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Porter’s five forces model is an authoritative management tool used in analyzing the profitability and attractiveness of industries through an outside-in viewpoint. In the past decade, dramatic and rapid changes have prompted some criticism of the model. The comparison between new and old economy analysis makes the fundamentals of the model seem weak. Moreover, the past decade has shown that strategy and entrepreneurship in China are not completely dependent on the model. This study first aims to verify the sustainability of the five forces model and analyze its integration into China’s entrepreneurial economy. By conducting in-depth interviews among the upper echelons from various industries, it was found that along with the competitive factors emphasized by the model, Chinese entrepreneurs attend to cooperative factors such as Guanxi, the Chinese term for relationship, and the possibilities of technology integration with the five forces. They also tend to enlarge the strategic view to consider factors such as how the market evaluates the forces. To verify these findings, the authors carried out a large-scale survey with a modified questionnaire analyzing the data collected using exploratory factor analysis with SPSS 22. The outcome shows that Porter’s model is still valid to some extent. Companies are still working in a network of buyers, suppliers, substitutes, new entrants, and competitors. However, reinventions are necessary to include the new factors of Guanxi, technology (e-commerce and logistics), and marketing and branding, which have changed the structure of the industry. These factors arise from the cooperative nature of Chinese culture and may have equal or even larger significance compared with their competitive counterparts in today’s business world.
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INTRODUCTION

The goal of every business is to achieve its objectives or targets effectively. Can these objectives be obtained without much attention to the strategic forces that drive business? When asked what forces are most important to entrepreneurship and strategy in the business world, any scholar, entrepreneur, or business executive in the western world will refer to Porter’s five forces model. The basic aim of this model is to describe the competitive environment of firms in terms of five industry-specific factors (Porter, 2008).

In recent years, these forces have been questioned, as researchers argue that the model has innate weaknesses and is difficult to operationalize (Lee et al., 2012). It does not take into account a firm’s potential relations with the determinants of the industry environment (Dulčić et al., 2012). There is a need to know the limitations of the model and develop a new one to reflect and direct the new business world, which has changed fundamentally since the 1970s. In addition to the criticisms from western academia, entrepreneurial growth in China has increased in recent times. This entrepreneurial growth has brought many changes to China and the world. Wang and Chang (2009) argue that Chinese culture differs from western culture. They challenged the five forces model and came up with a new model with five new forces: business purpose, business climate, business location, business leader, and business organization. Although they provide no statistical analyses to support their argument, their research is innovative and worthy of consideration.

China is setting high standards in today’s businesses and entrepreneurial ventures. It has become a major player in the business world. The study on the sustainability of Porter’s five forces model and its possible improvement in the Chinese context is worthwhile in investigating the success of the Chinese economy. Such a study may benefit other economies aiming to compete or cooperate with China. Therefore, this study aims to resolve the following research questions: Does Porter’s five forces model impact entrepreneurial strategic decisions in China? What strategic forces drive entrepreneurial strategic decision-making in China, and how do they compare with Porter’s model?

This study addresses these questions by examining the sustainability of Porter’s five forces model in Chinese businesses to investigate if the framework is used to ascertain profitability and attractiveness in various industries. If this is not the case, what are the strategic forces that are impacting these sectors? The study’s objectives focused on: (1) analyzing the extent to which Porter’s five forces model affects entrepreneurial strategic decisions in China, (2) finding out what strategic forces drive entrepreneurship and strategy in China, and (3) exploring the possibility of applying these new forces beyond the Chinese business context by constructing a more effective model.



RESEARCH BACKGROUND AND LITERATURE REVIEW

Porter created the five forces model at the Harvard Business School in the 1970s. The model classifies five forces in a microenvironment that motivate competition and threaten a firm’s profit-making capacity. The forces are rivalry, consumers’ and suppliers’ negotiating powers, threat of newcomers, and alternatives. Porter’s five forces originated in the industrial economic approach. The concept was that the market structure could determine the attractiveness and overall profitability of a market (Slater and Olson, 2002). The market structure can impact a firm’s strategic behavior, and a competitive strategy could bring success. Therefore, the success of the organization is indirectly reliant on the market structure. According to Porter, “being aware of these forces helps a business hold its spot in the industry with little exposure to attack” (Porter, 2008, p. 137).

