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Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

ABSTRACT

The rapid development of e-commerce in China has resulted in strong competition in
medical e-commerce industry, which has made online pharmacies struggling to
maintain their competitive advantage. Dynamic capability is the change-oriented
capability that can help online pharmacies keep pace with market development,
technology development, and consumer demand changes to obtain sustainable
competitive advantages thus to survive in the dynamic environment and access to
market share.

This dissertation focused on the dynamic capability of Chinese online pharmacy
industry. Firstly, we did the literature review of strategy schools and dynamic
capability theory, analyzed and summarized the measurements of dynamic capability;
secondly, we studied about Uber’s dynamic capabilities; then, as for the field study,
we adopted the quantitative method: we distributed questionnaires to investigate the
dynamic capability application and importance in Chinese online pharmacy industry;
finally, this dissertation drew the conclusion through comparison.

From the study we concluded that: dynamic capability is composed by adaptive
capability, absorptive capability, and innovative capability; through data analysis we
found that there were distance between current application and corresponding
importance of dynamic capabilities in Chinese online pharmacies especially in
sensitive observing the environment, accessible knowledge management database and

knowledge sharing system, and applying new knowledge into innovation.
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Dynamic capability, Absorptive Capability, Innovative Capability, Online
Pharmacies.
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RESUMO

O répido desenvolvimento do comércio eletronico na China provocou uma forte
concorréncia no comércio eletronico da industria médica, o que fez com que as
farmacias on line tivessem dificuldade em manter as suas vantagens competitivas. A
constru¢do de capacidades dindmicas, as capacidades que permitem reorganizar os
recursos para fazer face as mudancas da envolvente, pode ajudar as farmdcias a
acompanhar as mudangas do mercado e da tecnologia.

Esta dissertacdo analisou as capacidades dinamicas da industria farmacéutica on-line
Chinesa. Primeiramente, fizemos a revisao de literatura das escolas de pensamento
estratégico e das capacidades dinamicas; depois estudamos as capacidades dindmicas
da empresa Uber e finalmente realizamos um estudo empirico. No estudo empirico
adotamos o método quantitativo. Com base na revisdo de literatura referente as
capacidades dinamicas, construimos um questionario que foi enviado a pessoas que
trabalham nas farmaécias.

Do estudo concluimos que as farmacias on line necessitam de melhorar asa suas

capacidades dindmicas especialmente na observacao da envolvente.

Palavras-Chave:

Capacidades Dinamicas; Capacidade de Absor¢do, Capacidade de Inovagao;
Farmacias on line.

Classifacao JEL:

M1, L1

II



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

Acknowledgments

I take this opportunity to express my appreciation to my supervisor Prof. Nelson
Antonio, for helping me, an original pharmaceutical student, to be able to complete
the dissertation. He is always patient and generous to provide the guidance of my
study.

I gratefully thank my parents, Weiye Feng and Guofang Pang who have provided me
with financial and emotional support.

I want to express my sincere thanks to all friends who have directly or indirectly
helped me during the preparation and writing of this dissertation.

Thank you all!

I



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

Index

L. INEPOAUCTION. ...ttt ettt ettt e e st e et esnee e 1
2. LAtErature REVIEW.......oouiiiiiiiieiieiieieete ettt sttt 3
2.1. Ten sChoOolS Of Strate@Y........cccvieriieiieiiieiiecie ettt ens 3

2.2 Resource-Based View and VRIO..........ccccooiiiiiiiiiiiiiieieeceeeee e 8

2.3 Dynamic Capability.........cccceciirieririiniiiinieneeieetce et 11
2.3.1 DEfINItION. c..ceutieiietieieee ettt 11

2.3.2 Key Components of Dynamic Capability...........cccccceerveveiieniienneennnn. 12

2.3.3 Dynamic Capability and Competitive Advantages..........c.ccecuerueeueee. 18

2.3.4 Application of Dynamic Capability........c..ccceceeviiniiiniiniieieeieeee 18

2.4 Sharing ©CONOMIY ........ccverriierrieeirieriieeiteeneeesteessreesseessseeseessseesseessseesseesssessseens 19

3. MEthOAOLOZY .....eeieiiieeieeee ettt eare e s e s e s 20
4. FIEIA STUAY.c..viiiiiiieiee e 22
4.1 UDCI™S CASC...eeutieutieiieeiieetee ettt etee sttt eteesateebeesaeeebeesateebeesaseeseesabeenseasseeenseens 22

