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Abstract 
Expanding to China can seem appealing for Western companies, however, differences 

between China and the West can make this appear overwhelming and unmanageable, 

especially for small companies with limited resources. This thesis strives to serve as a tool to 

make strategy creation manageable for small Western companies when expanding to China. 

Therefore, the following research question has been applied:  

 

What is the best approach to strategy creation, for small Western companies when expanding 

to China? 

 

This thesis has deducted the best approach to strategy creation in three steps. First, an 

analysis of what characterizes the Chinese market is conducted. Based on this, a literature 

review outlines the relevant research regarding the subject and finally, a discussion based on 

the analysis and literature review is carried out.  

 

This research has found that the Chinese market differs due to high levels of uncertainty. 

Moreover, a review of the literature suggests a gap in the research field regarding this specific 

topic. Based on a discussion regarding the literature, it is found to be necessary to address the 

research question in two stages; pre- and post-entry on the market. Pre-entry it is found that 

a best approach strategy creation would be to apply a combined-model, with elements from 

Porter’s Five Forces and Resource-Based View. Finally, in the post-entry stage, a heuristic 

approach to strategy creation is found to be the best approach.  
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1 Introduction 
The world that we live in has become globalized. “Borders” is today an obsolete concept as 

we can now move freely and easily around the world. We feel the effects of this when a virus 

can spread from being a single case on a market in China to become a global pandemic in a 

matter of weeks. This globalization presents opportunities too, especially for small business. 

Today, expanding to foreign markets is no longer a concept reserved for large corporations. 

One of the appealing markets that have become available in recent times, is China.  

 

After being closed off for foreign businesses, China introduced an open-door policy in the late 

1970s. Since then, the Chinese economy has grown rapidly. With a population of 1,4 billion 

people becoming increasingly wealthier, China has become a huge potential market for 

Western companies.  

 

However, although having a huge potential, entering the Chinese market also poses a great 

risk of failure. Fundamental differences make approaching the Chinese market seem 

overwhelming and unmanageable for small companies with limited resources. This poses the 

question: What is the best approach to strategy creation, for small Western companies when 

expanding to China?  

 

This thesis strives to make expansion to China for small Western companies manageable, by 

proposing a theoretical best practical approach to strategy creation. To do so, the following 

will analyse what characterize the Chinese markets and how this differs from the West. Once 

this has been established, the relevant literature and research regarding the subject will be 

outlined. Finally, the best approach to strategy creation will be deducted by discussing the 

researched literature.  

 

Based on this approach, we find that the situation needs to be addressed in two stages. At 

one stage, the classic approaches to strategy creation are found to be superior, whereas at 

the other stage, a novel approach, the heuristics method, is suggested as the optimal 

approach to strategy creation for Western companies in China 
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1.1 Research objective 
This thesis strives to propose a best practice approach to strategy creation for small Western 

companies when expanding to China, based on theoretical research. To do so, the 

following research and sub questions will be examined.  

 

1.1.1 Research question 

This thesis will strive to answer the below research question in a theoretical manner.  

 

What is the best approach to strategy creation, for small Western companies when 

expanding to China?  

 

1.1.2 Sub questions 

To answer the above research question, several sub questions will be raised.  

 

The above research question suggests that the best approach for strategy creation under 

expansion is different in China than in the West. To understand if this is true, it must be 

analysed if and how China differs from Western markets. Therefore, the following sub 

question will be analysed: 

 

What characterizes the Chinese market and how does this differ from markets in the West? 

 

To find the theoretical best approach to optimal strategy creation in China for small Western 

companies, the relevant literature and research regarding the subject will be reviewed. 

Therefore, based on the findings from the above analysis of the Chinese market, the most 

relevant contributions from existing literature and research will be outlined. This will serve as 

an explanatory overview of current research regarding strategy creation with a focus on China: 

 

According to literature, what are the most relevant contributions regarding strategy creation 

in China?  
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Finally, the outlined literature and research will be discussed to find the best theoretical 

approach to strategy creation for small Western companies when expanding to China. This is 

carried out by the following sub question: 

 

Based on the findings from the analysis of the Chinese market and the literature review, what 

is the best theoretical approach to strategy creation for small Western companies, when 

expanding to China? 

 

The deduction from this discussion will be presented as propositions. These propositions will 

then be formulated and presented in a theoretical framework to strategy creation for small 

Western companies expanding to China. Figure 1 depicts the research structure of this thesis.  

 

1.1.3 Level of analysis 

The research question and the associated sub questions will be assessed on an organizational 

level. This thesis strives to function as a managerial tool for small Western companies, why it 

seems relevant to use an organizational level of analysis. Although strategic managerial 

frameworks benefit organizations collectively, they are most often used and executed by 

managers and strategist.  The specific level of analysis is thus at managerial level, in a small 

Western company. 
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Figure 1 - Research structure 
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2 Research boundaries 
The following will outline limitations, definitions and boundary conditions applied for this 

thesis’ research.  

 

2.1 Limitations and definitions  
This thesis has applied the following limitations and definitions. These have been considered 

necessary to ensure that the research question is answered to a certain degree of depth, along 

with comprehensively presenting our research to increase the readers understanding of the 

theory and analysis. 

 

2.1.1 Strategy 

A strategy shall be defined as a conscious and purposeful decision to take action, with the 

intent to increase the individual’s position. Thus, a strategy is a plan to achieve a goal 

(Mintzberg, 1987). More to that, the decision shall be defined pre action i.e. strategy is a 

decision now, that concerns the future (Wernerfelt & Karnani, 1987).  

 

2.1.2 Competitive advantage  

The following defines a competitive advantage, as a strategic decision implemented, which 

benefits are not immediately replicated by competitors. This can also be defined as a first-

mover advantage. 

 

2.1.3 Sustainable competitive advantage  

The following defines a sustainable competitive advantage, as a strategic decision 

implemented, which benefits cannot be replicated by competitors. 

 

2.1.4 Market 

This paper will focus on strategy creation for small Western companies operating or expanding 

to China. To argue for the relevance of this thesis, the following will focus on the Chinese 

market. The findings of this thesis have allowed us to address China as one market and thus 
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not a specific industry or market within China. The findings of this thesis are arguably relevant 

for not only China, but all markets characterized by uncertainty. However, this thesis shall only 

focus on China as one market and argue based on this. The market of analysis will, therefore, 

be limited to the Mainland Republic of China. 

 

Above has defined the target market of this thesis. However, this thesis uses the concepts 

“market” and “industry”. This thesis will define a market as a concept where supply meets 

demand. “Industry” will be defined as a collection of markets. Although we acknowledge that 

these are distinguishable, the following will not conduct a further discussion of these 

concepts. The main focus of this thesis will be on markets. 

 

2.1.5 Small Western companies  

The term “small Western businesses” shall be defined broadly in the context of this thesis. The 

following strives to serve as a managerial tool for companies with limited resources, operating 

or expanding to China.  

 

The term “small” refers to businesses with limited resources. The term does not refer to 

organizations with a specific number of employees or yearly revenue. The term describes the 

“state” of a company rather than “type” of a company. This point of view has been taken as 

our initial focus was on start-ups and entrepreneurs. The specific conditions of a start-up were 

relaxed to embrace a broader audience and increasing the relevance. Finally, the term “small 

businesses” was found. 

 

The term “Western” refers to companies from the Western world. This term has been applied 

to specify the research to companies with relatively similar business cultures and market 

structures. 

 

2.1.6 Manager 

The term “manager” will in this thesis be regarded and defined as a person responsible for 

creating and executing strategical decisions on behalf of the company. Thus, a manager does 



  
 

10 
 

not specifically refer to the actual position an individual holds in a company, but a person who 

has the mandate to make decisions.   

 

2.2 Boundary conditions 
In connection with the above definitions and limitations, the following boundary conditions 

will be applied throughout the thesis. These boundary conditions have been applied to 

increase the relevance of the thesis and to specify the findings. The intent upon which these 

boundary conditions have been applied is to replicate a situation in which a company cannot 

seek outside assistance e.g. in the form of management consultants. The relevance of these 

boundary conditions will be discussed once the findings of this thesis have been presented. 

This will be realized by relaxing these and discussing the effect of this on the findings. 

 

2.2.1 Limited resources  

The following thesis applies a boundary condition regarding resources being limited in 

organizations. Some models and frameworks regarding strategy creation neglect the fact that 

the process of strategy creation is costly and that, especially small businesses, often do not 

have the resources required to follow these models or frameworks. This condition is thus 

formulated in connection with the focus on “small” companies. 

 

2.2.2 Restricted knowledge acquisition 

The following thesis will furthermore apply a boundary condition regarding knowledge and 

experience being unavailable to acquire. This condition is applied in connection with the 

condition of limited resource and is thus used to increase the relevance for specifically small 

companies. We thus argue that acquisition of knowledge or experience is either too 

resourceful or not available for small companies.  

 

 



  
 

11 
 

3 Methodology 
This thesis takes a theoretical approach to strategy creation for small Western companies 

expanding to China. This approach has been chosen as we later will argue this specific subject 

represent a gap in the relevant literature and research. This thesis strives to contribute to the 

research field of strategy creation and strategic management, by attending to this gap and 

form the foundation for future research within this scope. To do so, it seems optimal to 

establish what literature and research regarding related subjects allow us to conclude 

regarding this specific subject. One could argue that an empirical approach to framing the 

foundation for this subject would be preferable. This could be an alternative approach, as this 

would allow the conclusions to be based on data regarding this specific subject. However, we 

argue that when forming the foundation of a research field, beginning with a theoretical 

approach is ideal as this will allow us to exploit previous scholars’ work and deduct several 

presumptions regarding the specific subject. This will be a more effective scientific approach. 

Finally, basing finding upon empirical data makes it no more scientific than deducting these 

with a theoretical approach. The validity of a theoretical approach will be addressed in the 

following. Based on our theoretical findings, a natural next step regarding this subject would 

include an empirical study and test of the theoretical proportions. This will be further 

discussed later.  

 

To support our theoretical approach, a range of methodological approaches has been 

considered. In the following section, we will elaborate on our methodological considerations 

regarding our research design. Here we will outline our philosophy of science which is based 

on principles from the social constructivist research paradigm. This will help guide our thesis 

towards answering the proposed research question as well as underlining our reasoning 

approach. Subsequently, we will present our research design, along with the methods used 

for obtaining relevant data and literature.  

 

3.1 Philosophy of Science 
The methodological reflections regarding our research question are constructed through the 

theoretical viewpoint of the social constructivist research paradigm. In accordance to Bryman 
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(1988), a research paradigm is a set of beliefs that affects researchers in regards to what 

should be studied, how the research should be conducted, and how results should be 

interpreted. Thus, the social constructivism paradigm forms our comprehending of how 

knowledge is created and the nature of it. Consequently, it impacted how we conducted our 

theoretical research for the thesis, along with affecting the results of it as well (Bryman, 1988).  

 

Following Bryman (1988), a research paradigm is formed by a set of ontological and 

epistemological beliefs, which form the foundation for how scholars perceive the world. 

Ontological beliefs relate to the creation of social objects and to which degree they can be 

seen as objective in terms of reality. The reality in social constructivism is considered to be 

either external to its social players, or social constructs created between the reality’s social 

players (Bryman & Bell, 2007). Epistemological beliefs concern how knowledge is perceived as 

what can be regarded as acceptable knowledge (Bryman & Bell, 2007). As we perceive the 

world through the scope of social constructivism, our research is based on a commitment to 

both epistemological and ontological beliefs, whereas the former is used as an argument for 

the latter. Therefore, we acknowledge that our perception of reality is shaped by social 

circumstances, and if this context corresponds with reality, then reality itself must have been 

formed by social circumstances (Berger & Luckmann, 1966). Thus, we perceive reality as a 

social construct in the view of social constructivism.  

 

According to Saunders et al. (2009), social constructivism indicates that the world we live in 

cannot be analysed through what we see with our eyes, as it is far too complex. This means 

that the occurrences and singularities one would usually perceive as independent or existing 

naturally, are in reality created through social practices. Furthermore, they state that “it is 

necessary to explore subjective meanings motivating the actions of social actors for the 

researcher to be able to understand these actions” (Saunders et al., 2009; p. 111). This further 

stipulates how we understand value creation as being dependent on the context between the 

involved players’ interaction, which will always be exclusive and unique. Hence, as we adopt 

the research paradigm of social constructivism, we accept that there does not exist one 

objective reality, but that perception of reality varies between the involved individual 

observers. Thus, our research can be deemed influenced by subjectivity and interpretations 
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as a necessity to comprehend the reality of the proposed problems. On that note, we accept 

that knowledge and reality are created through people’s perception of it. This includes the 

perception of the creators from whom we used data and literature, as well as our own. 

 

Accordingly, we acknowledge that the literature and data used in this thesis are subject to 

interpretations, which allowed us to understand the reality of the research problem, hence 

not being value-free (Bryman & Bell, 2007). The authors of our used theory and data were 

thereby explaining their work through their perception of reality and understanding of the 

specific field. Thus, the knowledge was actor-based and affected by the authors own 

subjectivity (Jacobsen et al., 2010). By accepting that the reality of the world is socially 

constructed and not observed objectively, the research goal of this thesis was not to create 

an ultimate and universal truth, but a quest to establish an informal mediate truth (Fuglsang 

& Bitsch, 2007). The reader should, therefore, only consider the findings in our research with 

this specific context of it.  

 

3.2 Reasoning approach 
After expressing our perception of the world and how knowledge is created, it seems relevant 

to outline our reasoning approach regarding the relationship between theory and research. 

When considering which reasoning approach to pursue, we distinguished between the two 

primary academic routes deduction and induction. The choice of reasoning approach was 

ultimately meant as an aid in legitimizing the research paradigm of our research, to which it 

must remain consistent according to Saunders et al. (2009). In the deductive approach, one 

must create a theory and one, or several, hypothesis that should be tested using a designed 

research strategy. The inductive approach revolves around collecting data and then 

developing a theory as a result of the data analysis (Saunders et al., 2009). Also, a third 

approach, namely abduction exists as a combination of the inductive and deductive approach 

which is created to reduce the limitations affiliated with the two other approaches (Bryman & 

Bell, 2011).  
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We argue that our initial reasoning approach can be considered inductive. When we initiated 

our research phase, it was based on general interests and assumptions of how a strategy 

should be created in a market like China. As this interest merely originated from our personal 

experiences and considerations towards starting a business in China, and what difficulties this 

would include, we had no actual idea or hypothesis of where the research might take us. The 

actual research was directed by the findings we perceived throughout this period, and 

ultimately led us to explore the theoretical fields of strategy creation, uncertainty and 

heuristics. By exploring and compressing the relevant literature and data available in the 

theoretical research fields, we managed to identify gaps and problems associated with our 

initial points of interest. Thus, the exploration through our inductive reasoning approach led 

us from ignorance to knowledge in the field of interest, which ultimately aided us in forming 

tentative hypotheses that were subsequently investigated through a deductive approach. This 

open research approach is valued in both the inductive reasoning approach and social 

constructivism (Saunders et al., 2009). This approach guaranteed a consistent and coherent 

perception of knowledge creation and the world.  

 

The main part of our research was, as mentioned, explored through a deductive approach. 

We selected theory to further developing our hypotheses, based on the knowledge attainted 

in our field research, joint with our considerations and creativity. According to Malhotra et al. 

(2012), these hypotheses are to be tested empirically to either confirm or falsify our 

hypotheses. But as we have chosen an approach differing from the usual data-supported 

research, our thesis remains theoretical, and thus supported by findings in the literature and 

the occasional use of secondary sources for data. This will be further explored in later sections. 

Instead, we will refer to illustrative case sampling, as this thesis will make use of an illustrative 

case to contextualize our theoretical contribution and show how it relates to practice. The use 

of an illustrative case will provide the reader with a relatable representation of our proposed 

findings to which they might be more familiar than with the actual theory, thus it will not be 

presented as a beacon of the validity of our research.  

 

By applying both an inductive and deductive approach, in terms of our observations through 

literature and use of existing theory, we have used a combination of the two. This is 
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combination is considered as a double movement of reflective thought. According to Dewey 

(1990), it is not possible to utilize both approaches at the same time, which is why they had to 

be used sequentially. 

 

3.3 Research Design 
This section will provide an overview of the thesis design. This will outline how we structured 

our thesis throughout our research and explain the reasoning behind. As illustrated below, 

our research consists of the following elements; Methodological considerations, market 

analysis, literature reviews, discussion and framework.  

 

Figure 2 - Research design 

 
The thesis is initiated with an in-depth section containing our methodical considerations, 

giving the reader an understanding of our overall approach. To obtain and accumulate the 

knowledge already existing in the chosen research fields, we deemed a theory review 

necessary to present the reader and ourselves with relevant information. As we considered 

this as an explanatory part of the thesis, we chose to include this in the first chapter containing 
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our methodological considerations. By assessing the theoretical assumptions in theories by 

other scholars, we could evaluate their suitability and descriptive ability to guide our 

understanding of the proposed research question. This ultimately aided us to outline the 

reviewed theory concerning our research question, and utilize the concepts, theories and 

models presented for further investigation. Subsequently, we included a market analysis of 

our chosen market segment to support the relation between our chosen theories and the 

research question. Afterwards, we saw it necessary to include a review of the current 

literature related to our previous findings. By examining other theoretical concepts and 

perspectives related to our research fields and chosen theories, we were able to deduce and 

confirm the assumed ambiguity and gaps within the existing literature. The literature review 

itself can be characterized as a systematic literature review, as we use a systematic and 

transparent process of assessing literature within our research field to define gaps and 

evaluate our research question. This method requires an understanding of existing literature 

in the field, which was obtained during our initial theory review (Armstrong et al., 2011). The 

following discussion proceeded to consider the findings made throughout our review of 

theory and literature and assessment of the chosen market. From this, we could create a 

framework for strategy creation related to our research question, ultimately proposing our 

theoretical solution to the discoveries from an unprecedented angle. As our thesis is of the 

theoretical variety, we deemed it necessary to include a section presenting further direction 

for future research. This section describes our thoughts on how we propose further research 

in this field should be conducted, along with outlining alternative approaches to the one we 

took. Lastly, the thesis’ main points and findings will be summarized in a conclusion presented 

as a direct answer to this thesis’ research question. 

 

3.4 Research Methods 
The following will outline the applied research methods. 

 

3.4.1 Theoretical Approach  

As mentioned, our thesis is theoretical which indicates that we do not gather either qualitative 

nor quantitative empirical data to construct or answer the research question. Our approach is 



  
 

17 
 

thus theoretical in the sense, that we utilize theory and literate created by other scholars and 

researchers to create and answer our research question. One could argue, that theoretical 

contributions should be backed by empirical data, as this could be considered ‘proof’ of the 

validity of the thesis. We argue, that theoretical research studies carry a great significance in 

terms of contributing to literature, as the actual purpose is to establish propositions towards 

what could be true. We regard this as the actual essence of creating theory, as it cannot always 

be verified or falsified through data, as data is not always perfect. The world cannot always 

only be perceived through data, as this would mean that a vast part of theories across all 

research fields should never be pursued further. Much in line with our social constructivist 

view, we do not seek to propose finding an ultimate truth, but that our contribution should 

be used to move a little closer to the truth. Following Friedrich A. von Hayek’s discussion on 

theory creation in terms of scientism, the following quote is testament to why theoretical 

contributions without empirical data matter: 

 

“The notion that we must formulate our theories so that they can be 

immediately applied to observable statistical or other measurable 

quantities seems to me to be a methodological error which, had the 

natural sciences followed it, would have greatly obstructed their 

progress” (Friedrich A. von Hayek, 2002; p. 11-12).  

 

Thus, we argue, that a theoretical approach without a foothold in empirical data can be 

considered as a valid theoretical contribution and has an important role regarding the creation 

of theory and knowledge, along with creating the foundations and relevance for further 

research, either through quantifiable empirical data or additional theoretical methods.  

 

3.4.2 Illustrative Case 

As mentioned, the thesis will propose a theoretical framework on the grounds of the findings 

discovered throughout our research. To illustrate the practical usage of this framework, we 

will create an illustrative example of how a company should consider our theoretical 

framework in practice. The illustrative case thus serves the purpose of exemplifying our main 
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points from our theoretical contribution in a setting and environment beneficial to the readers 

understanding (Ankersborg, 2020).  

 

The illustrative case is not an attempt to confirm the validity of the thesis’ findings and 

conclusions but provides an edge and sense of reality in terms of our theoretical analysis. 

Methodologically speaking, the presented illustrative case should be considered as reviewing 

our framework through a unique company perspective, and not be regarded as a 

representative of larger group, sector or industry (Ankersborg, 2020).  