In western academia, and in the current business world, there is an ongoing debate on the sustainability of Porter’s model. Johnson et al. (2008) considered the framework to be a powerful device with an outside-in perspective identifying where power lies. Most businesses around the globe are trying to improve their skill set and increase their industry assets by optimizing the opportunities available in the market and managing the problems and challenges. The only way for them to achieve this is to know their working environment because this dynamic external and internal environment has many variables affecting the company and its market value. The five forces framework is a “useful starting point for strategic analysis even where profit criteria may not apply” (Johnson et al., 2008, p. 60). Nguyen (2017) conducted a case study in a small construction company and concluded that a firm can gain or lose competitive advantage depending on how well it applies diverse significant strategic analytical tools such as Porter’s five forces. Mugo (2020) also found that Porter’s five forces framework influenced the performance of telecommunication firms in Kenya.

The Monitor Group, a consulting company partnered with Porter, filed for insolvency in November 2012. Dennings (2012) linked the consulting firm’s problems to a conceptual mistake made by Porter: “In Porter’s theoretical landscape invention, all strategy worthy of the name involves avoiding competition and seeking out above-average profits protected by structural barriers. A strategy is wholly assumed as a method of making additional profits without planning to produce a better product or service.” Love (2013) argues that, in the long term, this method does not benefit society or the firm. Slater and Olson (2002) state that although Porter’s model is still as viable in this era as it was 20 years ago and there are not many changes to be made, there is a need to focus on new elements that were not fundamental in the five forces model and also to rethink the model. Andriotis (2004) believed that as time passes, Porter’s five forces may change, as will the comparative importance of the model. Mohapatra (2012) states that individual forces and their cooperative impact will change as the government policies and macroeconomic and environmental conditions change. Aktouf et al. (2005) analyzed the viability of a particular industry with Porter’s framework and realized that the model was obsolete and needed improvement. Dulčić et al. (2012) proposed three new forces that align well in today’s business context: digitization, globalization, and deregulation. Jaradat and Almomani (2013) recommended the need to take into consideration the implementation of the model by industrial food companies to enable them to select suitable business strategies effectively. The authors added the new factors of the impacts of the external and internal environments from the top management perspective. Shamir and Johnson (2014) provided an in-depth literature review of the latest findings on Porter’s competitive force model and concluded that the five competitive forces model could be partly rejected and that four additional forces could compensate for the model’s innate weakness: digitalization, globalization, deregulation, and level of innovativeness. McAran and Manwani (2016) proposed “context” as an additional important factor for the model, finding that the original forces were not equally significant in different industries. Isabelle et al. (2020) investigated the relevance of Porter’s framework through case studies and proposed a modified framework augmented by four additional forces: the competitors’ level of innovativeness, exposure to globalization, threat of digitization, and industry exposure to deregulation activities.

Today’s business world has witnessed significant changes. The Chinese economy, in particular, is booming globally, and China’s huge market is attractive to enterprises abroad (Tsui et al., 2017). As the world’s fastest-growing economy, China’s strategic experience in the last 10 years might serve as the best guide for the next 10 years. Business leaders should adopt a new Chinese strategy to be more successful. This strategy does not merely mean a set of plans for doing business in China. Most big companies are already doing business and competing with China, and the smaller firms will soon join them. The Chinese strategy is a changed one-world strategy with a long-term development plan to do business as a worldwide initiative with China at the center, playing a different role from the role played in the past (Tse, 2010). Entrepreneurship and innovation contribute greatly to China’s economic development. Innovation is a central activity for firms wishing to launch new ventures and to renew their firm’s strategic efforts (Ginsberg and Guth, 1990; Covin and Miles, 1999). Successful innovation is often complicated and requires firms to exhibit multiple talents and competencies. Strategic entrepreneurship is effective in the formation of business strategies involving simultaneous opportunity-seeking and advantage-seeking behaviors. Firms exhibiting a strong entrepreneurial orientation may have an advantage in undertaking innovation via exploration and exploitation (Dess, 2005). Entrepreneurial orientation is a strategy-making practice or process engaged in by managers to recognize and generate venture opportunities. Some firms link much of their success to entrepreneurial orientation (Scheela, 2001).

