Baidu accelerates shift to AI with strategic layoffs and chip development amid declining search revenues
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China’s leading tech firm Baidu has embarked on a significant restructuring initiative, marked by substantial workforce reductions across several business units and a reorganisation focusing on its artificial intelligence (AI) divisions. Known as “China’s Google” for its dominance in search, Baidu’s transformation reflects mounting pressures from a struggling traditional advertising sector and a strategic pivot towards AI-driven ventures.
Reports from Chinese business outlet Caixin reveal that Baidu has implemented workforce cuts ranging from at least 10% across various departments to as much as 30% in some units. While Baidu described these layoffs as routine year-end adjustments with no specific targets, employees suggest the scale is unprecedented, especially in traditional sectors such as search advertising. In contrast, divisions linked to AI large models and autonomous driving appear to have suffered fewer cuts, highlighting the company’s efforts to prioritise emerging technologies.
The restructuring is largely driven by Baidu’s accelerated integration of AI tools, which has significantly boosted development efficiency. Internally, AI coding tools and generative AI technologies have enhanced productivity across functional teams. Externally, AI adoption has lowered barriers for delivering industry-specific services to business clients, reducing the need for deeply specialised human expertise in certain sectors. This technological shift aligns with Baidu’s strategic emphasis on AI, which is rapidly becoming a key revenue driver compared to its waning traditional services.
Amid this transformation, Baidu’s core search advertising business has experienced a marked decline, with revenue slipping for five consecutive quarters and dropping over 15% year-over-year in two successive quarters this year. The advertising segment, once Baidu’s primary cash generator, posted a notable third-quarter free cash flow loss of approximately 1.855 billion yuan (nearly 185 billion Korean won). Meanwhile, the company’s cloud business, seen as a critical growth engine in the AI era, demonstrated resilience with a 21% revenue increase in the third quarter, reaching around 6.5 billion yuan (about 1.35 trillion Korean won).
Further reflecting Baidu’s strategic pivot, the company has revamped its AI large language model (LLM) “Wenxin” development teams, establishing distinct base model research and application model research units. These teams report directly to CEO Robin Li, underscoring the importance of AI in Baidu’s future. Additionally, Baidu is advancing its AI chip ambitions through Kunlun Chip, a unit under Baidu Cloud, which has attracted attention amid Chinese government restrictions on Nvidia’s China-specific H20 chip. In November, Baidu laid out a five-year roadmap for AI chips, aiming to launch the M100 inference chip in 2026 and the M300 chip, capable of both training and inference, in 2027, with plans for next-generation N-series chips by 2029.
Baidu’s restructuring follows a challenging financial period, including a reported third-quarter loss of 11.23 billion yuan and a 7% revenue decline, driven primarily by an 18% drop in advertising income. According to Reuters, some units, notably the mobile ecosystem group, face layoffs as deep as 40%, while AI and cloud-focused roles remain comparatively secure with increased investments planned for AI development.
The company’s declining advertising revenues are linked to smaller Chinese businesses curbing marketing expenditures amid a slowing economy. However, Baidu’s AI Cloud segment continues to expand robustly, with 26% revenue growth in the fourth quarter, partially offsetting advertising losses. Baidu’s AI chatbot, Ernie, launched in early 2023 and recently upgraded to version 4.0, is touted to rival OpenAI’s GPT-4, although its market penetration has been limited by strong competition from local rivals like DeepSeek. To boost adoption, Baidu plans to open-source future AI models, offer premium AI services for free from April 2025, and integrate DeepSeek’s technology into its platforms.
Market sentiment on Baidu’s AI transition has been optimistic. Investment firm Macquarie raised Baidu’s rating to “Outperform,” emphasising undervalued prospects in its in-house chip design unit and AI cloud services. They project Kunlun Chip could contribute significantly to Baidu’s valuation, estimating revenues near 5 billion yuan in 2025 and doubling the following year. Macquarie sees Baidu’s shift from a declining search business towards AI-driven cloud offerings, robotaxis, and semiconductor manufacturing as a vital re-rating catalyst.
At the recent Baidu World technology conference, Baidu introduced its new AI-specific semiconductors, the M100 and M300 chips, targeting early 2026 and 2027 releases, respectively. Complementing these are the Tianchi 256 and Tianchi 512 supernode computing products, designed to enhance chip network integration performance. These innovations underline Baidu’s commitment to strengthening China’s AI infrastructure amid escalating geopolitical tensions and U.S. restrictions on technology exports.
Overall, Baidu’s extensive layoffs and organisational shifts highlight the company’s bold transition from a search advertising powerhouse to a diversified AI-driven technology leader focused on next-generation chip design, cloud computing, and autonomous driving solutions, navigating a complex landscape of economic challenges and intensifying competition.
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