 

3.4.3 Secondary empirical data 

Albeit being mainly based on theory and literature, few segments of this thesis will incorporate 

secondary data discovered throughout our research. According to Saunders et al. (2009), 

secondary data is defined as data that has already been collected for some other specific 

purpose and includes both published summaries and raw data. Furthermore, secondary data 

can be utilized as a useful source of information to answer, or partially answer research 

questions (Saunders et al., 2009). 

 

As stated, our thesis is of the theoretical variety why our use of secondary data has mainly 

been to support a limited amount of our theory and analysis. This provided us with an 

advantage in terms of not spending time and resources collecting novel data. Contrarily, the 

use of secondary data can be considered a disadvantage in the sense, that it may not have 

been collected for a purpose matching our needs (Saunders et al., 2009). To this, we argue, 

that the secondary data used was mostly discovered in direct relation to the theory or 

literature we researched and must thus be regarded as relevant for that specific purpose. 

Although we deem the origins of the secondary data used as trustworthy sources, we 

acknowledge that we cannot control the quality of it, to which it must be considered with 

caution (Saunders et al., 2009).  
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3.5 Implications 
As stated, the social constructivist paradigm expressed our understanding of how knowledge 

is created and the nature of it. This did not only impact our research processes but also the 

results of our thesis. Thus, our research paradigm, reasoning approach, research design and 

methods created implications for our analysis and findings presented in our research study.  

By selecting social constructivism as a research paradigm, we recognized that the knowledge 

obtained was a construct of contextual interaction, which suggests that our research study 

was not value-free. On this notion, our previous understanding, perception and knowledge of 

the Chinese market and strategy creation implicated our empirical research process. Also, our 

prior knowledge of the theoretical fields gained through our educational background in 

Innovation and Business Development have influenced our view of the literature and authors 

used in the thesis, as some of our opinions and biases were already formed before the 

research began. Nevertheless, as we have described the fundamental basis of the societal 

interpretations and withholding a consistent methodological research approach, we argue 

that the conclusions made from the used theories and literature can be considered valid.  

 

Besides, we acknowledge that there were some limitations associated with the explicit use of 

theory and literature as the ground pillars of our research. In the research process, we 

attempted connecting various theories from different authors, throughout different times and 

environments, with varying definitions of concepts, knowledge and world views. To this, we 

recognize the potential risks of losing a sense of the context, and hereby creating momentum 

for false conclusions as a result of confirmation bias. We, therefore, attempted to cautiously 

refer back to the specific used literature and theories throughout the thesis to explicitly state 

our understanding of its definition and context. Moreover, our research eventually reached a 

point of theoretical saturation in the sense, that we decided chose to stop including additional 

theory and literature. This decision was made when we meant that we had explored the most 

relevant theories and literature within our research field and search scope and thereby 

reached the point where the collected evidence would suffice as the thesis’ cornerstone. 

However, we want to emphasize that the content of this research study does not represent 
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all relevant theory and literature in our research fields, but that the chosen theory and 

literature was sufficient to make a theoretical contribution. 

 

In sum, this section discussed the methodological considerations of our research study 

regarding the chosen research paradigm, reasoning approach, research design, research 

methods and our reflections of the implications our choices resulted in. Thus, the above 

section should be perceived as the groundwork for the upcoming chapters of our thesis, to 

which we aim to present our findings in theory and literature and their connection and relation 

to each other, with the ultimate goal of creating an in-depth assessment of our research 

question. Before we can commence an analytical approach, the next section in this chapter 

will present a review of the relevant theory in our research fields.  
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4 Theory review 
Strategy creation concerns how to formulate a strategy and what this strategy should be based 

on. A strategy, in general, is the main tool to gain a competitive advantage. The distinction 

between strategy and strategy creation will be discussed later.  

 

Within strategy creation, there are two main streams of research on how to assess which 

competitive strategy to pursue and how to execute this strategy to gain competitive 

advantage. Porter’s Five Forces (PFF) and The Resource-Based View (RBV) (Afuah & Utterback, 

1997).  

 

The first stream of research within competitive strategy creation stems from Michael Porter 

as he introduced the Five Forces framework in 1980. Porter’s model is a managerial 

framework, based on industrial microeconomic concepts and serves as a tool to strategy 

creation, by analysing the profitability of an industry or market. Based on this analysis, a 

manager should make strategic decisions based on the five industry forces and how to achieve 

or maintain a competitive advantage against the competitors. The second stream of strategy 

creation is the Resource-Based View. Although there is some debate, it is broadly recognized 

that this was formulated by Jay Barney in 1991. The RBV is likewise a managerial framework, 

however, rather than focusing on the external competitive environment, Barney suggests that 

managers should identify the company’s internal competitive resources and create strategy 

towards exploiting these, to achieve sustainable competitive advantage. 

 

However, in recent times a new stream of research has been raised suggesting an alternative 

approach to strategy creation. This is called the Heuristic approach and is a flexible managerial 

tool to quick and effective decision making and problem-solving.  

 

The following paragraph will outline these theories of strategy creation. 
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4.1 Porter’s Five Forces 
Michael Porter formulated his theory on strategic planning to achieve a competitive 

advantage in 1980 in the paper “Industry Structure and Competitive Strategy: Keys to 

Profitability”, which was an extension and further development from his research in 1979, 

titled “How Competitive Forces Shape Strategy”. This was published in the March issue of the 

Harvard Business Review and was a reaction to the status quo of strategy creation at the time; 

the “SWOT-analysis”-paradigm which, in Porter’s experience, lacked rigour and fell short in 

real-life situations (Porter et al., 2002). Porter’s research is also referred to as “The Industry-

Based View”. 

 

The Five Forces framework is a managerial tool for strategic decision making, based on 

analysis of the attractiveness and profitability of an industry or market. Porter defines an 

industry as a market on which similar or related products or services are offered to a group of 

buyers. The appropriate level of analysis when using the theory is at “company level”, which 

align with the level of analysis for this thesis (Porter, 1980).  

 

The framework relies on five industrial-organizational economic “forces”: Bargaining power 

of suppliers, bargaining power of buyers, threats of substitutes, threats of new entrants and 

rivalry among existing firms (Porter, 1980). According to Porter, the strength of these five 

forces determines the profitability of an industry.  

 

The strength of the five forces ranges from mild to intense. The stronger the forces are, the 

less profitable and, therefore, less attractive is a market. When the strength of the forces 

increases, so does the rivalry among the existing firms. When the forces are at the strongest, 

the rivalry amongst the companies competing on the market would drive prices to the lowest 

point possible. In microeconomic terms, this is classified as a market with perfect competition 

and is characterized by marginal revenue being equal to marginal costs. Vice-versa, when the 

industry forces are mild, this decreases competition and allows existing companies to enjoy 

large profit margins. Oil and gas, legal services and pharmaceuticals are industries 

characterized by large profit margins which, according to the Five Forces-framework, is due to 
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the industries having mild forces, making the industry profitable. Industries like soft drink 

production, tire manufacturing and grocery stores are characterized by intense strength of 

the five forces and, therefore, low profitability (Porter, 1979).  

 

The framework is relevant when considering entering an industry or when already competing 

in an industry. The framework intends to analyse the strength of the five forces to optimize 

the company’s industry position, by formulating an appropriate strategy (Porter, 1979; Porter, 

1980). The strongest force or forces determine the industry’s profitability and are therefore 

the most influential on the strategy creation. A company might have a strong position in the 

industry but if the entry barriers are relatively relaxed, a new entrant might change that 

position. The established company will need to prepare for such an event why the strongest 

forces are the most important (Porter 1979).  

 

According to Porter, the approach to strategy creation should seek towards achieving a 

competitive advantage, which will increase profitability. This competitive advantage is gained 

by positioning the company on the market, so the forces do either most good or least harm. 

Porter argues that there are two types of competitive advantage positions: A low-cost or a 

differentiation position (Porter, 1980; Li, Zhou, & Shao, 2009). A low-cost position occurs 

when companies successfully manage to lower costs, thus allowing the company to price 

products lower than competitors. In perfect competition, this would lead the company to win 

the market, however, with real-life conditions the company might not win 100% of the market. 

In any case, the company will gain a competitive advantage (Li, Zhou, & Shao, 2009). A 

differentiation position occurs when a company successfully differentiate itself from its 

competitors. Differentiation can be accomplished in various manners e.g. altering products or 

services, company image, CSR etc. This will limit the competition as the products or services 

will become less substitutive or grant a competitive advantage as consumers would choose 

the company over its rivals due to its image. (Li, Zhou, & Shao, 2009). When performed the 

actual execution of these strategies will be unique as this can be interpreted in infinite ways. 

It is broadly accepted that these are the two strategies to gain competitive advantage (Li, 

Zhou, & Shao, 2009). 
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According to Porter, the manager will evaluate the intensity of the five forces and find the 

optimal market position. Hereafter, the managers should evaluate the company’s ability to 

cope with the strongest force or forces by analysing the company’s strength and weaknesses. 

Finally, based on this, formulate strategies and make decisions based on reaching or 

protecting the company’s desired position in the market (Porter, 1980). 

 

 

Figure 3 - Porter's Five Forces Framework 
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4.1.1 The Five Forces 

The following will outline the abovementioned Five Forces.  

 

4.1.1.1 Threats of new entrants 

Profitable industries and markets with considerable returns attract new entrants. New 

entrants bear desire for market share and, in some cases, considerable resources which pose 

a threat for established companies. The force of new entrants derives from the notion that 

increased competition leads to less profitability, which further derives from the elemental 

industrial-economic rule of supply and demand. Assuming a market in equilibrium, an increase 

in supply causes a decrease in profits, all else equal, why the threat of new entrants primarily 

relies on the process of new entrants on the market. According to Porter, the gravity of the 

threat relies on the entry barriers. Porter lists the six dominant sources of entry barriers 

(Porter, 1979). 

 

Economies of scale.  

The effect of producing a product or service on a large scale, that leads to a decrease in the 

average cost. Economies of scale force new entrants to enter on a large scale or accept to 

compete with a cost disadvantage. Industries like Shipping is characterized by economies of 

scale (Porter, 1979). 

 

Product differentiation 

Product differentiation refers to the effect of strong brand identification and heavy customer 

loyalty. New entrants in industries characterized by product differentiation, offering 

complementary goods or services in terms of quality and function will be forced to invest 

heavily in branding and marketing. Soft drinks, cosmetics and investment banking are 

industries with strong brand identification and product differentiation (Porter, 1979). 
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Capital requirements.  

Capital requirements cover the cost of entering the industry. Some industries require heavy 

investments in R&D, like the pharmaceutical industry. Some industries have large production 

costs, like oil extraction. This cost represents a barrier for new entrants (Porter, 1979). 

 

Cost disadvantages independent of size 

Some established companies might have a cost advantage that does not stem from their size 

or effects from economies of scale. These advantages could be the access and availability of 

raw materials, assets purchased at pre-inflation prices etc. (Porter, 1979). 

 

Access to distribution channels 

If the distribution channels are limited, the new entrant must displace the established 

products (Porter, 1979).  

 

Government policy 

Law and regulation can limit or prohibit new entrants in some industries. Often, this is 

implemented through licensing (Porter, 1979).  

 

4.1.1.2 Threats of substitutes 

Substitutes refer to products or services which meets the same demand from customers. 

Goods are substitutes when an increase in the price of one good cause an increase in demand 

for the other good. The number and strength of substituting goods will increase the price-

sensitive of the demand side which further makes the industry less profitable (Porter, 1979). 

 

4.1.1.3 Bargaining power of suppliers 

Industries that rely on suppliers, will be affected by the bargaining power of these. The power 

of suppliers increases based on several factors. According to Porter (1980), the most 

influential factors is the scarcity of the deliverable from suppliers, the number of suppliers, 

the level of substitution of the supplier’s deliverable and the level of dependency of the 

supplier group to the industry.  
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Naturally, if the product or service provided by the supplier group is scarce, this would 

increase the suppliers’ power. Likewise, a limited number of suppliers would lead to less 

competition and thus an increase in supplier power. However, if the deliverable from the 

supplier group is easily substituted by another product or service or if the supplier group is 

heavily reliant on the industry, this would decrease supplier power.  

 

Strong bargaining power of suppliers will drive profits from the industry to the supplier group, 

resulting in a decrease in the profitability of the industry.   

 

4.1.1.4 Bargaining power of buyers 

Vice versa, the power of the industry customers also affects the profitability. According to 

Porter, the most influential factors on the buyer group’s level of power, is the number of 

buyers, the availability of substitute products or services, the fraction of the buyer's total cost 

that the products or services represent, the level of profits in the buyer group and the 

likelihood of buyers integrating backwards in the supply chain.  

 

A low number of buyers increases the few buyer’s power. Likewise, easy access to substitute 

products or services will also increase the buyer’s power. However, if the cost of the product 

or service offered by the industry makes up a large fraction of the buyer's total cost, this will 

make buyers less price-sensitive thus giving buyers more power since the industry does not 

increase prices without a decrease in demand. Lastly, if the buyer group easily can integrate 

backwards in the supply chain and produce the product or service in-house, this would lead 

to an increase in buyers bargaining power. An industry with a powerful buyer group will limit 

the profitability of this industry (Porter, 1980).  

 

4.1.1.5 Competitive rivalry   

The four abovementioned forces all influence the rivalry within an industry. The intensity the 

rivalry makes the industry less attractive, as the cost for the industry participants will increase. 

Porter suggests that the factors indicating an intense rivalry within an industry include when 

the number of competitors is high and when these are relatively equal in size, the growth of 

the industry is limited, fixed costs are high and when the exit barriers are high (Porter, 1979) 
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Figure 4 - Porter's Five Industry Forces 
 

 

4.1.2 Strengths and weaknesses 

Once the five forces have been evaluated and thus the industry competitiveness and 

profitability has been determined, the manager should evaluate the company’s strengths and 

weaknesses per under the industry’s strongest force or forces. As the five forces are external 

factors, this step is to determine the company’s internal ability to overcome the strongest 

force or forces (Porter, 1980) 

 

4.1.3 Strategy creation 

Once the external five forces and the internal strengths and weaknesses have been evaluated, 

the strategist should have an educated assessment of the strongest external threats as well 

as the company’s ability to cope with these threats. Finally, based on the above, the strategist 

should be able to design a strategic response. This will include positioning the company in the 

industry to minimize the competitive forces, influence the forces with strategic actions and/or 

predict most likely shifts in the underlying competitive forces of the industry, to best prepare 

for or exploit this (Porter, 1980). 
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4.1.4 Critique 

Although Porter’s five forces are one of the foundations in strategic competitive advantage 

theory, it has been criticized on multiple points. The most notable critique state that PFF 

assumes that companies are homogeneous. The model does not take any internal resources 

into account. Essentially, all companies would reach the same result under the same 

conditions. This is rarely the case. Most companies would reach different results due to 

different internal structures and resources, although providing similar goods or services 

(Teece et al., 1997). 

 

Moreover, the model assumes “fair play”. This is regarding companies following the rules and 

compete rather than collude. When the industry rivalry is strong, the competing firms would 

benefit from colliding and thus split the market and avoid the competition to decrease prices. 

This will essentially lead to inflated prices why most governments regulate against this. Some 

industries, however, are regulated to minimize competition and thus creating synthetic cartels 

to ensure quality is not decreased due to competitive pressure. Although some markets are 

regulated to minimize competition, most are regulated to maximize competition with rules 

against colluding, why this point of critique seems unnecessary (Teece et al., 1997). 

 

The strongest point of critique is the framework’s lack of inclusion of uncertainty. The 

framework assumes perfect information and thus access to all relevant information, which 

rarely is the case in practice. The competitive advantage relies on the quality of the analysis 

of the five forces. If uncertainty regarding the forces leads to a wrongful assessment, this could 

potentially result in an insufficient position in the market and reaction to the external threats 

(Spanos & Lioukas, 2001). This critique will be further addressed later. 

  

4.2 The Resource-Based View  
The second main framework for competitive strategy creation, the Resource-Based View, is 

formulated by Jay Barney in the article “Firm Resources and Sustained Competitive 

Advantage”. There is a discussion regarding the origin of the Resource-Based View, as some 

believe that the theory was created in the 1930s, however, most agree that the theory got 
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traction when Barney’s article was published in the 1991 issue of “Journal of Management”. 

The theory was formulated as a reaction to the then-dominant framework “Porter’s Five 

Forces”, by Michael Porter. According to Barney, companies should identify and exploit the 

internal resources that make the company unique as opposed to Porter’s industry-based view, 

in which companies should positioning themselves according to external factors on the 

market.  According to Barney, a strategy should not be created dependent on the external 

market, but only on the internal resources. 

 

Barney defines competitive advantage as the possibility of implementing a value-creating 

strategy, without a large share of competitors implementing the same strategy 

simultaneously. Moreover, Barney distinguishes between competitive advantage and 

sustainable competitive advantage. A competitive advantage is according to Barney the “first-

mover” advantage, as competing companies most likely will replicate the strategic choice once 

implemented and public. A sustainable competitive advantage is a value-creating strategy that 

is firm-specific and that competitors cannot imitate.  

 

To gain sustainable competitive advantage according to the RBV-framework, the strategist 

must identify the company’s strategically relevant resources. To assess if they are key 

resources for the company, the strategist must evaluate the identified resources according to 

the “VRIN”-criteria. The final resources that are found to be strategically relevant and fulfilling 

the VRIN-criteria, are the resources that should be exploited, developed and maintained to 

gain a sustainable competitive advantage (Barney, 1991).  
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Figure 5 - The Resource-Based View framework 

  

4.2.1 Strategic resources 

The first step to obtain and maintain a competitive advantage is to identify the company’s 

strategically relevant resources. According to Barney, firm resources include “all assets, 

capabilities, organizational processes, firm attributes, information, knowledge etc. controlled 

by a firm that enable the firm to conceive of and implement strategies that improve its 

efficiency and effectiveness” (Barney, 1991). Not all resources are strategically relevant, why 
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the resources, therefore, must be the strengths that the firm can exploit when implementing 

strategy. Barney classifies resources in three categories; human capital, physical capital and 

organizational capital.  

 

Human capital resources cover the knowledge possessed by the company’s employees. This 

includes educational knowledge, skillsets, intelligence, prior experience, network etc. Human 

capital resources can be difficult to identify as they are naturally are hidden within the 

company’s employees. Valuable human capital resources might never be exploited if the 

individual possessing the resource does not recognize the value and importance of the 

resource (Barney, 1991).  

 

Physical capital resources are physical items owned or available to the company, like cash, 

machines and equipment, but also includes the geographical location and access to raw 

materials. These resources are often easy to identify, both internally and externally (Barney, 

1991). 

 

Organizational capital resources cover the internal organizational infrastructure as work-flow, 

information sharing and gathering, code of conduct, planning etc. According to Barney, the 

importance of these resource in regard to strategic planning is easily overlooked or 

underestimated, although they are often easy to identify (Barney, 1991).  

 

4.2.2 VRIN-criteria 

Once the strategically relevant resources have been identified, they will be analysed using the 

VRIN-criteria. According to Barney, the VRIN-criteria serves as a tool to identify which 

resources are key, firm-specific and should be exploited, developed and maintained. VRIN 

stands for Value (V), Rareness (R), Imperfect Imitability (I) and non-substitutable (N). Thus, the 

identified resources must be deemed as valuable to the company, rare, not easily imitated 

and non-replaceable.    
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Value (V) 

The first step when analysing the identified resources according to the VRIN-criteria is the 

level of value the resource represents for the company. Barney states that a resource can only 

create a competitive advantage when it is valuable. Moreover, it is stated that “resources are 

valuable when they enable a firm to conceive of or implement strategies that improve its 

efficiency and effectiveness” (Barney, 1991).  

 

Rareness (R) 

Next point of the VRIN-criteria is the rareness of the resource. A resource might be deemed 

valuable, but if this resource is available or already possessed by the company’s competitors, 

it cannot be a source of competitive advantage. The resource must, therefore, be scares or 

rare enough that the competitors cannot exploit the advantage of this resource. If a resource 

is possessed by a large share of competitors when exploited, the competitive advantage would 

not last as the competitors naturally would react by implementing a similar strategy that 

exploits that resource. This contravenes with Barney’s definition of competitive advantage, 

why a resource must be rare (Barney, 1991).  

 

Imperfect Imitability (I) 

Resources that are both valuable and rare will give the exploiting entity a competitive 

advantage. Competitors might be able to imitate the strategy once implemented and 

accessible to the public, however, they will not be able to implement the strategy 

simultaneously. This is then a “first-mover advantage”. For a strategy to be a sustainable 

competitive advantage, the resources used for the strategy needs to be unobtainable by 

competitors. The strategic resource can have imperfect imitability due to three reasons; if the 

resource is dependent on a unique historical condition, if the resource is linked to the 

competitive advantage due to a causal ambiguity or if the resource is socially complex.  