In short, it is uncertain whether Porter’s five forces are still sustainable. The framework was created in 1979 and has been available for more than 40 years without any alterations. The evidence from China indicates the need for in-depth analysis on the relevance of the framework and on possible ways to reinvent it in the business world of today.



METHODS AND DATA

The research was conducted in two stages. In the first stage, primary data was gathered to analyze whether industries should reexamine Porter’s forces through in-depth investigations and interviews with representatives of the upper echelons of many business sectors in China. The process started with a questionnaire with structured questions taken from a classic five forces analysis scale (Lee et al., 2012), with the addition of some open-ended questions such as “what are the strategic forces used to measure the competitiveness, attractiveness, and profitability of a certain industry or market in China?” A total of 22 entrepreneurs from various industries were interviewed to generate qualitative and quantitative data. Following analysis of the pretest data, the questions were gradually adjusted to reflect the responses of the pretest interviewees. At the end of the stage, the standard items were purified with Cronbach’s alpha coefficient and corrected item-total correlation. It was found that in addition to Porter’s five competitive factors, Chinese entrepreneurs pay considerable attention to cooperative factors such as Guanxi (i.e., relationship in Chinese, but having a broader meaning including interdependence, cooperation, and partnership) and the possibilities of integrating technology into the forces. They also tend to enlarge the strategic view and consider factors such as how the market evaluates the five forces. Therefore, these related items were added to the second-stage questionnaire.

In the second stage, a random sampling technique was conducted to investigate the applicability of Porter’s five forces model in China and to explore possible evidence-based revisions in the Chinese context. The final questionnaire was generated in two parts. The first part constituted background information. The second part surveyed entrepreneurs’ major concerns regarding the five forces when making strategies, including a 5-point Likert scale with 46 items, as shown in Table 1, and two open-ended questions. The questionnaires were sent to managers in various industries, and there were 156 valid responses. The data were analyzed with the software package SPSS 22 and exploratory factor analysis (EFA) to identify the impact of Porter’s five forces on Chinese businesses. Factor analysis is a multivariate method used for data reduction purposes. The basic idea of this technique is to represent a set of variables by a smaller number of variables (Johnson and Wichern, 1982). The method was mainly designed for interval data, although it can also be used for ordinal data (e.g., scores assigned to Likert scales). The variables utilized in factor analysis should be linearly associated with one another. The variables should be moderately correlated. If this is not the case, the number will be almost identical to the original variables.


TABLE 1. Structured items constituting the final questionnaire.
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Consider the observable random variable X with p-components, with mean μ, and covariance matrix Σ. The factor model postulates that X is linearly dependent on the few unobservable random variables F1, F2……., Fm, called common factors, and additional sources of variation ε1, ε2,……., εp, called specific factors. The generalized factor analysis model can be expressed as,
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RESULTS AND ANALYSIS

This section contains an analysis of the results gathered from the online survey. The first part constitutes background information. The second part shows the industry’s awareness of Porter’s five forces and its impact on them. The challenge of gathering data required the responses to be divided into two parts: close-ended responses and open-ended responses.


Background Information

Of the respondents, 26.9% indicated that they have been operating for over 20 years in their respective industries, which means that they have the adequate experience to know what or which type of strategic management to apply in the operations of their business to enforce competitive advantage (as shown in Table 2). Therefore, they should be well informed as to whether Porter’s five forces model has any impact on assessing the attractiveness of a business and on equipping them to gain a competitive advantage.


TABLE 2. Number of years in operation.

[image: Table 2]
Of the respondents, 100% indicated whether the business in China is local-owned, foreign-owned, or both local- and foreign-owned. These data show the influence of western companies on Chinese trade and business practices. Table 3 shows that 82.7% of the businesses that took part in this survey were locally-owned and that 5.8% were foreign-owned, making it somewhat difficult for Porter’s forces to influence how these businesses are run. Nevertheless, 11.5% of the companies were also local and foreign-owned, representing not an insignificant percentage.


TABLE 3. Type of ownership.
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Information on Porter’s Five Forces Model


New Entrants


Factor Analysis

The primary data were measured on a 5-point Likert scale with the following choices: very high, reasonably high, average, relatively low, and very low. Kaiser–Meyer–Olkin (KMO) and Bartlett’s test were conducted before factor analysis. The KMO index generally ranged from 0 to 1 (Williams et al., 2010). According to Frohlich and Westbrook (2001), a minimum KMO score of 0.50 is considered enough for factor analysis. A large KMO value (0.782) and Bartlett’s test of sphericity (0.000) indicate that data collected for factor analysis is adequate. A principal component factor analysis with Varimax rotation was carried out for items indicating the threat of new entrants affecting organizations. The eigenvalue for the factor is 2.948, which cumulatively explains 49.141% of the total variance for the threat of new entrants (Table 4).