4.2 Macro Environment ANalysiS.........ccccueeevierieeniienieeniienieesieeeeeeieesreeseeseneenne 25

4.3 Data ANALYSIS.....eeeoiieiiiieiieiieeieesie et eete et e etteesreeetaeebeesaeebeessaeesaeenseenseennns 28
4.3.1 Questionnaire A for employees in online pharmacies in China.......... 28

4.3.2 Questionnaire B for ordinary people........cccccoevieriiniiiinieniiiieieeee, 31

4.3.3 Data ANALYSIS...cccvieiuieeiieiieeiieiie ettt ettt sre et e e e eneees 34

5. Discussion and CONCIUSION. .......ceouiriirieriieieriieie et 46
5.1 CONCIUSION. ...ttt ettt et et e st beessbeebeesaeeens 46

5.2 Strategic Suggestions for online pharmacies in China........c..ccccoeceeveeviennenne. 47

5.3 Limitation Of STUAY.....ccovieiiiiiieeiiiecie ettt e 48

5.4 Suggestions for future StUAY.........ccoveevvieriieiiieiieeieeee e 49
BiblIO@IaPRY .....eieiiieiee et 50
APPEIIAICES. ..eveeeitiieeiiee ettt ettt e ettt e et e e s te e e e teeeeteeesabae e sbeeenbaeeabeeeabeeebaeeenreeennnes 55
Appendix [: QUESHIONNAITE A.......cceeviiieriiieiieeie e eree et eie e e sereeseeeeae e 55
Appendix II: Questionnaire B...........ccccceeciiiiiiiriiiiiiecieeiece et 59
Appendix III: Validity test of Questionnaire B..............ccooceiiiiniiininniiiie 63
Appendix [V: Descriptive Analysis Results...........cooceeiiiiiiiiiiniiiiiiiecee 64



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

Index of Tables

Table 1 Source of Adaptive Capability Measurements............cccceeceeeveerieenieeneeennen.
Table 2 Source of Absorptive Capability Measurements............c.cceerveereerveeneenne
Table 3 Source of Innovative Capability Measurements..........c..coceeveevvereeneeniennens
Table 4 Dynamic capability of UDer.........ccceviiiiiiiiiieiiiieciiciece e
Table 5 Position in the COMPANY......cc.ceviiiiiiiiiiiiieie e
Table 6 Nature of the work in the COmMPaNnY..........ccceeeevieriieriieerieniieiecie e
Table 7 Duration in years companies have been in operation...........coeceeveereeeeennne.
Table 8 Duration of respondents working in respective companies.........................
Table 9 Demographic factors of the respondents............cccoeceeeiieniiiiieniiinieniecee
Table 10 Reliability ReSULLS......ccciiiiiiiiieiieieceeieee e
Table 11  KMO and Bartlett's Test.......c.oooiiiiiiiiiiieeiiee e
Table 12 Validity RESUILS......c.coociiiiiiiiieiiciicece et e
Table 13  Sensitive observation of the environment..............cceeeeeviienieniieneenieennen.
Table 14 Identification of consumer demand changes.............ccccecvevvieriieniienieennen.
Table 15 Arithmetic Means of Adaptive Capabilities factors..........cccceecevevvenieeaen.
Table 16 Knowledge management database for access.........ccevvvieriienieenieenieennnene.
Table 17 Arithmetic Means of Absorptive Capabilities factors...........cccceeveennennen.
Table 18 Organization change and improve services based on new knowledge......
Table 19  Organization often develop new products or services that are easily

accepted by the MArket........c..oociieiiiiiiiiece e e
Table 20  Arithmetic Means of Innovative Capabilities factors............cccceeveeeneennee.