 

A strategic resource that once acquired is not an important resource, but over time develops 

a unique character is a historical condition for a strategic resource e.g. a company that chooses 

to position in a specific geographical location that at a later point in time turns out to be a 

strategic resource (Barney, 1991). 
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Sometimes companies experience a competitive advantage, without certainty regarding what 

resource is causing the advantage. These are causal ambiguous resources. A company might 

know that a specific resource is causing the competitive advantage, but if the causality 

between the two is unknown or ambiguous, it most likely also would be for the competing 

companies. 

 

Resources that cause competitive advantage due to social complexity are resources based on 

strong social ties that are hard or impossible for competing companies to imitate. This could 

be both internal e.g. strong social bond between employees, work culture etc. or external e.g. 

high level of goodwill among costumers (Barney, 1991). 

 

Non-substitutable (N) 

Finally, for a resource to be the source of competitive advantage it needs to be non-

substitutable. A resource might be unique, but if an equivalent effect can be reached by 

another resource available for competitors, this resource cannot be a source of sustained 

competitive advantage (Barney, 1991).  

 

4.2.3 Protect and develop resources 

The resources that fulfil the above steps should, according to Barney, be exploited, protected 

and developed to gain or maintain a sustainable competitive advantage. A strategist must, 

therefore, formulate to facilitate these points. 

 

4.2.4 Critique 

Barney’s RBV-framework has been criticized for being tautological and too basic. Moreover, it 

is criticized for ignoring the surrounding competitive environment, as it will not always hold, 

that a company can gain a sustainable competitive advantage solely based on its resources 

when the external environment is influenced by strong rivalry. Richard Rumelt argues to this 

point, while also suggesting that you cannot use the RBV-framework without also using 

Porter’s Five Forces (Rumelt, 1991). Rumelt then points out that both models do not take 
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uncertainty in the market into account and that both models assume perfect information, 

which is rarely observed in the real world. This will be further addressed later.  

 

4.3 Heuristics 
The following will outline the relevant theories found within the field of heuristic. To initiate 

the heuristic theory review, the first section will describe uncertainty, and how it differs from 

risk. Thereafter, we will delve deeper into the theoretical concept of heuristics, namely how 

they are created and how they are used.  

 

4.3.1 Risk or Uncertainty 

As our research of heuristic theories suggests, it is typically used within environments affected 

by uncertainty. Thus, we find it necessary to include the theoretical distinction between risk 

and uncertainty, as these can typically be confused with one another. This section will thereby 

outline how uncertainty is perceived, at what environmental elements can be the cause of it. 

 

The precautions you take when making a decision will arguably change depending on which 

situation you are in. When making a decision in terms of business, one would typically think 

of the risks affiliated with said decision, and ultimately make the decision or not, based on the 

payoff vs. risks involved. But can one always be certain of all the risks affiliated with decisions? 

Can all risks be quantified, or should we account for wildly improbable scenarios as well? And 

what if the situation or environment is so unknown, that we become uncertain? With heavy 

reference to Frank Knights distinction between risk and uncertainty from 1921, Mousavi and 

Gigerenzer (2013) unravels the definition of uncertainty and explains how decision under 

uncertainty differs from decisions made under risk. They point out that there can be situations 

in which risk always applies like gambling on the roulette, but that this is not always the case 

in terms of business.  Furthermore, there are structural differences between uncertainty and 

risk, which points to the fact that there should be measures or methods for handling 

uncertainty that cannot be compared to risk calculations. There are examples of risks which 

are uninsurable, there is not always sufficient data to support mathematical probability 
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calculations and extreme unexpected situations, e.g. force majeure, can occur, so can these 

situations all be bounded by risk or does uncertainty apply (Mousavi & Gigerenzer, 2013)? 

By highlighting the process of generating profits in the markets, Frank Knight argued for a 

distinction between risk and uncertainty. At first, he proposed that to consider the 

competition being perfect, risk must be insurable. Thereof he argues that true uncertainty in 

situations is the main driver for limiting the state of competition from being perfect instead of 

being caused by imperfect, or lack of, information. Knight states, that uncertainty is not only 

present in the sense of business and entrepreneurship, but that it is present in various choice 

related situations in life. As all these situations can have unique aspects, it is not certain that 

data is available for statistical analysis to measure risks and probabilities. When we do not 

have perfect data or estimates available due to uncertainty, we start making estimates, in 

which Knight further states;  

 

“Where perfect knowledge and measurable probabilities are the pillars 

of profit maximization in the competitive market and expected utility 

maximization for rational individuals, the same methods lose relevance 

to a good deal of real-world problems on a different scale” (Mousavi & 

Gigerenzer, 2013, p. 2).  

 

In regards to unknown factors in situations, Knight proposed a typology for dealing with the 

assessment and characterization of unknown situations. The first assessment is a priori 

probability, a deductive type which relates to probabilities known by e.g. possible outcomes 

of rolling a dice or spinning the roulette. The second assessment, a statistical probability, is an 

inductive type which is grounded on empirical data and evidence collected from repeated 

observations homogenously. Also, Knight proclaimed that the actual foundation of actions and 

decisions made in the real world were based on estimates, and this type of probability should 

be the actual interest in studies on business, as mentioned above. Furthermore, the actions 

to take based on the information uncovered using the two assessment types are a probability 

judgement for the priori, whereas the decisions-making for the statistical probability should 

be based on an opinion generated from the Knightian estimate. But for situations under 
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uncertainty, Mousavi and Gigerenzer propose that most decisions are generated via 

“heuristics”, and not statistical reasoning (Mousavi & Gigerenzer, 2013).  

 

4.3.1.1 Defining the nature of the unknown  

The table below joins Knight’s assessment typology with the study of heuristics: 

 

Figure 6 - Risk vs. uncertainty (Derived from Mousavi & Gigerenzer, 2013, p; 3) 
 

4.3.1.2  Priori probability 

In the table, the first ‘Nature of unknown’ is the risk type related to priori probability, in which 

there is a limited number of outcomes known (like the number of sides on a dice), and this 

information is used to deduct knowledge of the situation, whereto the ideal action involves 

an optimization or maximization of utility (Mousavi & Gigerenzer, 2013).  

 

4.3.1.3 Statistical probability 

The second ‘Nature of unknown’ is the risk type related to statistical probability, in which the 

situation requires inductive reasoning performed by collecting and accumulating observations 

and data to conclude the properties of the probability distributions (Mousavi & Gigerenzer, 

2013).  

 

4.3.1.4 Uncertainty  

However, the third ‘Nature of unknown’ is labelled uncertainty, a situation to which the 

probabilities cannot be accurately estimated, and possible alternate options and their 

Nature of 
unknown Knightian Probability Decision Process Method Generated Knowledge

Risk A Priori (design; propensity) Deductive
Use probability theory to 

model the underlying structure; 
optimization

Deterministic knowledge (as in 
lotteries); e.g. objective odds

Risk Statistical (frequencies in the 
lon run) Inductive (statistical inference) Use statistical ingerence; 

optimazation
Stohastic knowledge; e.g. 
estimates of correlations

Uncertainty Estimate; conduct based on 
opinion; not fully reasoned Heuristic

Select a heuristic that is 
ecologically rational for a task; 

exploratory data analysis

Satisficing solutions when 
optimizing is not feasible, 

intuition (as in 
entrepreneurship)

Decisions under risk vs. uncertainty
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consequences are unknown. In a scenario of uncertainty, Mousavi and Gigerenzer argue that 

applying theories on probabilities and statistics no longer results in the best decisions, why 

heuristic methods are needed (Mousavi & Gigerenzer, 2013). 

 

This section has identified the distinct features that separate risk from uncertainty. The used 

definition of uncertainty, whereas one cannot accurately estimate future probabilities, 

options and consequences, will in the following section serve as a prerequisite for the use of 

heuristics. As main parts of the thesis revolve around the concept of heuristics, we deemed it 

necessary to include this distinction initially as heuristics do not concern risk as defined above 

and will thus not be further investigated throughout the theory review.  

 

4.3.2 Heuristics as a response to uncertainty 

In cases of uncertainty, new and extraordinary features can occur which makes it difficult to 

find the optimal decisions to handle the situation. In these events, a ‘Knightian estimate’ is 

created to aid decision-making, as seen in the third form of typology in the table above. A 

Knightian estimate must not be confused with estimation processes in probability theory, as 

all probabilities in a Knightian estimates stems from intuition or gut feelings, thus being 

immeasurable. Mousavi and Gigerenzer further argue that true uncertainty goes beyond 

Knight’s proposition on probability estimates, as numerous situations regarding business and 

real-life choices are affected by unforeseeable outcomes and unknown alternatives (Mousavi 

& Gigerenzer, 2013).  

 

As a result of the underlying features of uncertainty, Gigerenzer et al. (2011) argue that the 

decision-making in these situations should not only depend on whether probabilities are 

estimated successfully but on search rules, goals, lexicographic rules and other heuristics as 

well (Gigerenzer et al., 2011). Opposite the other Knightian typologies, heuristics are not 

bounded by the accuracy-effort trade-off, as they perform well as a result of their simplicity 

and application speed when matched with the right environment (Mousavi & Gigerenzer, 

2013). Additional backing theory on heuristics will be uncovered in the section below. 
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According to the above, the nature or environment of the situation from where a decision 

must be made has a big impact on how one should make that decision. The theory of 

uncertainty combats the prerequisites from where most classical analysis is based upon, as 

many e.g. economical models are built from the perspective of a perfect competition scenario, 

which is very much unlike the real world. An uncertain environment can be born based on 

many factors, like lack of information, novel and unique situations, rapid environmental 

changes etc. All these factors share a common denominator to which uncertainty might be 

best defined, they create complexity. Thus, one could argue that complexity has a direct 

correlation with uncertainty. As a fitting response to complexity, Mousavi and Gigerenzer 

propose the use of simple heuristics, which is fittingly backed by the following quote from 

Bank of England's executive director for financial stability, Andrew Haldane;  

 

“Modern finance is complex, perhaps too complex. Regulation of 

modern finance is complex, almost certainly too complex. That 

configuration spells trouble. As you do not fight fire with fire, you do 

not fight complexity with complexity. Because complexity generates 

uncertainty, not risk, it requires a regulatory response grounded in 

simplicity, not complexity”  

(Mousavi & Gigerenzer, 2013, p. 1). 

 

4.3.2.1 What are heuristics? 

Heuristics is a strategic method used for making decisions. Most commonly, the method is 

used unconsciously, when one has a feeling of what to do in a certain situation without 

knowing exactly why. This form of heuristic is called “intuition” (Gigerenzer, 2007). As an 

example, one could examine the way a goalkeeper attempts to catch a football. The 

goalkeeper neither analyses or studies the angle, speed or curve of the ball, but simply uses 

his intuition and trained instincts to predict where the ball will end up and when to make a 

decision in an instant.  

 

Heuristics can as well be used consciously when one must strategize a solution to a complex 

problem. The ecological rationality behind heuristics shows its ability to adapt to a certain 
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environment, like a business problem, managerial decision, a personal choice or market 

conditions. The idea behind heuristics is not to “cut corners” by avoiding thorough analysis of 

a certain problem, but rather a strategy purposed with efficiently matching and adapting to 

environmental information, thus being ecologically rational (Mousavi & Gigerenzer, 2013). 

 

The goal of a heuristic approach to strategy creation when attempting to match or adapt to 

an environment is not to mirror the complexity, but instead, ignoring it to achieve a reduction 

in effort and estimation errors. In this sense, heuristics are not relatable to an accuracy-effort 

tradeoff, as neither of these applies to uncertain environments which points to the validity of 

using “fast-and-frugal” heuristics, as studies have shown these to generate more accurate 

decisions with a lesser amount of effort (Mousavi & Gigerenzer, 2013). The reason why 

heuristic strategies do not require thorough effort and analysis, and why they are indeed fast 

to utilize, is due to the usage of known and evolved core capacities, such as memory and 

learned knowledge. To illustrate the practice of fast-and-frugal heuristics, and in this case 

recognition heuristics that use partial knowledge, Goldstein and Gigerenzer (2002) formed an 

experiment where students were asked to guess the size of cities. In the experiment, American 

and German students were asked whether Detroit or Milwaukee was the larger city without 

access to any other information than their knowledge. Even though the American students 

supposedly should have superior knowledge of their national geography, 60 % answered 

correctly whereas 90 % of the German students were correct. It was, in fact, the German 

students’ inferior knowledge of American cities that led them to the correct answer, Detroit, 

as they successfully applied recognition heuristics to deduct the right answer. As most of them 

recognized the city Detroit and were not familiar with Milwaukee they were able to make the 

best guess. The American students were familiar with both cities and were thus not able to 

use recognition heuristics, they evidently had too much information (Goldstein & Gigerenzer, 

2002). This experiment served as proof to the point that when used in a suitable environment, 

a heuristic strategy can outperform a complex strategy. In terms of the recognition heuristic, 

the German students found a correlation between a recognizable option and the criteria to 

make a decision and therefore found it ecologically rational to make their guess on these 

factors. 
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According to Gigerenzer & Goldstein (2011), evidence shows that it is within an individual’s 

intuition to rely on more heuristics when it is ecologically rational, and less when it isn’t 

(Gigerenzer & Goldstein, 2011).  

 

4.3.2.2 How are heuristics used? 

To further our understanding of heuristic versus strategies based on thorough analysis, we 

look into examples from the business area. In a case study to determine which customers a 

company should deem active buyers, Wübben and Wangenheim (2008) compared the 

accuracy of hiatus heuristic with and optimization model. The heuristic model depended on a 

single reason for decision making, and thereby classified customers as inactive on the sole 

factor that they had not purchased in over nine months, thus being in “hiatus”. The commonly 

used optimization model, Pareto/NBD, integrates more data points to simulate whether a 

customer would return. The study found that the simple heuristic strategy showed the same 

or better performance, even though it ignored all other customer information included in the 

optimization model (Wübben & Wangenheim, 2008). Additionally, in a case study comparing 

the performance of investments from algorithm-based and partial ignorance-based 

(recognition heuristic) portfolios, Ortmann, Gigerenzer, Borges, and Goldstein (2008) found 

that the ignorant based portfolio equalled or surpassed their counterpart performance-wise. 

The recognition heuristic was at play in this study, as it aided the users with partial knowledge 

to make better investment decisions than the business students with excessive information 

on the field. Again, the ignorant benefitted from their partial knowledge by only choosing the 

stocks of whose company name they recognized. Furthermore, the study evidently showed 

that the performance of the portfolio, chosen through the recognition heuristic, was higher 

when the portfolio was international. This ultimately led to the suggestion of an additional 

condition for heuristic usage, ignorance performed better when the environment was less 

known (Ortmann et al, 2008). 

 

Besides pointing to the fact that heuristic strategies perform well in uncertain environments, 

the example above shows that the idea behind ecological rationality is to detect which 

environmental conditions allows the heuristic strategies to perform more accurately and 

require less effort than other strategies. A crucial factor to the success of this method is the 
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ability to distinguish between environments of uncertainty and environment of risk. Overall, 

uncertainty applies to situations where it is not possible to possess all the information needed 

to make an accurate bet or decision, whereas environments of risk apply to situations where 

we cannot know the outcome but can quantify the odds with the information available 

(Mousavi & Gigerenzer, 2013). 

 

Based on the above, heuristics can be classified by the degree of information needed relative 

to the specific environment they are used within. Taking the fluency heuristic as an example, 

this strategy seeks to choose the alternative that is recognized fastest. This heuristic only 

performs, when the environmental setting is one of little information and where it would take 

more time to recognize alternative decision options, thus choosing the one recognized first. 

This heuristic exploits the information that automatically arrives mentally given a certain 

question or problem, which studies shown can be used for real-life decision-making with 

performance outcomes on par with or superior to other more time-consuming strategy 

creation methods (Schooler & Hertwig, 2005).  

 

To utilize a strategy model effectively, one must assess the environmental structure in which 

the problem has to be solved and consider what the desired goal of the strategy is under those 

circumstances. And according to theory regarding heuristic strategies, less can be more under 

certain conditions, but can a simple heuristic be more precise than a complex model (Mousavi 

& Gigerenzer, 2013)? To elaborate on the effect of heuristic strategies, Brighton and 

Gigerenzer compare the bias-variance dilemma from the theory of machine-learning to 

heuristic strategy model theory. According to their study, there are three distinct sources to 

error creation in “intelligent systems”; variance, bias and noise (e.g. measuring errors). In 

psychological studies, bias is quantified by the difference between average decision making 

and the “right” decision. Further, it is explained, how an unbiased mind can learn everything 

if the sample size is sufficiently big, whereas a biased mind is not able to learn everything why 

it is less prone be affected by potential errors in the observation sample size, also called 

variance. They further propose that an intelligent mind is reliant on heuristic strategies in the 

sense that it will balance out error occurrences because of a natural bias and because of 

oversensitivity of variance in the data from (information) samples it comes across. The 
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balancing is dependent on which structures are present in the specific environment, like big 

vs. small sample sizes. This leads to the assumption that a degree of bias, in which some of 

the information output is ignored, can benefit an intelligent mind when making decisions, 

similarly it benefits from being flexible in terms of variance which increases learning 

capabilities. Using these two traits, the intelligent mind can accomplish more accurate 

predictions with lower total errors in uncertain environments (Brighton & Gigerenzer, 2012). 

To continue this trail of thoughts on heuristics, we take an example from two other successful 

heuristic strategies, the 1/N and take-the-best (TTB) methods, which according to Marewski 

et al (2010) and Gigerenzer & Goldstein (1996) can prove useful in various circumstances e.g. 

portfolio investments. These are both bounded by the rationale, that one should not use 

weight estimations when outcomes are influenced by uncertainty or when only small sample 

sizes are available, as estimation errors will occur anyway. The 1/N method is described as an 

equal distribution allocation of resources to each of N options, a strategy which is observed 

to outperform optimization strategies for asset allocation portfolios (DeMiguel et al., 2009). 

The TTB method is used to deduce which of two alternatives has the highest value, in which 

one must search through cues (anything or any factor in the environment which leads to using 

heuristics for decision-making) in order of validity, stop the search when a cue discriminates 

and finally choose the option which that cue prefers, a method observed to regularly having 

more accurate predictions than multiple regression, neural networks, exemplar models, and 

decision-tree algorithms (Gigerenzer & Goldstein, 1996). In terms of bias in heuristic 

strategies, the 1/N method is in the extremes. The method is wholly biased but incurs no 

errors from variance as it does not try to guess parameters from the available data and 

thereby ignores all sample information. The TTB method only includes a single learning stage 

where the user must learn the order of cues. In doing this, the TTB method reduces variance 

by ignoring all inter-cue dependencies and considers them as independent cues instead. These 

examples of heuristic strategies stress the fact, that for them to be used efficiently and 

successfully there must be a beneficial level of a bias-variance present (Mousavi & Gigerenzer, 

2013). 

 



  
 

44 
 

4.3.2.3 The mind as an adaptive toolbox 

To further explain where the core capabilities to use heuristics originates from, Mousavi & 

Gigerenzer (2013) proposes to regard the human mind as an adaptive toolbox. In this toolbox 

various learned and evolved capabilities exist like memorizing information, recognizing 

through memory, memory recalling and imitation. All these capabilities are either achieved 

through personal practice, training or evolutionary learning. Heuristics were built on these 

sorts of capabilities in the human mind and utilizes them for rapid decision making. A good 

example of the usage of the “adaptive toolbox” in heuristics, is the method “tit-for-tat”. The 

method is very simple in theory, as the user must first cooperate and then afterwards copy or 

imitate their partner’s last behaviour. By using “backwards induction” this strategy can lead 

to a higher payoff than other rational strategies (Axelrod, 1984), which requires a certain 

imitation skill in the “toolbox” of the mind. This imitation skill is a pretty basic human 

capability, which means humans can use it precisely from even a young age. Mousavi & 

Gigerenzer (2013) further compare the adaptive toolbox view with the trait psychology view 

(theories and studies on human behaviours and personal traits), in which trait psychology map 

e.g. traits and preferences onto a set of behaviours and the adaptive toolbox view reflects 

behaviour as dependent on the environment to which it adapts. As a result, the toolbox view 

can describe inconsistent behaviour by clarifying which heuristic is used and to which 

environment it adapts (Mousavi & Gigerenzer, 2013). In another assessment of information 

processing, Mousavi & Gigerenzer (2011) explore different communication modes which can 

alter the way information is absorbed, resulting in behavioural differences. The study explores 

how two diverse ways of representing the same piece of information can cause different 

heuristics, which leads to a difference in action taken. Their research implies, that cognitive 

biases do not necessarily originate from the mind itself but can be a result of the interaction 

between a certain information presentation format and the receiving mind (Mousavi & 

Gigerenzer 2011). 