TABLE 4. Total variance explained: New entrants.
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Analysis of Factors

Table 5 shows the factor loadings of the correlation coefficient of factors influencing the threat of new entrants by using principal component analysis (PCA). This factor has a significant factor loading on these variables that have formed an influential group pertaining to economies of scale, government regulation, brand loyalty, cost advantages, initial capital requirement, and customer switching costs. Therefore, it can be said that these factors provide a basis for affecting the threat of new entrants into the Chinese market.


TABLE 5. Factors loadings of correlation coefficient: New entrants.
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Substitutes


Factor Analysis

A large value KMO value (0.825) and Bartlett’s test of sphericity (0.000) indicate that the data are adequate (reliable) for the application of factor analysis. The findings show that a relationship exists between the variables at (p < 0.05.). The eigenvalues for the factors are 4.745 and 1.289, showing 60.340% of the total variance for the determinants of the threat of substitutes, as shown in Table 6.


TABLE 6. Total variance explained: Substitutes.
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Analysis of Factors

Table 7 shows the factor loadings of the correlation coefficient of factors influencing the threat of substitutes by using PCA. The elements of Factor 1 are conformity of substitutes to upstream and downstream technical standards, the degree of technology integration between the substitutes and upstream and downstream, the ready availability of substitutes and the emergence of new ones, the degree of close cooperation between substitutes and related industries, market awareness of alternative brands, and the relative price of substitutes. The elements of Factor 2 are the number of substitutes, closeness of substitutes, and buyer propensity to buy substitutes and other technologies. Factor 1 values the interdependent relationship between the focus and its substitutes, such as potential for cooperation, technology integration, and market context. Factor 2 mainly emphasizes on traditional competition factors.


TABLE 7. Factors loadings of correlation coefficient: Substitutes.
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Buyers/customers


Factor Analysis

The KMO value is 0.799, far greater than the necessary factoring value of 0.5. The significant value for Bartlett’s test was p = 0.000 with a Chi-square value of 947.350 and DF = 55, thereby verifying that the item has been factored in. The eigenvalue for the factor is 6.086, representing 62.136% of the total variance for the determinants of the bargaining power of buyers/customers (Table 8).


TABLE 8. Total variance explained: Buyers/Customers.
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Analysis of Factors

Table 9 demonstrates the factor loadings of correlation coefficients based on the Varimax rotation of factors influencing the determinants of the bargaining power of buyers/customers by using PCA. The study results specify that two elements account for 62.136% of the total variance, as shown in Table 10. The elements of Factor 1 are close cooperation with the buyer (frequency and number of years), buyer information about demand, actual market price, and suppliers cost, backward integration, compliance with buyer’s technical standards, importance to buyers, market awareness of buyer’s brand, and degree of technical integration with the buyer. The elements of Factor 2 are buyer switching costs, dependence on buyer industry, buyer portfolio, and product uniqueness. Factor 1 centers on the interdependent relationship between the focus and its buyers/customers, whereas Factor 2 mainly emphasizes traditional competition factors.


TABLE 9. Component matrix with rotation varimax and factor loading: Buyers/Customers.
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TABLE 10. Total variance explained: Suppliers.
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Suppliers


Factor Analysis

The KMO value is 0.858, indicating that the data are satisfactory for the application of EFA. The findings indicate that a relationship exists between the variables at a p-value of less than 0.05. In addition, the estimated eigenvalue for the factor is 5.845, which explains the 58.445% total variance for the significant determinants of the supplier’s power, as shown in Table 10.



Analysis of Factors

This factor also has significant factor loading that ranges from moderate to high on these variables, forming a critical cluster (Table 11). The elements include supplier switching costs, supplier portfolio (size and quantity), degree of technical integration with suppliers, close cooperation with suppliers (frequency and years), supplier uniqueness, importance of suppliers, consistency of supplier’s technical standards, market awareness of supplier brands, forward integration, and dependence on the supplier industry. Hence, it can be said that the following factors are considered as the significant determinants of a supplier’s power, among which the new factors from the Chinese context have relatively high explanatory power.


