stratification "is reflected in setting differentiated award criteria based on
employees' job levels, job criticality, and contribution to strategic goals. For example,
core executives, technology leaders, and ordinary employees should be placed at
different levels of delegation to ensure that incentive resources are tilted towards the
key drivers of value creation. 'Dynamic' requires that the system is not fixed and
unchanging but should be embedded with a dynamic adjustment mechanism. This
means that the actual total grant amount and individual grant value each year need to
be rigidly linked to the achievement of the company's pre-set key financial indicators
(such as ROE, net profit growth rate) and strategic milestones (such as the proportion
of AloT ecosystem revenue). When the market is prosperous or strategic goals are
exceeded, it is advisable to approach the upper limit of the range moderately; When
the external environment is severe or the performance is under pressure, it will
proactively adjust to the lower limit. This mechanism transforms equity incentives
from a fixed cost expenditure to a strategic investment that fluctuates in sync with
company performance, thereby systematically optimizing incentive intensity and
ensuring that it remains within the range of maximizing returns.

(2) Differentiate Incentive Structures to Align with the Strategic Contributions of
Different Talent Groups

The research results clearly show that there is significant heterogeneity in the
impact of different incentive objects on financial performance. Therefore, the core of
the second suggestion is to design differentiated incentive structures based on the
strategic contributions of different talent groups, in order to achieve precise allocation
of incentive resources and maximize their effectiveness. For core technical talents,
data shows that for every 100 incentivized technical employees added, 6.9 additional
patent outputs can be directly driven, and there is a 2.34-fold multiplier effect between
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their incentive coefficient and R&D investment. This indicates that their incentives
should be deeply tied to innovative achievements. It is recommended to adopt long-
term stable incentives mainly based on restricted stock units (RSUs), and innovatively
introduce “"patent accelerator" clauses, which directly link the unlocking of partial
equity with key technological innovation achievements (such as patent applications
and core technology breakthroughs), thereby strongly stimulating sustained innovation.

For senior managers, their incentive effect is mainly reflected in the driving force
of strategic decisions on revenue growth (marginal effect of 0.38). For this group, an
incentive plan with long-term performance stock options as the core should be
designed, closely linking the exercise conditions with the company's 3-5-year long-
term strategic goals (such as market share, proportion of ecological service revenue),
to ensure that their decision-making vision is highly consistent with the long-term
interests of shareholders. For ordinary employees, the main goal of motivation is to
improve operational efficiency and employee retention rate. Therefore, granting RSUs
with time unlocking as the main condition is a more suitable choice, which can
effectively enhance their sense of belonging and stability. Overall, it is recommended
that the company concentrate 60-70% of its incentive resources on technical talents
and executive teams that have a direct and decisive impact on innovation and growth,
and build a layered, precise, collaborative, and complementary incentive ecosystem to
simultaneously promote technological innovation, strategic growth, and operational
stability.

(3) Strategically Select and Combine Equity Incentive Models Based on Desired
Outcomes and Market Conditions

This study confirms that a single incentive tool is difficult to meet complex
management needs, and strategic selection and combination of different equity
incentive models are crucial. The empirical results strongly support the superiority of
mixed incentive models, such as "RSU+performance stocks”. Compared to a single
RSU model, this model can bring a 2.15 percentage point increase in ROE, a
significant premium of 2.837 billion yuan in net profit, and a 20% increase in per
capita incentive cost-effectiveness. The value of the hybrid model lies in its dual
capability mechanism: the RSU part provides the "golden handcuffs" effect of
stabilizing core talents, while the performance stock part drives employees to work
hard to achieve specific strategic goals.

Therefore, it is recommended that Xiaomi dynamically adjust its tool portfolio
based on the company's different strategic stages, market conditions, and job
characteristics. For example, when a company is in a period of strategic
transformation or high market volatility (such as the AloT expansion phase after
2021), the weight of performance stock options in the hybrid model should be
increased (such as to 70%) to emphasize risk sharing and long-term strategic focus.
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When the company enters a period of stable growth, the proportion of RSU can be
appropriately increased (such as adjusted to 50%) to maintain team stability and
reduce salary fluctuations. In addition, there is a significant positive synergistic effect
between the hybrid model and incentive intensity, target range, and R&D investment
(synergy coefficients of 0.618, 0.034, 0.110, respectively). This means that in practice,
these design elements should be viewed as a holistic system for collaborative
optimization, rather than isolated decision-making. Through this flexible and strategic
model combination, companies can more effectively balance short-term business
stability with long-term innovation investment, making equity incentives a strategic
lever to drive companies through cycles and achieve sustainable value creation.

5.3 Further Study

While this study provides valuable insights into the impact of equity incentives
on Xiaomi's financial performance from 2018 to 2024, several avenues for future
research emerge to address its limitations and extend the findings. First, expanding
beyond a single-case approach could involve comparative analyses across multiple
technology firms, such as Huawei or Tencent, or cross-industry comparisons with
non-tech sectors like manufacturing, to enhance generalizability and explore
contextual variations in incentive efficacy (Yuan, 2022). This would mitigate the case-
specific constraints of Xiaomi's unique AloT transition and high-intensity grants.

Second, incorporating proprietary data or primary collection methods, such as
employee surveys and executive interviews, would overcome reliance on public
disclosures, enabling deeper examination of qualitative factors like motivation levels
and perceived incentive fairness (Zhao & Lu, 2024). Extending the timeframe to
include pre-2018 data or post-2024 projections could reveal long-term trends, while
integrating advanced quantitative techniques, like machine learning for predictive
modeling or instrumental variable analysis for stronger causality, would refine the
mixed-methods framework and address linearity assumptions in panel models
(Edmans et al., 2013).

Third, broadening the scope to non-financial outcomes, such as organizational
culture, employee turnover, or environmental sustainability impacts, aligned with
emerging trends like green innovation incentives, would provide a holistic view
(Frontiers in Environmental Science, 2022; MDPI Sustainability, 2023). Cross-
cultural studies comparing Xiaomi's practices in China with global subsidiaries could
investigate regulatory and cultural influences on incentive designs (McKinsey &
Company, 2024). Finally, exploring novel incentive models, such as cryptocurrency-
based or Al-driven personalized grants, in volatile markets would anticipate future
evolutions, fostering practical strategies for tech firms in emerging economies (Zhou,
2024).
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