  

4.3.2.4 Evaluating heuristics 

The sections above explain the theoretical basics of heuristics, where, why and how they work 

in theory and practice. The various studies mentioned proves to point, that heuristics 

outperform other strategy methods based on much more information, effort and analysis, but 
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how good is a heuristic strategy? According to Gigerenzer & Mousavi (2013), heuristics can be 

evaluated based on two factors, a descriptive and normative evaluation. The descriptive 

evaluation questions if heuristics prove as a decent model to guide decision making, whereas 

the normative approach evaluates the performance of the heuristics on the specific problem. 

Studies on the psychology of heuristics often revolve around the descriptive evaluation, in 

terms of what is inside the adaptive toolbox. These studies on the adaptive toolbox disclose 

which different heuristic models proves best in describing how an individual decides in a 

specific situation, whereas the normative evaluation points to the ecological rationality behind 

a heuristic, which environments allows a specific heuristic to be a success or a failure? 

 

The study of decision-making models, both descriptively and normatively, is based upon 

certain methodological principles, which are created to determine the specific order of 

exploration. One must first develop a model for testing, then use the model for predicting 

results and hereafter gather data. Heuristic models do not only describe observations after 

the fact but offer a platform for identifying and developing superior theories through 

competitive testing. It only makes sense to evaluate a model when comparing it to other 

models, and not just describing and fitting observations. Comparative evaluations can detect 

superior models of behaviour in a specific situation, which also includes situations where other 

models and approaches than heuristics show superiority. Cross-validation describes 

techniques which are used for model evaluation in terms of their prediction accuracy. Taking 

a heuristic model without free parameters, like the 1/N method, will show equal accuracy in 

terms of both fitting and prediction, where a multiple regression model with multiple free 

parameters excels at fitting data, but often shows significantly less accuracy in terms of 

prediction, all dependant on the features like the sample size. It is further argued, that 

retaining accuracy over predictions is extremely important as humans must be good at 

predicting survival, whereas fitting is categorized as hindsight which does not attribute any 

survival value or value in making the best decisions in situations of uncertainty (Mousavi & 

Gigerenzer, 2013).  
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4.3.2.5 Gut feeling 

In the world of business, decision-makers often have a lot of information at hand to aid them 

in picking the right strategy, option etc. Nevertheless, the gut feeling of the decision-maker 

often dictates the final decision. According to Gigerenzer (2014), managers of big international 

organizations state that around 50% of their business-related decisions are made based on 

their gut feelings from years of experience, although all available data might have suggested 

a different alternative. This is also supported by the figure below, showing a survey on factors 

that affect capital allocation among more than 1000 U.S CEOs. 

 

Figure 7 - Capital allocation factors (Mousavi & Gigerenzer, 2013; p. 4) 

 

Subsequently, most managers were not keen on admitting their methods for decision-making 

and would rather ask employees or hire consultants to conjure “accepted reasons” for making 

the decisions. A major reasoning for covering up these decision grounds is that there is a 

general assumption that all decisions must be justified through numbers. Thus, one could 

argue that the number of managers making decisions based on their intuition and gut feeling 

well exceeds 50 %. But everything in this world cannot be justified by numbers, and all risks 

can presumably not be calculated (Gigerenzer, 2014). Gut feelings, on the other hand, are 
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normally based on heuristics, i.e. “…an intuitive estimate that does not fit into the architecture 

of calculations” (Mousavi & Gigerener, 2013). 

 

4.3.2.6 Heuristics as strategy 

To further strengthen the argument for the application of heuristic strategies in the world of 

business, Mousavi & Gigerenzer (2013) exemplify the entrepreneurs’ ability to generate 

profits when they arguably deal with markets of vast and intricate uncertainty. Additionally, 

they argue that the study of heuristics offers a descriptive and normative framework for 

modelling the methods which entrepreneurs and other individuals in the business domain 

should use to overcome uncertainty. The literature on ecological rationality of simple choice 

strategies, e.g. 1/N method and the memory/recognition heuristic, are not proclaiming that 

simplifying complex situations, ignoring information and a naive approach is always 

favourable. However, it is meant to aid in discovering which environmental structures simple 

heuristics strategies will perform well in. As mentioned earlier, the recognition heuristic does 

not match an environment or situation in which the user has a lot of information or has no 

knowledge about the task at hand but performs rather well when the user has partial 

information and the recognition has a correlation with the criterion. A quickly changing 

environment like a stock market will similarly match the naive 1/N heuristic strategy for stock 

picking in portfolios, but is only ecologically rational when N is large, there is a small sample 

size and the uncertainty of predictions is high (Mousavi & Gigerenzer, 2013). 

 

Other studies on behavioural operations management have been known to assert that 

heuristics within decision-making are liabilities, as they are too biased. But to determine 

whether, or when, heuristics influencing strategy can be considered an asset or a liability, 

Katsikopoulos and Gigerenzer (2013) formed a framework to answer this question. They state, 

that it is vital to acknowledge the importance of the descriptive competences of models, which 

is arguably high for heuristic strategy models in various fields. Perfect information does not 

exist in most circumstances, which is why uncertainty overcomes risk. When heuristic 

strategies perform well in business situations, the complexity is triumphed by simplification 

and the information available in the environmental structure is utilized, which is crucial when 

dealing with unmeasurable uncertainty. Additionally, what heuristic strategic approaches 
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have in common is that they are fast and require lesser effort than traditional strategy models 

and less can be more. The benefit can be great in certain environments, even when there is 

less time, information or calculations (Katsikopoulos & Gigerenzer, 2013). There are plenty of 

examples of business decisions made in uncertain environments which have been the root 

spawn of heuristic which can adapt to and be used in complex situations. The study of the use 

of heuristics as a business strategy approach is still a novel field but is moving towards a 

science of heuristics wherein the various correlations between heuristic strategy, problematic 

and environmental structure can systematically be classified to where and when it is most 

effective (Mousavi & Gigerenzer, 2013). 

 

The above section underlines the theoretical foundation of heuristics. It was initially disclosed, 

how uncertainty can be differentiated from risks, and that one must thus asses environments 

affected by uncertainty in a specific manner. Uncertainty can be defined, as when one does 

not have enough information about the options and possible future outcomes of the situation 

and environment, thus posing a problem for creating strategies and decision-making. To this, 

a heuristic approach was found to be effective for decision-making under uncertainty. 

Furthermore, heuristics are categorized as an approach for strategy creation and decision 

making, which can be used both unconsciously and consciously, originating from cognitive 

learnings. These heuristics are exemplified through various methods, like the recognition and 

the 1/N heuristic which was proven as effective decision-making approaches for various 

situations where uncertainty was present. It was further described, how the mind can be 

considered as an adaptive toolbox to which learned knowledge is stored and used to create 

heuristics for fast decision-making. Also, it was disclosed that one should evaluate the use of 

heuristics in terms of the problem criteria and the specific situation and environment.  

 

Subsequently, it was shown, how managers relied on their gut feelings when making company 

decisions and that these were based on heuristics.  Finally, the theoretical review outlines the 

use of heuristics as an approach to strategy creation to which there were several cases of 

heuristic approaches resulting in high performing strategies in complex situations. However, 

the theory evidently showed us, that the use and consideration of heuristics as a tool for 

strategy creation can still be considered a novel field within strategy creation. 
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5 Why is China Different? 
To suggest a best approach to strategy creation for small Western companies when expanding 

to China, the natural first step would be to analyse how the Chinese market can be 

characterized and how that differs from the West. This will be researched by analysing the 

following question:  

 

What characterizes the Chinese market and how does this differ from markets in the West? 

 

The following section will thus analyse different factors within China, to which we deem 

relevant in determining the characteristics of China that foreign companies should consider in 

terms of their strategic approach. We acknowledge that some of the factors investigated can 

be related to the elements in the widely known as the “PEST-model”, but as we do not desire 

to use all elements of that specific model, and do not consider the results of a PEST analysis 

to equal our desired findings, we have refrained from using that model as a whole. However, 

as the model applies macroeconomic factors to describe a market, we have chosen elements 

from this, as this will allow us to address China as one market rather than focus on one specific 

industry.   

 

The specific trades of the Chinese market and the list of differences between this and the West 

will not be exhaustible. Concerning the philosophy of science, we will analyse the most 

influential and relevant trades and differences until we confidently can conclude how to 

characterize the Chinese market as a whole. 

 

5.1 Regulatory Challenges 
It is arguably common that a company expanding outside its national borders must assess the 

impact of laws and regulations in the new host country. These regulations can have 

consequences for many different aspects of the company’s operations if they are much unlike 

their national laws. And in terms of foreign businesses entering the Chinese market, they may 

experience extraordinary regulatory challenges in two main areas. As uncovered in the paper 

by Froese et al. (2019), the main challenge arises regarding the emerging Chinese market’s 
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regulatory and judicial environments. These are characterized by rapid and frequent changes, 

which affects a broad range of business domains through financial regulations, labour 

regulations, environmental and pollution regulations and real estate regulations. Additionally, 

the governmental processes often lack transparency, which can result in delays in simple 

objectives like obtaining permits and receiving approvals, ultimately impacting the companies’ 

resources and timelines (Froese et al., 2019).  A second main challenge impacting foreign 

companies is the Chinese government's tendency to exploit the fragile institutional system 

and regulatory changes to aid and favour domestic companies over foreign. It is allegedly an 

aiding part of China’s strategy of creating a team of large domestic companies to compete 

globally in different business domains when they utilize their industrial policies to create 

national champions. This development strategy was initiated back in the 1980s, to which they 

now have created manufacturing policies covering ten specific industries, in areas like 

pharmaceuticals, information technology and robotics. Due to these policies, government 

interventions can impact foreign company entries by forcing them to enter joint ventures with 

local companies before allowing them to enter that specific industry area (Froese et al., 2019). 

  

5.2 Joint Ventures 
As mentioned above, Chinese policies can impact certain foreign entrants on their market. 

This is especially the case for some specific industries, in which foreign companies are 

prohibited from or have restricted access. The exact industries affected by these policies are 

represented in the “National Negative List” and “Free Trade Zone Negative List”, the latter 

being less restricting than the National Negative List, and only applies to the free trade zones 

in China. If a company wishes to enter a restricted industry on the negative list, it may only do 

so through a joint venture with a local Chinese company. Thus, when entering a restricted 

industry in China, a company must engage in cooperation with an unknown local partner, in 

which further regulations will impact or dictate the organizational structure, shareholding 

ratio and internal governance of the new joint venture (China-briefing.com). For a company 

seeking Chinese expansion, this will arguably complicate their entry strategy thoroughly, as a 

lot of uncertainties can arise when being “forced” to bring in a new, supposedly unknown, 

partner. It should be noted, that bringing on a local partner can also result in advantages for 
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the foreign company, as it could benefit from local know-how, networks and distribution 

channels. 

 

Another concern regarding joint ventures is the impact it has on intellectual property rights 

for the foreign company. Besides not being able to retain the controlling stake in the joint 

venture partnership, the foreign company can be forced to share sensitive knowledge on i.e. 

their technology and know-how. This can arguably result in the foreign company competing 

with their Chinese joint venture counterpart on the free market elsewhere in the world, which 

arguably can be a big concern for certain organizations (Investopedia.com, Forced Technology 

Transfer). 

 

Ultimately, the Chinese government’s asymmetric interventions in various industrial sectors 

should be highly considered when expanding to China. The fact that policies might rapidly 

change the environment for certain industry points to a non-transparent and uncertain 

market where the foreign actors must always stay alert and be able to adapt or react to 

changes. Additionally, Chinese legislators might have begun to realize the impact their 

complex FDI (Foreign Direct Investment) policies cause, as a new foreign investment law took 

effect the 1st of January 2020, which is intended to ease business opportunities for foreign 

company expansions or investors (China-breifing.com). However, considering the sheer 

complexity of the Chinese regulation system and uncertainty of future outcomes it is arguably 

essential that companies can adapt quickly to the impacts of unforeseen changes.  

 

5.3 Culture 
It is common knowledge, that there exist cultural differences between the various countries 

and areas in the world economy. According to Hofstede (1991), culture is defined by norms, 

values, behaviours, rules and the psychological and systematic assumptions across segments 

of people (Hofstede, 1991). In these elements described by Hofstede, one could already 

assume that there exist vast differences between the Chinese and e.g. Western people. In 

Hofstede’s work, he further presented four dimensions of evaluating cultural differences, 

namely: Power Distance Index, Individualism versus Collectivism, Masculinity versus 
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Femininity, Uncertainty Avoidance and Long-Term versus Short Term Orientation (Hofstede, 

2011). As we do not seek to generate our own data for the analysis of Western and Chinese 

cultural differences due to space, time and resource restraints, we will highlight and interpret 

the results from the site Clearlycultural.com, which displays results from analyses of 

Hofstede’s dimensions in various countries. 

 

For the sake of simplicity and clarity, we will assume that the USA can be used as a valid proxy 

for displaying the cultural values identified within Western companies, i.e. from Northern 

America and Europe. Looking at the Power Distance Index (PDI) initially, the results show a 

clear gap between the USA and China. The PDI scores the USA at a value of 40 and China at 

80. The PDI essentially measures inequality in the sense that a high score depicts e.g. members 

of an organizations willingness to accept that power is unequally distributed. The gap is seen 

between the scores of the USA and China thus essentially means that Chinese people are more 

willing to accept an unequal distribution of power, which could be assumed to be a result of 

their very centralized society (clearlycultural.com). Moving over to the individualism versus 

collectivism dimension the USA has the highest recorded score of 91, whereas we see China 

with a score of 20. This dimension represents the societies in which people are either expected 

to care about themselves and act on their own behalf (high score) opposite to people working 

in strong cohesive groups (low) (clearlycultural.com). Hence one could predict a cultural clash 

of some sorts in terms of e.g. management issues arising when mixing groups of Chinese and 

American workers. From these two dimensions alone, we already see a pattern forming on 

the difference between Western and Chinese values, as e.g. Americans are raised in a society 

building on the “American Dream” where anyone can raise themselves from poverty and 

create their fortune, where the Chinese might be more accepting of their stance in society and 

working towards collective goals. 

 

However, when looking at the dimensional scores of Masculinity versus Femininity, USA and 

China show similar scores of respectively 62 and 66. The dimension refers to the role 

distribution between genders, and also the social values of being more assertive, materialistic 

and competitive (masculine) opposite to being modest and caring (feminine). It should be 

noted though, that in this exact dimension the USA might not be a valid proxy for Western 
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culture, as e.g. Scandinavian countries represent some of the lowest/most feminine scores in 

this dimension (clearlycultural.com). A very fitting dimension for this exact thesis is the 

Uncertainty Avoidance dimension. It refers to the tolerance for uncertainty and ambiguity in 

society, to which whether the people feel comfortable dealing with an unstructured situation 

influenced by unknown, different and unusual elements. Both China, USA and relatively many 

other northern European countries show a low score in this dimension, which speaks to the 

fact that their cultures do not seek to avoid uncertain situations (clearlycultural.com). The final 

dimension, Long Term Orientation versus Short Term Orientation, is a dimension Hofstede 

created latter to the four previous ones. The actual purpose of this dimension is to attempt 

distinguishing between Eastern and Western thinking, to which Hofstede created a survey 

spread across 23 countries on Chinese values. The scores show that USA (29) and other 

Western countries have generally low scores in this dimension, pointing towards a short-term 

orientation affiliated with respect or tradition, personal stability and reciprocation of favours 

and gifts among other elements. Oppositely on the scale stands China, from whom the values 

were essentially created upon, with a score of 118. This indicates that the Chinese people are 

more long term oriented, which is displayed in their persistence, thrift and having a sense of 

shame (clearlycultural.com). 

 

Based on the difference in cultural dimension scores illustrated above, it can be argued that 

there is a clear difference in cultural values between China and the West. In the most 

dimensions, the two compared segments are shown in opposite sides of the scale, and this 

could be argued as an indicator of likely cultural clashes should a Western company choose to 

enter the Chinese market. While we will not conclude that these cultural differences are 

impossible to work around and anticipate, we assume that they play a significant role in 

creating an element of complexity for Western companies. Albeit not all companies will be 

working closely with Chinese people in this scenario, we assume that it is highly unlikely that 

any sort of cooperation will be avoidable. Moreover, should the company be forced to create 

a joint venture, as mentioned earlier, it could be assumed to create further complications in 

terms of management and operations when people of different cultural backgrounds and 

social values must work together. 
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5.4 Liability of Foreignness 
While researching obstacles for entry in the Chinese market, we fell upon the concept of 

“Liability of Foreignness” (LOF). Literature shows that this is a challenge faced by many 

companies seeking international expansion, thus we deemed it relevant to include as a 

complexity factor for Chinese market entry. We will hereby make use of the paper by Haiyang 

Chen et. al (2006), on ‘The Influence of Liability of Foreignness on Market Entry Strategies: An 

Illustration of Market Entry in China’. 

 

The paper suggests that LOF is one of the greatest challenges for multinational enterprises 

(MNE) when investing across national borders, from a market entry point of view. The 

theoretical concept of LOF was developed by Hymer (1976) and serves as an indicator for 

foreign companies experiencing additional costs, which are not imposed on local companies. 

These additional costs can arise as a result of the foreign company not being familiar with the 

engaged environment, being discriminated against by suppliers, customers and the 

government and further costs arising from international operations. Further literature 

suggests, that the source of LOF can be derived from the foreign company’s physical distance 

between home and the host country, insufficient contacts in the host environment, and the 

differences between home and host country environments (Chen et al., 2006). 

 

The paper explicitly researches the effects of LOF for foreign companies operating in China in 

the period from when they opened their economy in 1979, until the early 1990s. This is a 

period of interest, as FDIs were not allowed in China until 1979, and as we uncovered in the 

earlier section, foreign companies still meet regulatory restrictions in certain industries when 

entering the Chinese market. The paper further supports this, at it states that “As China 

opened its borders in 1979, a large number of foreign MNEs were confronted with significant 

LOF (due to geographic distance, cultural distance, etc.)” (Chen et al., 2006). 

 

Although we recognize that the paper itself concerns a time very distant from the present and 

that China’s legislators have since created more lenient FDI regulations, some of the results 

and findings in the paper can still be argued relevant for exemplifying the complexity within 
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the Chinese market. A main point is, that Chen et al. argue that the level of LOF can be 

distinguished from country to country. They argue that foreign companies can be from high 

or low LOF countries, whereas low LOF countries are considered as such due to their close 

geographical location, cultural resemblance and familiarity with the host country’s 

environment and ways of operating (Chen et al., 2006). The fact that foreign companies 

experience different levels of LOF due to the factors above is a further argument for the 

challenges Western companies face in terms of complexity when entering China, as these 

must be perceived as high LOF countries according to Chen et. al. Also, LOF has proven to have 

a direct effect on the managerial aspect of abroad investments. A foreign company can thus 

experience additional competitive issues arising from discriminating suppliers, customers and 

government as a result of a high LOF (Chen et al., 2006). 

 

5.5 Sub conclusion 
The market analysis of China above sought to answer the following research question:  

 

What characterizes the Chinese market and how does this differ from markets in the West? 

 

The analysis evidently suggests that China can be characterized as a highly uncertain market, 

due to the high level of complexity in various business-related areas. We argue that the 

uncertainty in the Chinese market is contributed by the governance and legislative system, in 

which significant changes can occur in rapid succession, with no transparency, and ultimately 

favouring local businesses over foreigners. This form of uncertainty is thus highly linked with 

the general lack of information for business owners, creating uncertainty for the future. 

Although we recognize that information is more accessible in this modern era due to our 

highly globalized society along with the advances in communication and information 

technologies, we can from the above analysis conclude that China can be characterized as 

uncertain due to the rapidly changing environment impacting predictions of future outcomes.  

 

Moreover, we found that China differs from the West in a various range of aspects. This is 

seen throughout their regulatory and legislative systems, which poses to invoke several 
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restrictions for different types of companies, especially foreign, to which we arguably find a 

clear difference from the “free-market” approach in the West. Additionally, we discovered 

that there are vast differences between the cultural values found among the Chinese and 

Western society, which can be assumed to create difficulties across a wide range of business 

aspects for Western companies. Finally, we saw that LOF in China especially burdens the likes 

of Western companies, and this could result in a discriminative treatment potentially resulting 

in e.g. additional costs. 

 

The above macroeconomic factors will arguably influence all foreign companies operating on 

the Chinese market. As the point of view of this thesis is small Western companies, we can 

thus conclude that China as one market is characterized by uncertainty and we will thus 

continue to address China as one market. 
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6 Literature review 
Previously, the relevant theory regarding strategy creation has been outlined. Moreover, the 

above analysis of the Chinese market found that this can be characterized as an uncertain 

market in contrast to Western markets. Based on this, the following paragraph will review the 

relevant research and literature and what this has established regarding the subject. This 

literature review will later be the basis to derive a best practice approach to strategy creation 

in the Chinese market. To do so, the following will, therefore: 

 

According to literature, what are the most relevant contributions regarding strategy creation 

in China?  