TABLE 11. Factors loadings of correlation coefficient: Suppliers.
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The Industry


Factor Analysis

The value of KMO is 0.809, higher than the necessary factoring value of 0.5. The significant value for Bartlett’s test was p = 0.000 with a Chi-square value of 654.601, and DF = 36 indicates that the item has been factored. The calculated eigenvalues for the factors are 4.452 and 1.071, representing 61.364% of the total variance for the determinants of competition, as shown in Table 12.


TABLE 12. Total variance explained: The industry.
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Analysis of Factors

Table 13 shows the factor loadings of the correlation coefficient of factors influencing the rivalry among existing competitors by using PCA. The factor includes the major influential determinants of competition in the Chinese industry. It consists of items of government regulation/policy, industry demand and capacity, industry structure, the gap between technology and competitors, and differentiation among companies, emphasizing the macro dimension of the industry environment. Factor 2 includes fraud by lawyers, employees, or others; potential partnerships with competitors; existing partnerships with competitors; and exit barriers. It tends to indicate the microdimension of the industry environment.


TABLE 13. Component matrix with rotation varimax and factor loading: The industry.
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This article aims to determine if Porter’s five forces model is practiced in China. Of those surveyed, 78.2% agreed that Porter’s five forces are used to measure competition intensity, attractiveness, and profitability, whereas 21.8% of those surveyed disagreed. This outcome has a significant impact on our findings.

The respondents were also asked open-ended questions, and their responses were essential in building the forces linked to Porter’s five forces model.


(a) The respondents were asked what recommendations they would consider to make their industry more attractive. Some respondents stated that the firms should concentrate on putting in place a high-quality management system and an efficient resource allocation. They thought that firms should take more responsibility for having an attractive industry. Others focused on innovation, such as increasing the level of digital construction, providing customized services, and expanding into new markets as they broaden the channels for profit. Finally, some respondents indicated that optimal service and high product quality could give a company a competitive advantage.

(b) The respondents were also asked if they thought that Porter’s five forces, as listed above, are used to measure competition intensity, attractiveness, and profitability of an industry or market in China. If this is not the case, then what do they think the strategic forces are used to measure. Of the respondents, 21.8% indicated that Porter’s forces are not used to measure competition intensity, attractiveness, and profitability. However, some strategies use quality service, innovation, good relationships, good government policy, good after-sales service, e-commerce, and attending to market trends.





CONCLUSION


Findings

Based on the investigation, this article concludes that Porter’s five forces model impacts entrepreneurial strategic decisions in China. Most of the managers’ responses showed that they are well aware of the forces. The respondents also acknowledged that the model was used to check industry profitability and attractiveness during startups and expansions. However, gaps still exist between Chinese business practice and the classic western analysis model. Among the most frequently mentioned strategic forces relating to the drivers of decision-making in China, the top ones are good relationship, e-commerce, innovation, and quality services, rather than competition. The core of Porter’s five forces is derived from Darwinism in business, which assumes that the environment is composed of predetermined constants and that firms compete with each other for limited resources. Therefore, outsiders are threats. However, the Chinese business philosophy is different. Chinese entrepreneurs believe that the industry is an ecosystem, and all players within the industry, such as the buyers, suppliers, competitors, substitutes, and new entrants, are interdependent and evolve together. There are no permanent enemies. Competition is temporary because firms need to cooperate to develop and sustain a convenient business environment. Therefore, their strategic focus covers competition and cooperation, and their entrepreneurial view goes beyond individual firms to the whole system, which is eventually evaluated by the market.

Based on the above, the authors created a more structured strategic model. Before proposing this reinvented model of competitive forces, it should be stressed that the primary notions of Porter’s five forces are as valid today as they were 40 years ago. As a result, it is not the intention to challenge the points Porter made so successfully. This article concentrates on the forces used in China’s fast-moving entrepreneurial and innovative economy, linking them with the original model, giving the western world an idea of what motivates Chinese entrepreneurs. In this respect, Figure 1 symbolizes a reinvented competitive forces model, which reconfigures Porter’s five original forces by adding three additional forces, specifically the concept of Guanxi, technology, and marketing and branding. These three forces have been added because, in the above EFA results, almost every item related to these concepts has a high factor loading. Some new factors emphasizing interdependence are found in evaluating the traditional five forces. These concepts come from a totally different business culture, but they can merge well with the model. They fit in the same framework, adding more comprehensive and long-term considerations when evaluating a firm’s industry environment, such as existing and potential relationships, technology compatibility, and brand influence among the players. While the original Porter’s five forces model was of value, the inclusion of the Chinese forces makes the model much more useful in helping firms to gain a competitive advantage.