 

This literature review will serve as an outline of the most relevant research regarding 

competitive strategy creation, strategy creation under uncertainty, strategy creation in China 

and heuristics as a strategy.  

 

As these research fields are broad, the following method of limitation has been implemented. 

To narrow down the literature and to find the most relevant papers, the Chartered Academic 

Journal Guide 2018 (AJG) will be applied. The Chartered AJG has been chosen as a tool to 

narrow the research field since the main intent behind the guide, is to serve as a navigation 

tool for researchers primarily within business and management (charteredabs.org). 

 

The following shall only explain the methodology regarding this AJG to the extent that it serves 

as an argument to why this was chosen.  

 

6.1 Limitations of the research field 
To optimize the quality of this paper, we have chosen to focus on top-ranking journals. The 

following literature review will include papers from journals that currently rank 3 or higher in 

the ABS AJG 2018. Although a ranking of 3 is the lower limit, the following have strived to 

include papers from as high-ranking journals as possible. However, this literature review 

intends to present and cover the most relevant research and not only research from high 

https://charteredabs.org/academic-journal-guide-2018-view/
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ranking journals. Based on this, some papers from journals ranking 3 have been included on 

the basis that the paper has an importance in the understanding and coverage of the topic it 

is contributing to. Moreover, a ranking of 3 is described as: 

 

“3 rated journals publish original and well executed research papers 

and are highly regarded. These journals typically have good submission 

rates and are very selective in what they publish. Papers are heavily 

refereed. These highly regarded journals generally have good to 

excellent journal metrics relative to others in their field”   

(charteredabs.org) 

 

Based on this, it seems sufficient to implement a grading of 3 as the lower limit of what is 

accepted in this review. Moreover, based on this statement, it seems plausible that journals 

with this ranking are highly capable of publishing papers with essential research regarding a 

specific field. 

 

6.1.1 Discussion of the Chartered ABS AJG 

As mentioned, the Chartered AJG serves as a navigation tool for researchers, when searching 

for relevant journals. The AJG can be criticized for being biased, as it is not purely based on 

metrics, but is conducted by peer review and expert judgement (charteredabs.org). 

 

One could also argue that journal guides, like the AJG, can lead to a degree of moral hazard in 

that some journals might favour scoring high on ranking lists, rather than academic content. 

Moreover, authors might favour topics that in general are easier accepted by high ranking 

journals, rather than focusing on the relevance of the contribution. Andreas Wieland, an 

Associate Professor of Supply Chain Management at Copenhagen Business School, has raised 

this concern. He is stating that within his research-field, some important journals that 

contribute to the research area are ranking low on the Chartered AJG and based on this, 

conclude that there is something wrong with the ranking model (scmresearch.org). 

 

https://charteredabs.org/academic-journal-guide-2018/
https://charteredabs.org/academic-journal-guide-2018/
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However, the fact that the guide is conducted based on peer review and expert judgement 

serves as an argument as to why this guide can be used. Guides based purely on metrics lack 

the insight only experts within the fields possesses. Moreover, the guide is recognized as the 

most influential academic journal guide. It seems therefore safe to use the guide to limit the 

search field.  

 

6.1.2 Search scope 

To find the most relevant and contributing literature, the following search scope has been 

applied.  

 

6.1.2.1  Search field 

As stated above, the AJG has been applied to tighten the search field, to get the most relevant 

and recent literature and research regarding our subject. First, we selected the following of 

AJG defined research fields that deemed relevant for our research: “Strategy”, “General 

Management, Ethics, Gender and Social Responsibility” and “International Business Studies” 

 

Within these fields, we choose the top-ranking journal and commenced our research. Our 

general approach was to search these journals, to form an overview of the extends of the 

established research. This led us to a journal from one other research field: Social Science 

 

6.1.2.2 Journals 

As mentioned, we began the search in the top raking journal within each field. We applied the 

following search terms in each of the top-ranking journals: “Strategy creation”, “Strategy 

creation under uncertainty”, “Strategy creation in China” and “Heuristics as strategy creation”. 

To ensure we cover the most recent and relevant literature, we filtered first for most recent 

literature and then for most cited. We then sorted all the relevant papers based on their 

research scope and findings.  
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If the literature of a journal was found to not cover any of the subjects, we proceed to the 

next best ranking journal etc. Ultimately, we ended up with the following, which serves as a 

fulfilling overview of the most relevant and contributing literature regarding strategy creation.  

 

Journal 
(AJG ranking) 

Research field Paper 
(Publishing year) 

Research 
subject Main contribution 

 
Academy of 

Management 
Journal 

(4*) 

General 
Management, 

Ethics, Gender and 
Social Responsibility  

Hoskisson et al. 
(2000) 

Strategy Creation in 
China 

Increasing market uncertainty 
in China has led to an 

increasing need for strategy 
creation and the pursuit of 

competitive advantage 

Academy of 
Management 

Review 
(4*) 

General 
Management, 

Ethics, Gender and 
Social Responsibility  

Priem & Butler 
(2001) Strategy Creation 

The RBV is tautological. 
Uncertainty and market 
changes will lead to an 

ineffective strategy if based on 
the RBV 

Harvard Business 
Review 

(3) 

General 
Management, 

Ethics, Gender and 
Social Responsibility  

Courtney et al. 
(1997) 

Strategy Creation 
under Uncertainty The four types of uncertainty 

Industrial and 
Corporate Change 

(3) 
Social science  Afuah & Utterback  

(1997) Strategy Creation The Dynamic Competitive 
Analysis Model 

International 
Business Review 

(3) 

International 
Business Studies  

Hsua et al. 
(2017) 

Strategy Creation in 
China LOF – Liability of Foreigners 

Journal of 
International 

Business Studies 
(4*) 

International 
Business Studies  

Li et al.  
(2009) 

Strategy Creation in 
China 

A strategy is equally as 
effective on performance as 

political ties and Chinese 
managers tend to rely on 

business-related decisions on 
accumulated knowledge and 

gut-feelings 

Management and 
Organization Review  

(3) 

International 
Business Studies  

Nippa et al. 
(2007) 

Strategy Creation in 
China 

Performance determinants of 
foreign companies doing 

business in China 
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Strategic 
Management 

Journal 
(4*) 

Strategy 

Bingham & 
Eisenhardt 

(2010) 

Heuristics as 
Strategy Creation 

Adding to organizational 
learning theory and strategy by 

clarifying that heuristics are 
central to strategy. 

David Collis 
(1994) Strategy Creation 

Review and critique of the 
Resource-Based View with the 

main point of it being 
tautological 

Li et. al. 
(2008) 

Strategy Creation in 
China 

Competitive strategy is 
important for foreign 

companies and ambiguous 
results regarding political ties’ 

impact on performance 

Spanos & Lioukas 
(2001) Strategy Creation Industry-based View Vs. 

Resource-Based View 

Teece et. al. 
(1997) Strategy Creation The Dynamic Capability-

framework 

Wernerfelt & 
Karnani 
(1987) 

Strategy Creation 
under Uncertainty 

A trade-off between focus and 
flexibility and types of 

uncertainty 

 

 

6.2 Systematic literature review 
The following will be carried out as a systematic literature review, as this will cover the most 

recent and relevant literature regarding strategy creation, heuristics and uncertainty, within 

the above-mentioned limitation of the research field. The literature and relevant critiques will 

be outlined and not further discussed in this paragraph. Later, this literature review will be 

discussed to find the optimal approach to strategy creation.  

 

First, as a logical starting point for the literature review, the relevant literature and research 

regarding “classic competitive strategy creation” will be covered. Based on the findings of the 
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Chinese market analysis, this will be followed by a review of relevant literature and research 

regarding “strategy creation under uncertainty”. The research field will hereafter be narrowed 

down to focus on “strategy creation in China”. Based on findings from this, “heuristics as 

strategy creation” will finally be covered.  

 

6.2.1 Classic competitive strategy creation 

As argued above, the following will initiate the literature review by assessing classic 

competitive strategy creation. The focus on strategic management and strategy formulation 

has developed into two main streams of research since it was first formulated; the “Industry-

Based View” and the “Resource-Based View” (Collis, 1994; Affuah & Utterback, 1997).  

 

The following will outline the most contributing and relevant research within these two 

research streams. Finally, the relevant critique and developments of the two streams will be 

presented.  

 

6.2.1.1  The Industry-Based View 

Initially, the original scholars of industrial economics had little focus on competitive strategy 

creation. At the time, there was a consensus between scholars, regarding managers having 

little or no ability to influence company performance. It was believed that company 

performance was influenced by external forces and thus not management’s actions or other 

internal factors (Spanos & Lioukas, 2001). This “Industry-Based”-view stems from Edward 

Mason and his work “Price and Production Policies of Large Scale Enterprises” (1939). Mason’s 

theory was later supported by Joe Bain in his work “Barriers to New Competition” (1956). This 

view is known as the “Structure-Conduct-Performance”-paradigm and Mason and Bain are 

regarded as the fathers of this (Teece et al., 1997). This paradigm is a causal explanation of 

how “industry” and “company” are interlinked in a feedback process. According to the 

paradigm, the industry environment has a direct short-term impact on industry structure, 

which has a direct impact on company conduct, which has a direct impact on industry 

performance etc. (Mason, 1939; Bain, 1956). This was later empirically supported by research 

from Michael Hannan and John Freeman in their paper “The Population Ecology of 
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Organizations” (1977). According to this, management had little to no influence on company 

performance and should, therefore, be ignored. It was found that the main factor for company 

performance was industry structural forces. As this view was dominant, no serious research 

regarding managerial strategy with intent to out-perform competitors were conducted.  

 

This was until Michael Porter presented his view on competitive strategy. Porter shifted the 

focus from industry performance to company performance and argued that management had 

a crucial role in determining this (Porter, 1980). Porter did not reject the prior research, as he 

presented a framework built upon the assumption that external industry forces are the main 

influence on company performance. However, Porter argued that management can optimize 

performance by assessing the industry and positioning of the company accordingly (Spanos 

and Lioukas, 2001). Porter suggests that his framework can be used before and after entering 

a market. When considering participating in the competitive environment of an industry, the 

framework will assist in analysing the attractiveness of the industry and thus if it seems 

profitable to enter. Once participating in the market, the framework will assist in finding the 

optimal market position for competitive advantage (Porter, 1980). 

 

Porter’s Five Forces-framework and the Industry-Based-View is today acknowledged as one of 

the, if not the most, influential contributions to strategy creation. Porter’s model has 

empirically proven as an effective managerial tool to increase company performance (Afuah 

& Utterback, 1997). 
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Industry-Based View 

Scholar  
(publishing year) 

Notable contribution 

Edward Mason 
(1939) 

Company performance is controlled by industry in a 
structure-conduct-performance feedback loop. 

Joe Bain 
(1956) 

Management should be ignored, as this does not affect 
company growth 

Michael Hannan & John Freeman 
(1977) 

Research supporting Mason and Bain’s structure-conduct-
performance theory 

Michael Porter 
(1980) 

Introducing the “Five-Forces”-framework and argues the 
importance of management 

 

6.2.1.2  The Resource-Based View 

The focus on industry forces being the main source of influence regarding strategy creation 

and thus company performance has later been challenged by the Resource-Based View. A 

range of scholars has argued that internal forces are the main driver when creating sustainable 

competitive advantages. The first serious contribution to this paradigm was from Edith 

Penrose with the book “The Theory of the Growth of the Firm” (1959). In this, she argues that 

internal company resources are the main driver of firm growth. Later, Birger Wernerfelt 

argues in his work “A Resource-Based View of the Firm” (1984), that firms essentially are 

bundles of resources and that management should focus on maintaining and develop these 

resources. Following this, Richard Rumlet develops a theory, based on the Wernerfelt’s view 

of the company as a bundle of resources, in the paper “Towards a Strategic Theory of the 

Firm” (1984). Rumlet argues that these resources should be identified, and strategy should be 

formulated based on this. Finally, the most notable contribution regarding the Resource-

Based View is from Jay Barney with his theory in the paper “Firm Resources and Sustainable 

Competitive Advantage” (1991). According to Barney, management should not focus on all 

resources, but identify the firm-specific resources and focus on these to gain a competitive 

advantage. Barney presents a managerial framework for assessing which resources that can 

be deemed “firm-specific”. To be firm-specific and the source of competitive advantage, a 

resource must be valuable, rare, imperfectly imitable and non-substitutable, also known as 

the “VRIN”-criteria. Once the firm-specific resources have been identified, management 
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should formulate a strategy based on maintaining and developing these (Barney, 1991; Spanos 

and Lioukas, 2001). Like Porter’s Five Forces, Barney’s “Resource-Based View” framework is 

the other most influential contribution to strategy creation. This approach has too proven 

effective regarding gaining competitive advantage (Afuah & Utterback, 1997). 

 

The Resource-Based View 

Scholar  
(publishing year) Notable contribution 

Edith Penrose  
(1959) Internal resources as the main driver of company growth 

Birger Wernerfelt  
(1984) Views companies as bundled resources 

Richard Rumlet  
(1984) Strategy based on identified bundled resources 

Jay Barney  
(1991) 

Introducing the “VRIN”-criteria and that a sustainable 
competitive strategy should be based on this 

 

6.2.1.3 Critique and development of the Industry- and Resource-Based view 

The two contrasting competitive strategy paradigms are today the two dominant theories 

within competitive strategy creation (Collis, 1994; Spanos & Lioukas, 2001). However, some 

scholars and practitioners have discussed, criticized and modified the theories.  

 

One of the strongest and most recognized critics of The Resource-Based View is David Collis. 

In his research “How Valuable Are Organizational Capabilities?” (1994), Collis states that 

viewing company resources and capabilities as the source of competitive advantage is an 

ineffective tool to understand strategy creation. According to him, Barney’s Resource-Based 

View is suffering from the infinite regress problem which means that the true source of 

competitive advantage cannot be identified. This has been further supported by logical 

research from Richard Priem and John Butler in the paper “Tautology in the Resource-Based 

View and the Implications of Externally Determined Resource Value: Further Comments” 

(2001). In this, they argue that Barney’s RBV is tautological and all resources, therefore, can 

be argued to be firm-specific.  
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Collis further argues that if management should find the firm-specific resources that could 

lead to a competitive advantage, changes in external factors, like industry changes, will 

inevitably occur and influence which company-specific resources that are the main source to 

competitive advantage. He thus concludes that this lack of industry focus makes the 

framework inefficient to uncertainty. Based on this, he concludes that following Barney’s RBV, 

management will not be aware of industry changes, which inevitably will lead to an outdated 

strategy (Collis, 1994).  

 

As advocates for the Resource-Based View, David Teece Gary Pisano and Amy Shuen discuss 

the Industry-Based View and Porter’s Five Forces-framework in their paper “Dynamic 

Capabilities and Strategic Management” (1997). According to this, Porter’s competitive forces 

framework, profits stems from limiting the competition by increasing competitor’s costs and 

through exclusionary actions keeping entry barriers as strong as possible. This will then lead 

to concentrated industries with limited access from the new entrance which will lead to 

decreased devotion to new value creation and innovation which finally, in the long run, can 

lead to industry disruption by new technologies. According to this, the industry-based view 

will lead to inefficiency from both a market and company perspective.  

 

Teece et al. go on to criticize Porter’s framework for having a homogenous view of companies 

and resources. Porter assumes it is clear and transparent which resources are needed to react 

on the competitive forces and that these resources can be purchased if not already acquired. 

In connection with this, Porter’s framework is criticized for only being applicable under no or 

very low uncertainty, since the framework assumes that companies can predict, plan and 

respond to future industry changes and competitive behaviour (Teece et al., 1997).  

 

Teece, Pisano and Shuen recognize the criticism raised towards the RBV and propose a new 

theory based on empirical research, with a focus on a company’s dynamic capabilities. This 

theory appeals to large-scale production companies operating in high-technology industries 

and is, therefore, more specific than the previous frameworks from Porter and Barney. The 

theory stems from the fact that the historical global winners in such industries, all have an 

innovative and flexible production, effective management capabilities and the ability to 
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effectively redirect internal and external resources when needed. These capabilities have 

resulted in timely reaction to industry changes which is the key capability to gain a competitive 

advantage. This theory emphasizes management’s role to obtain an advantage since it is 

management’s responsibility to adapt the company to the changing environment. They argue 

that their theory is somewhat an extension of Barney’s theory, as it emphasizes the 

importance of internal resources and capabilities and the development of efficient internal 

processes. However, it differs, as the importance of environmental changes is also 

emphasized.  

 

The criticism regarding Porter’s Five Forces, raised by Teece et al., is supported by research 

from Allan Afuah and James Utterback (1997). Afuah and Utterback go on to further challenge 

Porter’s framework for being static and therefore not applicable when industry changes. They 

argue, that a competitive position in an attractive industry today, might not be attractive 

tomorrow, due to change in suppliers, entry barriers, substitutes and rivals. Moreover, they 

argue that it is unrealistic to always have the necessary information regarding the five forces 

available and thus make a correct assessment (Afuah & Utterback, 1997).  

 

Afuah and Utterback also go on to state the importance of Porter’s framework, as it has 

formed the view of management’s role in connection with strategy creation. They argue that 

the framework is great to evaluate the attractiveness of a market today which makes it 

relevant when considering entering a market. Moreover, they argue that once you compete 

on the market, the framework can be an effective tool for strategy creation, if the competitive 

forces are continuously adjusted as the environment changes (Afuah & Utterback, 1997). 

 

Afuah and Utterback go on to criticize the Resource-Based View. They argue, like with Porter’s 

Five Forces, that the RBV is static and not flexible enough to be applicable under uncertainty. 

They support Collis’ critique regarding environmental changes inevitably leading to a shift in 

which internal resources that are of importance. 

 

Based on this, Afuah and Utterback propose their framework, combining the two existing 

models. This is one of the most notable contributors to sustainable competitive strategy 
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creation in recent time. Afuah and Utterback present their framework, combines Porter’s Five 

Forces and Barney’s Resource-Based View, in their paper “Responding to Structural Changes: 

A Technological Evolution Perspective” (1997). This framework is called “The Dynamic 

Competitive Analysis Model” and focuses on strategy creation under innovation. Afuah and 

Utterback argue that innovations pass through four stages: Fluid phase, transitional phase, 

specific phase and discontinuity phase. The four phases are characterized by Porter’s Five 

Forces framework. Thus, Afuah and Utterback argue that to understand which stage 

innovation is currently in and thus how a company should strategically react and prepare for 

the next stage, a Porter’s Five Forces analysis should be conducted. Once the industry forces 

and attractiveness has been analysed, the next step is to apply the Resource-Based View. This 

will be used to analyse if the company has the required competitive resources and firm-

specific assets required to withstand the competitive rivalry whilst meeting product demand, 

in the current and upcoming phase. This combined model will allow the company to redirect 

the necessary resources to survive the current phase while taking strategic steps towards the 

next phase (Afuah & Utterback, 1997). 

 

The framework is created specifically for large technologically-based industries, however, the 

work towards a combined framework of the industry-based and the resource-based view is 

one of the most contributing works in newer time. Scholars within the Resource-Based View 

have previously suggested that a combined view would be optimal. Most notably is 

Wernerfelt, one of the contributors to the RBV. In his work, he argues that Porter’s Five Forces 

framework could be combined with the RBV to create a superior framework for strategy 

creation (Wernerfelt, 1984). 

 

Afuah and Utterback’s presented framework proposes this, as a market (or in their case, 

phase) is analysed by applying the first step of Porter’s Five Forces-framework, which is to 

evaluate the industry forces and thus the profitability and attractiveness of the industry. This 

will allow the manager to understand which industry forces that should be the main focus in 

strategic planning and how the company should position itself to best protect or exploit these 

forces. Instead of analysing the company’s strengths and weaknesses, as proposed by Porter 

and the second step in his framework, Affuah and Utterback suggest shifting this step out and 
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apply the RBV-framework instead. They argue that it is not enough to look at “strengths and 

weaknesses” to base strategic decisions upon. The manager should carry out an analysis of 

which internal resources are firm-specific and will assist in maintaining or achieving the 

desired market position.  

 

Based on above it can be concluded that Porter’s Five Forces and the Resource-Based View 

still are the two dominant frameworks with a focus on strategy creation. Both have been 

criticized for not applying to markets with a high level of uncertainty due to little or changing 

information and market structure. Moreover, the literature criticizes Poter’s Five Forces for 

having a homogenous view, which makes it unrealistic. Afuah and Utterback reacted to this 

critique by integrating the Resource-Based View framework into Porter’s Five Forces 

framework to gain a heterogenous view and argues that this model is more useful in real life.   

 

6.2.2 Strategy creation under uncertainty 

The earlier analysis of the Chinese market found that this can be characterized as influenced 

by market uncertainty. As the above starting point has covered classic strategy creation, it 

would then be relevant for the following to narrow the research field to strategy creation 

under uncertainty. 

  

When narrowing down the focus to strategy creation under uncertainty, we find that Birger 

Wernerfelt, who has previously been mentioned for his contributions regarding the Resource-

Based View, also is a contributor within strategy under uncertainty. Together with Aneel 

Karnani in the paper “Competitive Strategy Under Uncertainty” (1987), they argue that 

strategy is a tool to plan for future events and since the future is never certain, companies will 

always operate under some degree of uncertainty. More to this, Wernerfelt and Karnani lists 

three types of uncertainty. Demand uncertainty which covers uncertainty regarding market 

size, supply uncertainty which covers uncertainty regarding product or service development 

and competitive uncertainty which covers uncertainty regarding rivals.  
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Wernerfelt and Karnani divide strategic decisions up in a choice; acting today when uncertain 

about tomorrow or act tomorrow when the uncertainty has been resolved or at least partly 

resolved. Acting early, while still uncertain about the future, allows the company to prepare 

for the most likely future outcomes by allocating the necessary resources and thus be flexible. 

This can lead to first-mover advantage and possibly to influence how the uncertainty is 

resolved. This hedging of the risk will, all else equal, be more resource consuming, than the 

other strategy, to wait until certain regarding the future. The downside of this might be acting 

too late or not having prepared the appropriate resources. Despite being flexible by preparing 

for numerous outcomes and wait until the future is less ambiguous, a third strategy is 

proposed; to act early while the future is still uncertain but focus on the most likely outcome. 

This will require fewer resources than being flexible while having the same potential benefits. 

However, to focus will not hedge the risks as being flexible. Wernerfelt and Karnani conclude, 

based on this, that there is a trade-off between focus, flexibility and waiting when acting under 

uncertainty. This trade-off is fluid, as a company will not only have two options. A company 

can dedicate any amount of resources just like it can choose to act at any point. This gives an 

infinite number of combinations and thus outcomes (Wernerfelt & Karnani, 1987).  

 

Wernerfelt and Karnani propose when to apply which strategy. The first step is to decide when 

to act. As mentioned, it will involve a greater risk of acting early, while this can also lead to 

first-mover advantage. Moreover, acting early might also lead to the possibility to influence 

the outcome of the future which might be preferable. This decision, therefore, relies on how 

risk-averse the company is. The more risk-averse, the more incentive to wait and vice-versa. 

If deciding to act early, the company must decide upon hedging its resources in being flexible 

or to bet the resources by focusing on one path. This trade-off is, as the last, influenced by the 

degree of risk-aversion. The greater the risk-version the less incentive to focus on one 

strategy, however, also the degree of uncertainty influence this. If various paths are deemed 

equally likely to occur, a flexible strategy would be preferable, whereas various paths with one 

being deemed more likely than the other will increase the incentive for a focus strategy. The 

strongest influence on whether to act early or wait is argued to be the strength of the 

competition on the market. Less competition will decrease the potential upsides by acting 

early, while the downsides by waiting likewise will decrease. The analysis of the strength of 
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the market rivalry is conducted with Porter’s Five Forces model. It can be concluded that the 

weaker the competition the more incentive to wait (Wernerfelt & Karnani, 1987). 

 

Lastly, it is argued that the size of the company will influence the choice of strategy. Large 

companies can often afford to wait and still compete although not benefitting from first-

mover advantage. Moreover, large companies will often have enough resources to prefer a 

flexible strategy.  

 

 

STRONG INDUSTRY 
COMPETITION 

WEAK INDUSTRY 
COMPETITION 

SMALL COMPANY FOCUS WAIT 

LARGE COMPANY FLEXIBILITY WAIT 

 

Although this paper was written pre-internet breakthrough and thus in a different 

environment than we face in today, the points from this are arguably still relevant in the 

present. According to Hugh Courtney, Jane Kirkland and Patrick Viguerie they are, and they 

have further developed on Wernerfelt and Karnani’s theory with a modern perspective, in the 

paper by the similar name “Strategy Under Uncertainty”. Courtney et al. empirically support 

Wernerfelt and Karnani’s theory. However, Courtney et al. argue that the view on uncertainty 

is too narrow as there is not always the possibility to wait until the uncertainty is resolved. 

Moreover, they point out that the model assumes perfect information regarding the market 

since the strategical decision is based on a Poter’s Five Forces analysis of the strength of the 

competitive industry rivalry. Moreover, they argue that the three types of uncertainty 

proposed by Wernerfelt and Karnani are all factors needed to assess the strength of the 

competitive environment, why they argue that it is contradictory to suggest that the factor of 

uncertainty is the same needed to analyse the correct response to the uncertainty. 

 

Courtney et al. therefore propose four types of uncertainty, based on future outcomes. “A 

Clear-Enough Future”, when one path is clear and residual uncertainty is low enough for 

managers to confidently focus resources on one strategy. “Alternative Futures”, when a few 

paths are equally probable. “A Range of Futures”, then a great number of alternative paths 
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are possible, and all probabilities can still be established. “True Ambiguity”, when future paths 

are truly uncertain and cannot all be identified (Courtney et al., 1997). 

 

A CLEAR-ENOUGH 
FUTURE 

ALTERNATIVE 
FUTURES 

A RANGE OF 
FUTURES 

TRUE  
AMBIGUITY 

ONE CLEAR SINGLE PATH A FEW EQUALLY LIKELY 
POSSIBLE OUTCOMES 

A LARGE NUMBER OF 
FUTURE OUTCOMES 

TRUE UNCERTAINTY 
REGARDING FUTURE 

OUTCOMES 

 

It can thus be deduced that the Wernerfelt and Karnani suggest companies have three 

possible strategies when operating under uncertainty. Acting before the uncertainty is 

resolved, either by hedging the risk from being flexible by allocate resources to prepare for 

numerous outcomes or betting your resources by focusing on one possible outcome. 

Alternatively, a company can wait until the uncertainty has been resolved. The choice of 

strategy is determined by the size of the company and the intensity of the industry rivalry. 

Moreover, Courtney, Kirkland and Viguerie broaden the view on uncertainty and proposes 

four types of uncertainty based on possible future outcomes. 

 

6.2.3 Strategy creation in China 

The above has covered strategy creation under uncertainty. The following will take a step 

further and narrow down the research-field to strategy creation in China.  

 

As mentioned earlier, China opened its borders and markets for the rest of the world in the 

late 1970s, however, it was not until much later that targeting China as a market became 

lucrative. The first wave of doing business in China consisted mostly of western companies 

outsourcing production to China but not expand its focus to the Chinese consumers. For one, 

China was and is infamous for its copy culture, which naturally will hold some companies from 

entering the market. Moreover, the cultural differences between China and the West can be 

characterized as huge, based on the above analysis. However, as mentioned earlier, these 

barriers have decreased. A substantial increase in investments from western companies, into 

the emerging market of China since the mid-2000s (Li et al, 2009), has resulted in 

extraordinary growth in the Chinese economy. This rapid growth has then led to an increase 
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in the disposable income for the Chinese people. With a growing middle class that demand 

quality products, tend to prefer western brands and has an increasing ability to pay a premium 

price for this, has lowered these barriers and created a golden opportunity for western 

companies (Li et al., 2009).  

 

Although the economic growth, all else equal, has increased the attraction of more foreign 

investments, this rapid growth, combined with lack of governmental economic structure, has 

also led to an increase in market uncertainty (Li et al., 2009). This, combined with an increased 

managerial focus on China, has created a new stream of literature with a specific focus on the 

managerial and strategic challenges facing western companies when investing in China. The 

literature regarding strategy creation in China, with focus on western companies entering the 

Chinese market, is therefore a relatively young stream of research, why no dominant theory 

or framework has been found (Nippa et al., 2007). The following will, therefore, cover the 

most relevant and interesting research regarding strategy creation in China.  

 

The above-mentioned uncertainty combined with increased competition has led to an 

increase in the importance of a sustainable competitive strategy when pursuing increased 

company performance through competitive advantage. This is the main point of Robert 

Hoskisson, Lorraine Eden, Chung Ming Lau and Mike Wright’s “Strategy in Emerging 

Economies”. This paper is one of the first important contributors to strategy creations for 

foreign companies in China. Their research furthermore suggests that the effect and thus 

need, of a competitive strategy, is greater for foreign companies than domestic (Hoskisson et 

al., 2000). 

 

Based on these findings, Julia Juan Li, Larua Poppo and Kevin Zheng Zhou go on to research 

further into the topic in their paper “Do Managerial Ties in China Always Produce Value? 

Competition, Uncertainty, and Domestic Vs. Foreign Firms”. In this study, they support 

Hoskisson, Eden, Lau and Wright’s point regarding uncertainty in China is strong, especially 

for foreign companies, since the uncertainty is partially caused by government interference 

on the market. This paper suggests that political influence on company performance is strong, 

primarily due to a history of government officials favouring some companies, especially 
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domestic companies, through economic support and favourable regulation, often in return for 

lucrative shareholder positions. It seems then that it would be beneficial to focus on forming 

political ties, however, it was also found that this approach is resource consuming. For this 

approach, a company will need to invest heavily in lobbyism. Moreover, the political influence 

on company performance has become less powerful in recent time, as foreign companies 

increasingly have demanded a free and fair market. As the growth is primarily fuelled by 

foreign investments, governmental interference has decreased which has led to uncertainty 

regarding the effectiveness of strong political ties (Li et al., 2008). 

 

To assess the ambiguity of whether political ties are still a strong factor for company 

performance, Julie Juan Li and Kevin Zheng Zhou develop on their previous research, this time 

in collaboration with Alan Shao, in the paper “Competitive Position, Managerial Ties, and 

Profitability of Foreign Firms in China: An Interactive Perspective”. This paper is a major 

contribution to strategy creation for foreign companies in China. Li, Shao and Zhou state that 

the uncertainty influencing the Chinese market makes it unknown if western companies can 

adopt classic strategy creation models to increase company performance or if these 

companies need to invest and focus on forming and maintaining political ties to gain a 

competitive advantage. They conduct an empirical investigation and the findings from this 

show clear indication that political ties can effectively increase company performance. 

However, the research also indicates that a competitive strategic approach is equally effective. 

Moreover, it pointed out once more, that the true effect of political ties is unclear and that it 

seems to become less effective on company performance.  

 

Li et al.’s researchers further suggest that Chinese managers tend to use another approach to 

strategy creation. Due to the high levels of market uncertainty, it was found that local Chinese 

managers tend to rely on experience and accumulated knowledge, rather than detailed 

strategic planning. The main reason for this approach was found to be the rapid changes in 

the market structures, which lead to a need for a quick strategic response. Local managers 

state that a classic approach to strategy creation is too resourceful and would often lead to 

late response. Li et al. point out that when hiring managers, Chinese executives’ values 
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experience higher than education, which further support the importance of accumulated 

knowledge for strategy creation in China (Li et al. 2009). 

 

In recent years, the above findings have been supported by Chia-Wen Hsua, Homin Chen, 

D’Arcy Caskey in the paper “Local Conditions, Entry Timing, and Foreign Subsidiary 

Performance”. In this, they argue that due to the liability of foreignness, foreign companies 

will, to a greater extent than domestic companies, rely on competitive strategy creation to 

effectively increase performance. 

 

To sum up, investing in forming political ties has empirically proven effective for increased 

performance. However, the effect of this is ambiguous and seems to be decreasing as the 

Chinese market becomes influenced by Western values. Moreover, strategy creation for 

foreign companies was empirically found to be just as effective as the “political ties” approach. 

Finally, the literature has found that local Chinese managers tend to rely on accumulated 

knowledge and gut feelings when making strategic decisions, as a result of the rapidly 

changing environment. 

 

6.2.4 Heuristics as strategy creation 

The above review of literature and research regarding “Strategy creation in China”, suggest a 

heuristic approach might be a relevant option for strategy creation when companies expand 

to China, as it was found that local managers in China often tend to rely business decisions on 

a heuristic approach and that the Chinese market is affected by uncertainty. It seems 

therefore relevant to assess the most relevant literature regarding the use of heuristics as an 

approach for strategy creation. 

 

6.2.4.1 Portfolio of Heuristics 

In the work by Christopher Bingham and Kathleen Eisenhardt (2011), they back the use of 

heuristics as tools for strategy creation. As opposed to the previous perception that 

companies learn and obtain routines from experiences gained through organizational 

processes, Bingham and Eisenhardt suggest that companies attain a portfolio of heuristics, 
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explained as heuristics which emphasize capturing country entry opportunities. Furthermore, 

they argue that companies access these heuristic portfolios through “particular heuristics”, 

namely selection and procedural heuristics. They define selection heuristics as conscious rules 

of thumb, intending to help the company selecting which products and market opportunities 

to choose, and which they should discard. Procedural heuristics are defined as rules of thumbs 

to aid in the execution of a chosen opportunity (Bingham & Eisenhardt, 2011). To analyse the 

development for these heuristics, Bingham and Eisenhardt gained empirical data by observing 

the internalization processes for 6 different companies entering new host countries.  

 

Bingham and Eisenhardt further explain why companies learn heuristics. Much in line with the 

theory described on heuristics earlier, they argue that heuristics are effective when there is 

limited information, little time and the situation is novel as they can be used rather quickly 

due to their limited information requirements and simplifying processes. Apart from being 

fast, heuristics are also shown to be accurate. They state that literature by Gigerenzer and 

Brighton (2009) and Goldstein and Gigerenzer (2009) shows that even simple heuristics can 

achieve a higher performance than approaches relying heavily on complicated analyses and 

extensive data sets. Supporting this, they exemplify DeMiguel et al. (2009) which showed that 

investors utilizing a simple heuristic, investing equally in all options, outperformed investment 

strategies relying on more information, computation and complex analysis (Bingham & 

Eisenhardt, 2011). 

 

6.2.4.2  Procedural and Selection Heuristics 

Their study showed, how a company through learning from and observing various elements 

in their environment altered previous decisions made to create a more optimal strategy. An 

example of this was shown through a company creating semi-conductors entering the Chinese 

market. They soon realized, that their product was not suited for the targeted consumer 

segment due to their level of engineering skills and could thus not use the product as intended. 

This sparked the creation and use of a selection heuristic, in which the company chose to 

refrain from selling microchips that the customers had to install themselves, to selling a more 

complete solution in the form of a turnkey. The same company observed learnings from other 

big companies to create a procedural heuristic. Their observations made them realize that 
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they should move R&D centres to China along with the manufacturing they already planned, 

thus creating a procedural heuristic. That same procedural heuristic was later accessed from 

their portfolio of heuristics by other members of the company, as it was used as a strategy for 

executing other country entries (Bingham & Eisenhardt, 2011).  

 

6.2.4.3 Temporal and Priority Heuristics 

Besides selection and procedural heuristics, Bingham and Eisenhardt also define two other 

heuristic types, namely temporal and priority. They define temporal heuristics, as rules of 

thumb created for optimizing opportunity capture related to time. This heuristic is shown 

through e.g. which order a company will approach various customer types or enter different 

markets. Priority heuristics are defined as rules of thumb that aid in ranking opportunities 

available, e.g. preferring some customer segments over others (Bingham & Eisenhardt, 2011). 

Their study found, that the six companies investigated proceeded to learn temporal and 

priority heuristics after they had added selection and procedural heuristics to their portfolio. 

As an example of this heuristic learning process, the semiconductor company, U-Semi, initially 

chose to focus on entering ‘tier-one’ countries over other countries with original device and 

equipment manufacturers as the tier one countries possessed the largest market for the 

targeted segment of U-Semi products, hereof a priority heuristic. But during this process, the 

company discovered, that they had not amassed sufficient credibility to penetrate the tier-

one markets. As a reaction to this observation, the company developed a temporal heuristic. 

They decided to firstly target ‘tier-three’ countries, then secondly target customer segments 

in “tier-two” countries with the reference accounts gained in the tier-three countries. After 

obtaining a customer base in the tier-two countries, the company would then use those 

reference accounts as credibility to enter tier-one countries (Bingham & Eisenhardt, 2011).  

 

6.2.4.4 Simplification Cycling 

Lastly, Bingham and Eisenhardt propose, that companies engage in a simplification cycling 

process, which enables members of the company to add and remember heuristics. This 

simplification cycling ensures that heuristics are encoded in long-term memory, for easy 

recollection and ongoing updates. They argue, that when the company retain a small portfolio 

of heuristics, they can maintain a balance between gaining traction and efficiency through 
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consistent actions and simultaneously preserve the flexibility to improvise these actions, so 

they fit the actual conditions and environments. Thus, the companies avoid “overfitting” their 

heuristic strategies to accommodate the specifics of the opportunities presented for them. An 

example of this was found within the company F-Supplysoft, which initially applied a selection 

heuristic that emphasized entering Scandinavian countries, to which Sweden was chosen first 

due to the company’s familiarity with Sweden. That heuristic was later substituted with a 

strategic heuristic emphasizing more on the actual market size which resulted in more success 

(Bingham & Eisenhardt, 2011).  

 

To sum up, Bingham and Eisenhardt’s contribution suggest a theoretical framework, to which 

companies obtain a portfolio of heuristics learned through their accumulative process 

experiences. By solving problems in environments of uncertainty, the company members 

develop heuristics that provide workable solutions, which are then open for improvement. As 

these heuristics are easy to access and remember, they are effectively communicated to and 

adapted by other company members. Company members interpret their process knowledge 

and experience into these specific heuristics, namely; procedural, selection, temporal and 

priority. While these heuristics are developed uniquely to accommodate a specific problem or 

situation, they share a common structure as they all relate to the same underlying problem, 

relating to the effective capture of opportunities. Also, it was found, that companies develop 

these heuristics in a specific order. Firstly, they develop procedural and selection heuristics, 

which are less cognitively sophisticated heuristics relating to a specific problem or 

opportunity. Secondly, they add priority and temporal heuristics, which are more cognitively 

sophisticated and are utilized for several problems and opportunities. Finally, it was found 

that companies commence a simplification cycling process, in which they add and prune 

heuristics intending to maintain a relatively small portfolio of heuristics which are effective in 

some consistent company actions but can be altered to fit the actual conditions of other 

similar problems (Bingham & Eisenhardt, 2011). 
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6.3 Sub conclusion  
The above strives to answer the following question:  

 

According to literature, what are the most relevant contributions regarding strategy creation 

in China?  

 

First, contributions regarding strategy creation were assessed. The literature points out the 

importance of managers having extensive knowledge regarding external industry forces. 

However, knowledge regarding internal resources has proven to be equally as beneficial for 

managers, to create a competitive strategy. Porter’s Five Forces has been challenged for being 

static and having a homogeneous perspective whereas The Resource-Based View has been 

challenged for lacking focus on the external environment and for being tautological. Scholars 

have reacted to this critique by combining Porter’s Five Forces framework and The Resource-

Based View to produce a framework with a heterogeneous view that includes a focus on both 

internal resources and external environmental forces. Furthermore, it can be deducted that 

both the Resource-Based View and the Industry-Based View lack focus on uncertainty.  

 

As the Chinese market was characterized as uncertain, strategy creation under uncertainty 

was assessed. From this, it can be deduced that when acting in uncertainty, there is a trade-

off between acting early, which can lead to first-mover advantage but could also lead to a 

failure by choosing the wrong path and wait until uncertainty has been resolved, which will 

assure a correct choice but no first-mover advantage. 

 

Moreover, strategy creation in China was explored. It can be further deduced that the high 

level of uncertainty on the Chinese market has a stronger effect on foreign companies. 

Moreover, investing in forming political ties and strategy creation is both effective approaches 

to increase company performance. However, the effect of political ties is diminishing. Also, 

local managers were found to rely on gut feelings and intuitions, rather than analysis, in the 

decision-making process. In correlation to this finding, the heuristic approach was assessed 

concerning strategy creation.  
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Finally, the literature suggests a heuristic approach as a preferable response to uncertainty. 

This approach allows companies to produce heuristics for fast and accurate decision-making 

and strategy creation when faced with a rapidly changing environment. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  
 

81 
 

7 A best approach to strategy creation for small western 
companies, when expanding to China 

 

Above, the relevant research and contributions within strategy creation with a focus on China 

has been outlined. Based on this, together with the findings from the analysis regarding the 

Chinese market, the following will discuss a best practice approach to strategy creation for 

small Western companies expanding to China. This will be carried out to answer the below:  

 

Based on the findings from the analysis of the Chinese market and the literature review, what 

is the best theoretical approach to strategy creation for small Western companies, when 

expanding to China? 