[image: image]

FIGURE 1. A reinvented competitive forces model for industries.



Guanxi

In China, the concept of relationship is of the utmost importance. Personal information is often sought while business is being conducted or a business relationship with potential clients is being nurtured. Information on the net worth of an individual or their partner’s eastern astrology symbol is often shared. In this context, it is much more important to cooperate than to compete. Therefore, when doing business in China, one should concentrate on building a strong relationship.



Technology

Chinese upper echelons attach importance to technology innovation, to building technological platforms with cooperators, and to adopting dominant technical standards in the industry. This outlook holds true in today’s e-world. The advancement of technology has transformed China’s e-commerce. China has overtaken the United States and the EU in real online revenues with a vast improvement in its infrastructure and boundless sales. China’s online retail sales expanded rapidly over the past decade and retained a year-on-year growth of 27.3%, which is above the average growth rate worldwide. In 2019, the country’s share of online retail sales reached a new high, with more than 20% of the total retail made online, and in 2020, overall e-commerce transactions exceeded 37.2 trillion yuan, increasing from around 34.8 trillion yuan the year before (Statista, 2021). Businesses benefit from the ease of conducting business and purchasing goods online and the efficient ways of receiving goods through delivery companies such as SF Express, ZTO, YTO, Best Express, and China Post. These technological conveniences stimulate new businesses and strategies.



Marketing and Branding

Branding is a crucial success factor in China. Chinese consumers look for reliability when purchasing. They are very aware of counterfeit and inferior quality goods and the need to make smart purchases. There is also a preference for quality over quantity because of Miànzi, a Chinese tradition of saving face. Offering expensive brands as gifts shows their financial status, affecting how counterparts treat them. The distinct nature of Chinese culture means that business people must consider consumer perceptions and brand identity. Companies, such as Coca-Cola, who were wise enough to notice this and adjust their marketing behaviors to match this trend, have been successful and profitable.



Implications

This article proposed a reinvention of Porters’ competitive forces model to apply the strategies used in China’s entrepreneurial endeavors. The researchers proposed the addition of three additional tools to Porter’s model. First, the model measured the role of Guanxi as a powerful tool for building lasting relationships in Chinese businesses. Second, the model highlighted technology (e-commerce and logistics) as the reason for changes, innovations, and new opportunities. Finally, the model declared marketing and branding as the key factors of success in China.

The proposed eight forces approach aims to help western firms achieve a sustainable competitive advantage and to catch up on China’s rise. This conclusion was evident in the firms’ responses. Wang and Chang’s (2009) survey of the top entrepreneurs and executives operating in China established that Porter’s five forces had little impact on business practice in China. The proposed model could be very beneficial to world business in catching up on China’s business speed or gaining advantage over competitors. It will make the model a better tool for strategic decision-making and set a foundation for other researchers engaging in similar research. In its practical field, this model will aim at accessing the profitability and attractiveness of an industry and gaining a competitive advantage over existing firms. This research was not limited to just one sector. It applies to all industries, such as education and manufacturing. Therefore, a combination of western forces and Chinese forces is optimal.

Finally, as time goes on, the eight forces may change, thereby transforming their comparative significance. Therefore, companies, researchers, or students seeking to apply this framework must verify its consistency during the application period. In addition, there is scope for the proposed forces to be explored in detail in other contexts. Finally, China’s innovation is broad and expanding, and new strategic forces will emerge to foster entrepreneurial ventures.
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Number of substitutes*

Closeness of substitutes*

Buyer propensity to substitutes

Other technologies*

Conformity of substitutes to upstream and downstream
technical standards
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*Comes from a classic five forces analysis scale (Lee et al., 2012), others come
from the pre-test interview in the Chinese context, as shown in the following tables.
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