 

The above literature review covers the biggest contributions and most relevant literature and 

research of strategy creation at different levels regarding foreign companies expanding to 

China. The subject of competitive strategy creation is well studied and the classic approaches 

to strategy creation, Porter’s Five Forces and The Resource-Based View have been proven 

effective, although both have been criticized on multiple occasions, with a lack of focus on 

uncertainty being a recurrent point. Moreover, heuristics have been suggested as a possible 

managerial tool for strategy creation under uncertainty and has found to be a preferred 

approach for local managers. However, the above literature review has found no specific 

research regarding strategy creation for small Western businesses with the desire to enter the 

Chinese market. No clear theory or framework regarding this has been conducted although it 

is arguably a relevant topic in today’s climate. This suggests a gap in the literature and the 

following will contribute to cover this gap, by drawing conclusions based on the findings from 

reviewed literature on related topics. 

 

The conclusions from this discussion will be presented as propositions sequentially. These will 

serve as the ground pillars in a theoretical framework. This framework will then suggest the 

best approach for optimal strategy creation for small Western companies when expanding to 

China. 
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As argued earlier, the propositions presented in this discussion will be based on relevant 

literature and findings discovered throughout our research study. Thus, the presented 

propositions can be regarded as theoretical conclusions. 

 

7.1 Uncertainty 
The analysis regarding the Chinese market found that it is characterized by uncertainty. We 

can, therefore, establish the first proposition: 
 

Proposition 1: The Chinese market is characterized by uncertainty.  

 

However, the above theory review of heuristics, analysis of the Chinese market and literature 

review have all used the concept “uncertainty”. As this is a fundamental part of this research, 

this begs the question; what is uncertainty? To provide clearance, the following will discuss 

the above-mentioned paragraphs usage of this concept, to finally propose what this thesis will 

regard as the definition of “uncertainty” and how this will be used in the proposition of a best 

practice approach to strategy creation.  

 

In the theory review regarding heuristics, an outline of Frank Knight’s distinction between 

uncertainty and risk was conducted. It was found that uncertainty is a lack of knowledge and 

information. Knight argues that uncertainty is immeasurable and impossible to calculate. If it 

can be measured or calculated and quantified in any way, it would contradict the basis of 

uncertainty and would then be considered a risk. This definition is known as Knightian 

uncertainty.  

 

The analysis of the characteristics of the Chinese market applied a similar definition of 

uncertainty. In this, it was found that the Chinese market differs from western markets in 

being more complex. This complexity was found to stem from rapid changes in the 

environment and market, mainly due to the non-transparent governance processes and local 

attitude towards foreign companies. Thus, from these factors we concluded to characterize 
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China as uncertain. Moreover, information regarding the Chinese market was found to have 

become increasingly accessible due to the technological evolution and the increasingly 

opening of the Chinese economy. Information regarding markets current stage is therefore 

available, however, information regarding future changes is imperfect and herein lies the 

uncertainty. 

 

Based on this, it seems reasonable to suggest a definition of uncertainty. We argue that 

information regarding the current state of a market is perfect or close to perfect, i.e. relevant 

information regarding a market is available. As deducted above, uncertainty is thus imperfect 

information regarding the markets state in the future. We thus define “uncertainty” as a 

situation with imperfect information regarding the future. Moreover, we argue that 

uncertainty does not concern the present in the same sense. 

 

This definition of uncertainty is similar to the definition found in the literature review. The 

subject of defining uncertainty has been discussed by Wernerfelt and Karnani. They argue that 

uncertainty is a situation in which companies do not know the outcome of the future. When 

faced with uncertainty, Wenerfelt and Karnani argue that companies have the choice of acting 

now or wait until the uncertainty has resolved (Wernerfelt & Karnani, 1987). This definition 

was found to be supported by Courtney, Kirkland and Viguerie (1997). Courtney et al. reacted 

to Wernerfelt and Karnani’s “Focus, Flexibility or Wait” theory regarding strategy creation 

under uncertainty, by proposing four types of uncertainty, based on future outcomes. Again, 

it was found that uncertainty is the lack of information regarding the future, not the present. 

 

It can be argued that information regarding the current stage of a market will not always be 

perfect. However, based on the above literature, it can be applied as a condition for further 

discussion. This assumption will be discussed later. 

 

We can, therefore, establish a second proposition:  

 

Proposition 2: Uncertainty relates to imperfect information regarding future outcomes. 
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7.2 Strategy creation or political ties  
The following will discuss strategy creation and building political ties as two different 

approaches when expanding to China.  

 

The above literature review suggests that the two approaches seem attractive when entering 

the Chinese market. The first approach is to apply strategy creation. This has proven to be an 

effective approach in foreign companies’ pursuit of a competitive advantage and increased 

performance when expanding to China. Due to the unique governance structure in China, a 

second approach towards company performance was found to be investing in forming 

governmental and managerial ties. To continue, it must, therefore, be discussed if strategy 

creation is even relevant or if this “political-ties”-approach would be optimal.  

 

This thesis strives towards giving small businesses, with limited resources, a best practice 

approach, when expanding to China. As the above literature found that the “political ties”-

approach requires heavy investment in lobbyism, we conclude that this is not a suitable 

approach. Moreover, this approach was found to be decreasingly effective as China has 

become increasingly globalized and thus gradually influenced by Western market structures. 

Finally, the effect of political ties is strongest for domestic companies, whereas foreign 

companies experience a diminishing effect of this approach.  

 

Based on this, we conclude that a “strategy creation”-approach is more effective than a 

“political ties”-approach, for small Western companies when expanding to China. We can, 

therefore, establish the following: 

 

Proposition 3: A strategy creation-approach will under all circumstances have a greater 

positive influence on performance for small Western businesses expanding to China than a 

“political-ties”-approach  
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7.3 Strategy creation 
As it has been concluded that strategy creation is the optimal approach when expanding to 

China, the concept “strategy creation” and what this implies, must be discussed. Moreover, 

as this thesis is researching strategy creation when expanding, it must also be discussed what 

strategy creation under expansion implies.  
 

7.3.1 Strategy and strategy creation 

 

The following will discuss the distinction between strategy and strategy creation.  

 

As defined at the beginning of the thesis, a strategy is defined as a conscious decision to act 

or react to changes in the future (Mintzberg, 1987). 

 

To understand what strategy creation implies, we will consult the theories regarding this. 

Above, different streams or approaches to strategy creation has been presented. According 

to Porter and the Industry-Based View, a strategy should be formulated, and decisions should 

be made based on the external competitive environment and the forces that influence this. 

According to Barney and the Resource-Based View, a strategy should be based and formulated 

on the internal resources that a company possess. The proposed novel stream of strategy 

creation, heuristics, suggest that strategy should not be formulated based on external forces 

or internal resources. On the contrary, it should be based on experience and accumulated 

knowledge. From this, it seems that strategy creation can be defined as the approach or 

foundation upon which is strategy is formulated. As we have found that strategy is ultimately 

defined as a decision, strategy creation must thus be defined as the approach to strategic 

decision making.  

 

Based on the theories use of the concept strategy creation, we will thus suggest that strategy 

creation is the approach upon which strategic decisions are made. Hereof, we can establish 

this as the fourth proposition: 
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Proposition 4: Strategy creation is defined as the approach upon which strategic decisions are 

made. 

 

7.3.2 Strategy creation under expansion 

As strategy creation has been defined, the following will discuss what strategy creation under 

expansion involves.  

 

When expanding to a new market, several important strategic decisions must be considered 

and made. As these decisions must be made both before and after entering the new market, 

it seems reasonable to divide these strategic decisions into two stages when expanding. 

Decisions made pre and post entering the market. Strategy creation in connection with 

expansion thus concerns an approach to decision-making both before and after the company 

has entered the market.  

 

Based on this, to suggest a best approach to strategy creation in China, the following will 

discuss this in two stages; pre-entry and post-entry.  

 

“Pre-entry” will refer to the stage before entering the market. This “pre-entry” stage is then 

the situation in which a Western company is planning “if” and “how” to enter a market. The 

“if” refers to the strategic decision regarding entering a market or not. The “how” refers to 

the market entry strategy and the strategic decision regarding how the company chooses to 

position itself in a market. It will be argued that the decision “if” and “how” to enter is made 

simultaneously as “if” to enter would be dependable on “how” to enter and vice-versa.  

 

“Post-entry” will then refer to the stage after entering the Chinese market. This “post-entry” 

stage will thus occur once a company is actively on the market.  

 

The fifth proposition can thus be established:  

 

Proposition 5: Strategy creation under expansion concerns two stages; pre- and post-entry. 
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The following will apply an inverse approach to the discussion regarding the optimal strategy 

creation in the two stages. Thus, “post-entry” will be assessed first and then followed by “pre-

entry”.  

 

7.4 A best approach to strategy creation in post-entry stage 
As stated above, this situation refers to the stage once a company is present on a market. 

When operating on the Chinese market, we have found that there is a high level of 

uncertainty.  

 

7.4.1 Porter’s Five Forces in post-entry stage 

The literature review has presented arguments as to why the Industry-Based View as a 

method of strategy creation is preferable. It has been argued that managers will benefit from 

understanding the external competitive environment the company is operating in or 

expanding to, for the company to make strategic decisions and to seek a competitive 

advantage. According to Porter, the company should conduct a PFF analysis and make a 

strategic decision based on what will optimize the company’s position on the market. Initially, 

this seems to be true. It makes sense to make decisions based on the forces that influence the 

competitive rivalry and seek a profitable position by having a competitive advantage. 

However, the literature also argues that although this view seems obvious, it assumes low 

uncertainty as the company would know what a preferable position in the market would be 

in the future. If uncertainty is applied as a factor, the company would not know what the 

optimal position would be and thus not have a foundation on which to make decisions based 

on. Moreover, if the company makes decisions based on the optimal position in the market’s 

current stage, which might not be the optimal position in the future market, once the initial 

optimal position is reached. This makes the model ineffective in uncertain environments 

where the market is rapidly changing.  

 

Thus, using this approach for strategy creation post-entry would arguably not be the best 

approach. We have found the Chinese market to be uncertain and as uncertainty has been 

argued to be immeasurable, the company would not be able to find the optimal position to 
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make decisions based on. The Industry-Based View and Porter’s Five Forces model is thus not 

the optimal approach to strategy creation once the company is on the market.  

 

7.4.2 The Resource-Based View in post-entry stage 

Another stream of literature argues that an in-depth understanding and development of an 

organization’s firm-specific resources can increase the company’s performance if decisions 

are based on exploiting, preserving and developing these resources. Empirical data have 

shown a positive causal relationship between using the Resource-Based View as strategy 

creation and gaining company performance. When assessing the RBV-model, it seems hard to 

challenge this. When a company-resource fulfils the VRIN-criteria it seems appropriate to 

assume that this can be the source of competitive advantage. However, the literature criticizes 

this model for suffering from the infinite regress problem and for being tautological. All 

resources can pass the VRIN-criteria if viewed and argued in a certain way. Unlike the five 

industry forces, company-specific resources are not limited to anything and can then, in 

theory, be anything firm-related. The literature points out that it, therefore, can be difficult to 

understand which resources are truly firm-specific. This can lead to uncertainty regarding 

which resources are truly the source of competitive advantage. It requires a deep insight into 

and complete information of the company to understand all the resources. This too can be 

argued for being paradoxical in that such an insight would include knowledge of which 

resources are firm-specific i.e. a manager would need to know the answer before conducting 

the analysis. It would, therefore, be confirming what is already known or assumed. To this, 

the model is also criticized for not including any external factors as it has been empirically 

proven that these also affect performance. Moreover, according to Barney, firm-specific 

competitive resources is the only factor an organization should base its strategy creation. If 

uncertainty regarding internal resources is present, the RBV-model will not be an ideal tool 

for strategy creation. When using the framework, the literature suggests that managers 

should consistently assess the company as a bundle of resources, which needs to be 

maintained and developed. However, most notable when discussing if the model can be 

applied for the Chinese market, was that changes in the environment can change the value of 

company-specific resources. Following an RBV approach to strategy creation on the Chinese 
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market, would possibly lead to focussing on the wrong resources, as the external environment 

changes. 

 

The recent literature has argued that both Porter’s Five Forces and the Resource-Based View 

is invalid in situations affected by uncertainty. Although that earlier research has found a 

causal connection between increased performance and the use of PFF or RBV as strategic 

decision-making approaches, the critique regarding uncertainty cannot be ignored in the case 

of applying this as a tool for strategy creation when operating on a Chinese market.  

 

7.4.3 Heuristics in post-entry stage 

The literature review then presents the heuristic approach to strategy creation. This approach 

claims to be optimal in uncertain environments and this could therefore potentially be the 

best approach for strategy creation in China. As discussed above, scholars have criticized the 

“classic” strategy creation approaches, Porter’s Five Forces framework and the Resource-

Based View, for lacking focus on uncertain environments. Bingham and Eisenhardt present 

empirical evidence through their study of six companies’ internationalization, that a heuristic 

approach to decision making is an effective tool when navigating under uncertainty. Also, it 

was found that local Chinese managers often rely on a heuristic approach when creating 

strategy, due to the high levels of uncertainty on the Chinese market. This further suggests 

that this is the best approach when expanding to China.  

 

From the above, it initially seems, that the relevant literature points towards a heuristic 

approach as the optimal approach for strategy creation for small Western companies when 

expanding to China. However, this might not be a logical conclusion.  

  

As stated earlier, the heuristic approach to strategy creation is relatively young and not much 

empirical research regarding the implications has been conducted to support it. Nevertheless, 

the literature that has entertained the subject, supports the theory that heuristics is the 

optimal tool for strategy creation under uncertainty. According to Bingham and Eisenhardt, a 

heuristic approach to strategy creation implies that a company remains agile and make quick 

decision to react to changes based on intuition. Moreover, the method is a way of preserving 
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resources, as decisions are made quickly based on the accumulated knowledge and “gut-

feelings” that the company obtains during their expansion and not based on extensive 

analyses. With this in regard, a heuristic approach would arguably be appealing for this thesis’ 

definition of small Western companies. 

  

Overall, the work by Bingham and Eisenhardt is a massive contributor to the validity of using 

heuristics as an approach in strategy creation. Their paper clarifies that heuristics are a central 

element to strategy, and further addresses what is “learned” by the companies through their 

market entry processes, “This learned content reflects the active, pragmatic approach of 

mindful problem solvers who are facing spotty information, limited time and attention, and 

too many diverse opportunities”. (Bingham & Eisenhardt, 2011; p. 22). While Bingham and 

Eisenhardt’s contribution to the literature on heuristics in strategy creation supports the 

various elements included in the theoretical review, no other relevant literature regarding a 

heuristic approach to strategy creation was found within the applied searched scope of the 

literature review. Apart from a shortage in the existing literature on heuristics as strategy 

creation, the presented literature does not reflect upon size and resources of the companies, 

nor does it seek to discuss strategic approaches prior to market entry. Thus, we express a gap 

concerning a direct approach as to when companies should choose a heuristic strategy 

approach or when they should use other more classical approaches, based on their company 

resources and targeted market. 

 

As a heuristic approach involves making decisions based on accumulated knowledge, it could 

be argued that this is a variety of the Resource-Based View. Knowledge could be defined as 

an internal resource and basing strategy upon this would then be the same approach as the 

RBV. However, heuristics do distinguish from the RBV. According to the RBV knowledge is not 

necessarily firm-specific and might not be one of the resources found to base strategy around. 

The heuristic approach differs then, by the following intuition and not making decisions based 

on a specific framework.   

 

Due to rapid market changes, operating in China is affected by uncertainty, why it has been 

found ineffective to prepare for future outcomes with a classic approach to strategy creation. 
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The heuristic approach has been found as the best approach as this would allow a company 

to react to changes quickly, based on the actual situation, whilst limiting resource 

consumption. Based on this, we can establish the sixth proposition.  

 

Proposition 6: Heuristics can be considered the best approach to strategy creation post-entry.   

 

7.5 A best approach to strategy creation in the pre-entry stage 
The above has discussed and deducted the logical approach to strategy creation, with the 

assumption that the company is present on the market. However, only to suggest a best 

approach once the company is operating on the market would be inadequate to our research 

question. The stage regarding “if” and “how” to enter seems equally as relevant when 

researching “strategy creation when expanding to China”. The following will thus assess the 

stage when a company is strategically deciding if and how to enter the market.  

 

As discussed, and deducted above, uncertainty is concerning the future. The decision of if and 

how to enter a market can be argued to concern the future. The decisions made now will 

result in what the starting position on the market would be, post-entry, i.e. in the future.  

 

7.5.1 Heuristics in the pre-entry stage 

The presented literature review indicates that the heuristic approach is solely based upon 

accumulated knowledge from experiences after market entry, to which it is not further 

addressed how a company’s strategic approach prior to entering the market should be 

assessed. As we, through our analysis of the Chinese market, consider the characteristics of 

the Chinese market to differ from the West, we further argue that prior knowledge and “know-

how” might not be applicable. To this end, one could discuss whether some of the methods 

presented in the theory review could be deemed relevant for strategy creation pre-entry, to 

cover the “knowledge- and experience-gap”. Here, specific heuristic methods like the 

recognition or TTB method might be applicable, but as the examples shown in the theory are 

very specific and no further literature shows empirical evidence for the usage of specific 

heuristic methods in terms of pre-entry strategy creation, this must be studied further before 
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any conclusions can be made. Bingham and Eisenhardt further argue, that the strategies 

created from the portfolio of heuristics can be utilized for additional market entries, which 

further argues for the use of heuristic as a pre-market strategy approach. However, this does 

not exactly correlate with our specific research question, as we seek to provide a best 

approach for strategy creation explicitly for small Western companies entering the Chinese 

market. Nonetheless, it could spark an exciting debate towards whether strategies from a 

heuristic portfolio can be used for other market entries and whether their applicability is 

dependent on the similarity between the environments of the previous and new market. A 

final argument for the inapplicability of the above-mentioned heuristic approach to pre-entry 

strategy creation is, that our defined company type is bounded by limited resources, which 

means that knowledge and experience cannot be bought. Thus, we recognize that some 

companies might be able to acquire personnel with a relevant heuristic portfolio upon their 

market entry, but that this situation does not apply to our research due to the established 

boundary conditions. Therefore, we cannot consider a heuristic approach to strategy creation 

as being the best option for small Western companies when expanding to China.  

 

7.5.2 Porter’s Five Forces and the Resource-Based View in the pre-entry 
stage 

Above, we have argued that both Porter’s Five Forces model and Resource-Based View are 

ineffective in environments influenced by uncertainty. It seems then difficult to argue that one 

of these would be the best approach to pre-entry strategy creation. However, the literature 

review found that Porter’s framework is regarded as the most effective tool for market 

assessment. The model allows insight into the competitive environment of an industry by 

presenting the forces that have the strongest influence on the competition. Pre-entry, the 

framework will provide an assessment of the attractiveness of the market’s current stage. This 

would arguably be a helpful tool for decisions regarding “if” to enter the market. Moreover, 

the framework can be used to create a strategy regarding “how” to enter the market, as the 

framework suggests a preferable position that the company should strive towards for a 

competitive advantage.  
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However, as mentioned the framework is ineffective under uncertainty. Furthermore, the 

literature criticizes Porter’s framework on other points as well. For one, the model is argued 

to have a homogenous view on resources and companies. Moreover, it was found that the 

framework is lacking in focus on internal resources. This critique was accommodated by Afuah 

and Utterback as they presented a framework that combines PFF- and RBV-framework. Afuah 

and Utterback argues and empirically proves that combining the models resolve the critique 

regarding the PFF-framework having a homogenous view and the RBV-framework for being 

tautological. Afuah and Utterback’s model focus on the innovation life circle which is not 

relevant in this regard, however, the method of combining both models seem relevant.  

 

7.5.3 The “combined model” in the pre-entry stage 

Based on the above, it could be argued that we can find a best practice approach to strategy 

creation pre-entry in a combined PFF and RBV model, based on the principles of Afuah and 

Utterback. Continuing entertaining this approach, the following will establish what this 

approach would imply. The presented approach will be referred to as the “combined model” 

 

The first step of the “combined model”, would be the initial step of Porter’s Five Forces 

analysis. This step would thus imply to analyse the market concerning the strength of Porter’s 

five industry forces. This should be the starting point, as the manager would then gain insights 

to which market forces that has the strongest influence of the profitability on the desired 

market and thus how the company should position itself to best protect or exploit these 

forces. The next step would be for the manager to analyse the internal resources using the 

Resource-Based View. This would imply identifying the company’s strategic resources and 

apply the VRIN-criteria on these, to understand which strategic resources that are firm-

specific. Finally, the manager should then be able to understand what competitive position is 

achievable, based on the firm-specific competitive resources, and if this is a profitable 

position. As the position is based on the RBV-framework and not “strength and weaknesses”, 

the position would be a sustainable competitive position. Based on this, the manager can 

approach strategy creation regarding pre-entry.  
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This would arguably be the best approach to strategy creation, pre-entry. However, due to 

the unique market structure in China, the optimal achievable position might be found 

profitable pre-entry, however, once present on the market, the forces can have changed, and 

the optimal position might not be the same as it was pre-entry. Although the “combined 

model”-approach eliminates the majority of the criticism regarding PFF and RBV outlined 

above, this would still not change the point that both models do not consider uncertainty. It 

can thus seem contradicting to suggest this approach is the best in a situation influenced by 

uncertainty. However, it is important to note that no model can with certainty predict the 

future and be certainly effective against uncertainty. We can suggest a best approach, based 

on the conditions present. In this thesis, the boundary conditions applied prevents companies 

from acquiring any knowledge or experience. The companies can, therefore, not acquire 

knowledge or experience regarding the expansion, why a heuristic approach was found not to 

be optimal. Although we cannot guarantee with certainty that the “combined model” will be 

effective, it would be an educated suggestion and the best approach, given the alternatives 

and the applied boundary conditions.  

 

It should be emphasized, that this approach only applies to the creation of a strategy in the 

pre-entry stage. Once actually on the market, the manager should disregard the findings in 

the pre-entry stage and focus on the heuristic approach. Pre-entry strategy creation is thus 

merely a best bet for an optimal starting point on the market. 

 

Thus, the final proposition can be established: 

 

Proposition 7: The “combined model” is the best approach to strategy creation pre-entry.  

 

7.6 Sub conclusion 
Above has discussed the findings of the analysis regarding the Chinese market and the 

relevant literature contributions, to answer the following:  
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Based on the findings from the analysis of the Chinese market and the literature review, what 

is the best theoretical approach to strategy creation for small Western companies, when 

expanding to China? 

 

It was found appropriate to divide “strategy creation when expanding to China” into two 

stages; pre- and post-entry. As knowledge and experience cannot be acquired, a thorough 

discussion led to the conclusion that a “combined model”, with elements from Porter’s Five 

Forces and the Resource-Based View, would be the best approach to strategy creation in the 

pre-entry stage. This implies to create strategy towards achieving the optimal market position 

given the current stage of the market due to the strength of the five forces, based on the firm 

specific resources available, according to the Resource-Based View. In the post-entry stage, 

the best approach was found to disregard the findings from the pre-entry stage and approach 

strategy creation by applying heuristic methods, due to the uncertainty on the market. This 

implies relying on knowledge and experience accumulated from competing on the market. 
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8 The framework 
The following will outline the framework deducted above and draw out a model based on this. 

Finally, an illustrative case will be carried out to provide a practical understanding of the 

findings from this thesis. 

 

8.1 Presenting the framework  
The above has discussed and deducted a range of propositions for the best approach to 

strategy creation, for small Western companies expanding to China. These propositions make 

out our suggestion to the best approach to strategy creation.  

 

The suggested propositions make out our contribution to the subject. These are thus the 

foundation, or “truths” of our framework and should be considered when using the model. 

These are as follows:  

 

Proposition Statement 

1 The Chinese market is characterized by uncertainty. 

2 Uncertainty is imperfect information regarding future outcomes. 

3 A strategy creation-approach will under all circumstances have a greater positive influence on 
performance for small Western businesses expanding to China than a “political-ties”-approach. 

4 Strategy creation is defined as the approach upon which strategic decisions are made.  

5 Strategy creation under expansion concerns two stages; pre- and post-entry. 

6 The heuristic model is the best approach to strategy creation post-entry 

7 The “combined model” is the best approach to strategy creation pre-entry.  

 

 

According to the findings in the above discussion, the strategy creation under expansion 

should be addressed in two stages.  
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Pre-entry, the first step would be analysing the strengths of Porter’s Five Forces in the desired 

market’s current stage. The strongest forces will have the greatest influence on the 

profitability on the market. Next, the manager should identify the company’s competitive 

resources and apply the VRIN-criteria to these as this will gain insight into the company’s firm-

specific resources. Based on this, the manager should create a strategy and make decisions 

towards positioning the company in an optimal position to best protect against or exploit the 

strongest market forces in its current stage. Once present on the market, the manager should 

disregard the findings from the approach in the pre-entry stage and approach strategy 

creation through a heuristic approach. This implies basing decisions and strategy creation on 

the experiences and knowledge accumulated from being on the market. 

 

The following will present these findings as a model. This proposed model will, together with 

the propositions, serve as a managerial tool for strategy creation for small Western companies 

operating or expanding to the Chinese market. 
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Figure 8 - Model for a best approach to strategy creation when expanding to China 
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8.2 Illustrative case 
To display a more relatable presentation of the proposed framework, the illustrative case 

below serves as a method for enhancing the understanding of our research in the format of a 

small Western company using it as an approach for entering the Chinese market.  

 

8.2.1 Krebs & Faris A/S 

To this purpose, we present the company Krebs & Faris A/S (KF), a small bakery chain currently 

located in Copenhagen and operating on the market for food and beverages. The main 

products sold in KF are juice, coffee and pastries. The company has experienced great 

turnovers in the latest financial results, and thus now seek to expand their business 

internationally. The owners of KF has considered expanding to Shanghai. A large share of the 

guests visiting the shop in Copenhagen is Chinese tourists and these often express their desire 

to have a branch of KF in China. This then seems like a feasible opportunity. However, the 

bakery chain does not have resources to hire external consultants to assist with the expansion. 

The owners of KF, therefore, utilize the theoretical framework for strategy creation, presented 

in this thesis, to assist with the decision-making process regarding the expansion.  

 

8.2.2 Pre-Entry approach 

Before deciding to enter the Chinese market, KF will have to make certain considerations. 

Besides assuming that they would be able to capture a share of the food and beverage market 

in Shanghai, they do not possess any knowledge or experience regarding the Chinese market. 

Following the framework with the information currently available, KF initially evaluates the 

strengths of the five industry forces, and thus the attractiveness of the market. Upon 

evaluating the industry forces and attractiveness of the Chinese market, KF found that in the 

markets current stage, the industry forces of “bargaining power of buyers”, “threat of 

substitute products” and “rivalry among existing competitors” could be considered strong. 

These strengths were identified to be caused by the customers’ ability to substitute, the 

number of available substitute products and the number of competitors. KF proceeds to apply 

an analysis of the internal resources to evaluate whether they possess the required 

competitive resources and firm-specific assets to position their company so that it can 
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withstand the external competitive forces in the markets current stage. They found that their 

firm-specific resources consisted of their strong and well-renowned brand, their Nordic 

approach to bakery and luxury patented recopies.  

 

This caused KF to create a strategy, to which they would focus on offering premium and 

expensive products to attempt differentiating from the currently considered substitutes on 

the Chinese market. Additionally, they wanted to provide a more exclusive and high-end 

experience for their customers to separate them from their rivals through extraordinary 

service and showcasing their pastry chefs’ baking routine as a form of entertainment. Finally, 

they would make sure that their product catalogue was wide enough to attract a broad 

segment of local Chinese customers, and herein include local Chinese food and beverages with 

a Nordic twist, so that their products fit the widest customer range possible.  

 

Based on the results of these analyses, KF decides to enter the Chinese market with the above-

found strategy and position as a starting point.  

 

8.2.3 Post-Entry approach 

KF has now entered the Chinese market. Following the framework, the executives now 

proceed their operations from the standpoint that the specific strategies created from their 

pre-entry analyses can be readily and quickly discarded or altered, due to the uncertain state 

of the rapidly changing Chinese market environment. After opening their first store they 

experienced a great curiosity from the local customers. But as the months went by, they 

discovered a recurrent problem in the lack of returning customers. They observed that 

customers were keen to experience their products and services, but generally found the 

service too prolonged and the products expensive. Besides, there only seemed to be an 

interest in their food and beverages originating from northern culture, as the customers did 

not think that foreigners could recreate superior local products or should even attempt it. 

These observations and experiences led KF to develop their first heuristic. Instead of 

maintaining their wide range of products, they revamped their product catalogues to solely 

include pastry and beverages from their Northern culture and remove any local items, which 

additionally led to a decrease in costs, hereof a selection heuristic. Furthermore, their 
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observations showed that locals favoured a take-away model instead of a more exclusive and 

time-consuming experience inside the KF store. They also learned, that most successful 

competitors opted to utilize the cheaper manufacturing costs from external providers, instead 

of producing their products in-house. This led KF to switch their entire operational procedure 

through a new procedural heuristic. They now chose to outsource their pastry manufacturing 

to local automated bakery factories, which highly reduced the production costs and allowed 

them to lower their prices significantly. Their store was redesigned to serve more costumers 

at once for take-away, reducing seating and only maintain the in-house production of fresh 

beverages. By utilizing the knowledge and experience gained after a short post-entry period, 

KF managed to develop a portfolio of heuristics, which allowed them to quickly alter their 

initial strategy and quickly discard previous decisions.  

 

In sum, the illustrative case above shows that by using the proposed theoretical framework 

KF initially used a combined model of the industry and resource-based view to decide the most 

favourable position in the market from the information available pre-entry. After entering the 

Chinese market, KF observed that their information and strategy did not match the uncertain 

environment and pre-entry information and thus decided to alter, or discard elements of their 

initial strategy based on the learning and experience obtained post-entry.  

 

As mentioned, the above case serves to illustrate a practical application of the proposed 

theoretical framework. We acknowledge that the projected illustration does not fully 

represent all the details of such situation in reality and that the application process of the 

framework and decisions made hereof might not be as smooth in real life as illustrated. 

However, as our theoretical framework is backed by scholars and literature within our 

research fields, we deemed it relevant to propose the application of it as a measure to support 

the understanding and context of it. 
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9 Discussion of research 
The following will discuss the findings and methods used in this research. This will be carried 

out topic by topic.  

 

9.1 Boundary conditions 
This thesis has presented boundary conditions within the conducted research. These have 

been applied to simulate the conditions some companies face in real-life. The target audience 

is “small Western companies” and our research thus intends to serve as a managerial tool for 

companies that do not possess the resources that large corporations have. The following will 

revisit the boundary conditions applied for this thesis. We will address the consequences of 

potentially relaxing the boundary conditions and discuss how this might affect the findings.  

 

If we relax the boundary condition that knowledge and experience cannot be bought, this 

would change the discussion regarding the approach to strategy creation pre-entry. The 

approach to strategy creation in the post-entry stage would arguably continue to be a heuristic 

approach, however, in the pre-entry stage, one of the arguments for a combined “classic” 

approach to strategy creation was that knowledge and experience could not be acquired prior 

to entry. In case knowledge and experience regarding entering and operating on the Chinese 

market are available, it seems though that a heuristic approach, pre-entry, could be optimal 

as well. However, the acquisition of said knowledge and experience would often be at the cost 

of resources, why it could be argued that “small companies” still would not have access to this 

approach. The boundary condition regarding limited resources would, therefore, need to be 

relaxed too. Then, we might argue that the heuristic approach would be the best in the pre-

entry stage. However, as our research also showed that heuristics can be developed for very 

specific strategic decisions, one could also argue that the knowledge bought would not 

necessarily be a perfect match for the buying company. 

 

The fact that relaxing the boundary conditions would possibly alter the findings of this thesis, 

speaks to the relevance of our application of them. They serve as realistic conditions for the 

target type of company and thus support the relevance for the small Western companies.   
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9.2 Reach of relevance 
In connection with the above discussion of the boundary conditions, the findings of this thesis 

are primarily relevant for small Western companies expanding to China. Attending to the part 

of the research concerning “small Western companies”, we find that “small” refers to 

companies with limited resources that prohibit them from acquiring knowledge and 

experience regarding expansion to China, i.e. from buying assistance of external management 

consultants or hire management with prior relevant experience to execute the expansion. 

Above has discussed the consequences of relaxing the boundary conditions so that experience 

and knowledge can be bought. It could, based on this, be argued that “large” companies would 

not be restricted by the applied boundary conditions as they often would invest in external 

assistance and or hire experienced managers to carry out the expansion. The relevance of the 

thesis is thus limited to “small” companies.  

 

The description “Western” has been explained earlier. This refers to companies with relatively 

similar cultural background and market structure that in general do not operate under 

uncertainty, at least not at the level found on the Chinese market. The relevance does, 

therefore, not reach to companies used to operating under uncertainty e.g. Chinese 

businesses looking to expand to other markets in China. They would have prior knowledge 

and experience which would change the direction of the discussion. 

 

The thesis is focusing on companies expanding or looking into expanding to China. However, 

as the framework is divided into two stages, the findings will arguably also be relevant for 

companies already operating in the Chinese market. These would not need the assess the pre-

entry stage of our framework, however, the findings relating to post-entry could still be 

relevant. 

 

Finally, this thesis has focused on China. It was found that China is characterized, and primarily 

differs from Western markets, by uncertainty. Thus, the research conducted in this thesis has 

focused on the best approach to strategy creation and decision making, under uncertainty. 

Although the findings are based on literature and research regarding strategy creation in 
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China, the model could arguably be applied to other markets characterized by uncertainty. 

The theories and literature that created the foundation of the proposed framework are not 

all directly linked to or targeting China but deals with strategy creation and uncertainty. Our 

analysis has characterized China as uncertain, and the used literature has supported our 

proposed framework as the best approach for this specific market. Using the findings of this 

thesis on other markets would require conducting further analysis, to establish if these also 

can be characterized as uncertain. The framework has intentionally been presented broadly 

to cover the types of businesses that not only operate in China but in various industry types 

with limited information and uncertain environments. However, we cannot argue further for 

the framework’s relevance regarding other markets nor types of organizations. 

 

9.3 Uncertainty 
As discussed earlier, uncertainty can be characterized as a fluid concept. It can be argued that 

characterizing China as a market influenced by “uncertainty” is a generalization and not all 

aspects of expanding and operating there will be uncertain. However, the market analysis 

found several macroeconomic factors to potentially create uncertainty regarding future 

outcomes for companies operating in China. Moreover, this thesis has researched a “best 

approach” and thus deducting a framework for strategy creation. To do so, we must generalize 

something specific. To create a useful managerial tool for strategy creation under uncertainty, 

it would be impossible to address all types and degrees of uncertainty. Thus, we argue that 

characterizing the Chinese market as uncertain is a valid generalization.  

 

9.4 The “Combined model” approach 
Above found a combined use of the PFF and RBV approach to strategy creation pre-entry 

optimal under the applied conditions. It is suggested that this approach should be taken to 

understand the need to make decisions regarding if and how to enter the market. This was 

found as experience and knowledge regarding the new market were not available, due to the 

applied boundary conditions. To this, it can be argued that it is not always possible to make a 

full market assessment and thus gain perfect market insight. The above assumes that 

information regarding a market’s current condition is available. This might not always be the 
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case. Information regarding the competitive environment cannot be deemed perfect under 

all circumstances, however, the information will arguably be close to perfect in most 

situations. Porter argues that if not all forces can be perfectly analysed, the manager should 

focus on the forces that have available information. As argued earlier, this pre-entry approach 

might not be “perfect”, but it is scientific in terms of the presented literature and the best of 

the possible alternatives.  Even if we relax the assumption that information regarding the 

current market conditions is perfect or close to it, the suggested approach would most likely 

still be the best, as a heuristics approach would not be preferable due to the lack of 

accumulated knowledge. 

 

9.5 China as one market 
In this thesis, we have approached China as one market and concluded that this as a whole, 

can be characterized by uncertainty. It could be argued that this is a generalization and not all 

aspects of the Chinese market will be influenced by the same level of uncertainty. Moreover, 

it could also be argued that focusing on a single market or industry would allow the research 

to become more precise. However, during our research, we found enough macroeconomic 

factors to conclude that China as a whole, is uncertain for foreign companies. Instead of 

limiting the market to a specific industry, we found it relevant to limit the types of companies 

to one clear group of actors. Our limitation has thus not lied within the market, but the type 

of company. Another approach could be to limit the market to a specific industry and relax 

the limitation of the types of companies, which might have produced different results or 

generated more specific heuristic methods based on industry types.  

 

9.6 Academic Journal Guide as research limitation 
It could be argued that applying a limitation of only accepting papers from journals ranking 3 

or higher would exclude some relevant research on the basis that the journal publishing it 

does not rank high enough. However, as this is a theoretical thesis and the findings are based 

on the literature regarding the subject, it seems appropriate to apply a strict limit to what 

research can be accepted. As discussed in the description of the AJG, we consider a ranking of 

3 as a reasonable lower limit. 
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10 Future directions 
Currently, it seems more relevant than ever to understand competitive strategy creation in 

uncertain environments. China is about to become the world’s largest economy and has 

invested heavily in infrastructure both domestically and internationally, to connect China with 

the Western world. Moreover, India has recently become the world’s largest population and 

could in the future experience similar growth to the one seen in China. This serves as a feasible 

opportunity for Western companies to join these markets. However, these future markets 

could most likely be characterized by uncertainty, why further study into the subject of this 

thesis would be relevant.  

 

This thesis has contributed to the research field of strategy creation for Western companies, 

with limited resources, expanding or operating in China. It has done so, by analysing and 

discussing the relevant literature and based on this, deducted a theoretical best approach. In 

the initial research for this thesis, it was found that no serious previous research has gone into 

this specific subject and our research thus presented a gap in the literature, which spiked our 

interest. It seems natural to begin covering this gap by researching what we can deduct from 

prior research regarding related subjects and logically propose a best practice. Our proposed 

framework is thus sketched from existing literature and research. Further work would 

naturally include empirical research to increase the understanding of the uncertainty facing 

companies operating on a Chinese market. An empirical study, both quantitative and 

qualitative, regarding Western managers’ approach to strategy creation and the success of 

this would help understand the gap between applying a “classic” and heuristic approach to 

strategy creation, once on the market. We imagine a research study of this calibre would have 

to be conducted over a longer period, preferably following one or several Western companies 

as they progress from pre-entry strategy creation to creating post-entry strategy while 

adapting to their uncertain environment.  

 

The above suggest further research into the subject of strategy creation in China. However, 

there is arguably another possible direction for further research. Further directions could also 

include expanding the research field to uncertain markets in general. This would suggest 
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further research by observing other markets influenced by uncertainty, to detect similarities 

between the different markets, and deduct any repeating patterns in the type of uncertainty 

facing companies operating on these markets. This would refine the theoretical findings from 

this thesis. As suggested above, an obvious market for comparison would be India. Inputs, 

both empirical and theoretical, regarding similar markets would contribute to broadening the 

use of the framework to apply for uncertain markets in general. 

 

Additionally, another interesting approach would be to further research specific heuristic 

methods for strategy creation in uncertain environments. Regarding the reviewed work of 

Bingham and Eisenhardt, specific heuristic methods have been created within companies to 

quickly approach problems caused by uncertainty with a fast solution. But as mentioned by 

Gigerenzer and Mousavi, heuristics cannot yet be considered an exact science. Do heuristics 

need to be so specific that they are mainly useful in specific situations or primarily for the 

company developing them? Although our research suggests that heuristics can be altered and 

reused by companies for other similar purposes, we did not find evidence of a more universal 

approach or model for strategy creation using heuristics. Thus, we deem this as the most 

interesting and relevant field for further studying. Potentially by categorizing various 

heuristics used by companies over time, to create a more complete framework for future 

practitioners. This would arguably lead to a more complete science of heuristics, to which 

companies would be able to quickly generate and utilize heuristics – maybe even before 

entering a new market?  
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11 Conclusion 
This thesis strives to contribute to the subject of strategy creation, by researching the 

following:  

 

What is the best approach to strategy creation, for small Western companies when expanding 

to China? 

 
To answer the above, this research has been conducted in three steps. First, an analysis of the 

Chinese market was conducted to understand how this can be characterized and how it differs 

from markets in the West. The overall assessment found, that the Chinese market can be 

characterized by high levels of uncertainty, mainly due to rapid market changes. Moreover, 

the Chinese market was found to differ from Western markets on several parameters. This 

was concluded based on China’s constantly changing regulations and non-transparent 

legislative system, cultural differences and the presence of LOF which ultimately creates 

complexity for foreign entrants. 

 

Hereafter, a literature review was conducted to outline the most relevant contributions 

regarding strategy creation in China. The literature review found no direct connection 

between our research question and the outlined literature, suggesting a gap in the research 

field. Thus, a discussion was initiated based on the analysis of the characteristics of the 

Chinese market and the literature review, to deduct a best approach to strategy creation for 

small Western companies expanding to China. In this, we argue that an expansion to China 

needs to be addressed in two-stages; pre- and post-market entry. In the pre-entry stage, it 

was found that the best approach to strategy creation was to apply a “combined model” with 

elements from Porter’s Five Forces and the Resource-Based View. Finally, in the post-entry 

stage, it was found that the heuristic method was the best approach to strategy creation. 

Backed by findings in the literature, we argue that the use of a heuristic approach allows 

companies to create a portfolio of heuristics for strategy creation, which can be utilized and 

adapted to quickly react to the changes and challenges affiliated with the Chinese market 

environment. These findings were finally presented as a framework. 
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