Index of Graphs

Graph 1 GDP @rowth rate.........cccvieiiieiiiiiiieiiieiteeee et
Graph 2 Per capita expenditure on health care for urban households in China........
Graph 3 Population StIUCTUIE.........ccveeriiiiiieiieeieeeie ettt ve e eeaeene
Graph 4 Population age structure of 2015........coooiiiiiiiiiiieii e
Graph 5 Position in the COMPANY..........cccccvieiieriieiieeiieiee et ere e eaeens
Graph 6 Nature of the work in the company...........ccccoceiiiiiiniiiii
Graph 7 Duration in years companies have been in operation.............cccceeeveeeenennne.
Graph 8 Duration of respondents working in respective companies.........................

List of Abbreviations

B2B Business to Business

B2C Business to Consumer

BCG Boston Consulting Group

CBD Central Business District
CFDA China Food and Drug Administration
DTP Direct-to patient

E-commerce Electronic Commerce

GDP Gross Domestic Product

020 Online to Offline

R&D Research and development

II



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

1. Introduction

This study mainly researched about the dynamic capabilities in Chinese online
pharmacy companies and how online pharmacies should cope with market changes on
the perspective of dynamic capabilities.

With 710 million active Internet users, China’s online shopping sales reached ¥5.16
trillion (equal to €688 billion) in 2016, accounting for 15.5% of total Chinese retail
sales in the same period (Source: H [E B I 255 B 0, 2016; W 5 1H 4, 2017;
National Bureau of Statistics of China, 2016). Reflected on GDP (Gross Domestic
Product), the economy in China shows a continuous rising trend and citizens’
expenditure on health care also increased in the past 15 years, shows that people are
increasingly concerned about their health. At the same time, with increasing number
of chronic diseases patients and aging population, the problem of upgrading medical
service is in urgent demand. With online business booming to bring changes in
people’s consumption concept, as well as policies encouragement to build the macro
background, the medical e-commerce (Electronic Commerce) is now in a developing
phase. (Source: National Bureau of Statistics of China, 2016)

Medical e-commerce is for providing comprehensive medicine information, medicine
utilized instructions, disease inquiries, and trading service to users base on logistics,
including wholesale B2B (Business to Business), platform B2C (Business to
Consumer), self-operated B2C, and the newest one O20 (Online to Offline).

Red ocean is known as ““ (market) space gets increasingly crowded, profit and growth
prospects shrink, products become commoditized (Kim and Mauborgne, 2004)”. The
rapid development of China’s e-commerce also drives the growth of Chinese medical
e-commerce industry, with the Ministry of Commerce reported the total sales of
medical e-commerce has exceeded ¥47.6 billion (equals €6.35 billion) in 2015 and
expected the number would reach ¥40 trillion (equals €5.33 trillion) in 2020. (Source:
ChinaByte, 2017) The drawbacks of rapid development are more and more market
participants entering the online pharmacy industry, and turning the industry into “red
ocean”, with immature market and brutal price war, which is not healthy for the
industry and even fatal for some pharmacy companies without unique competencies.
Until January 2017, 598 enterprises have got the certification to establish online
pharmacies, which revealed how highly competitive the industry is. (Source: &L,

2017)
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Dynamic capabilities are “the abilities to integrate, build, and reconfigure internal and
external competences to address rapidly changing environments (Teece and Pisano,
1994)”. In this dissertation, started from Uber’s dynamic capabilities, we will try to
figure out the current application and corresponding importance of dynamic capability
approaches in online pharmacies in China, specifically to find out the distance in
dynamic capability application in online pharmacies, so that to figure out the way to
improve dynamic capability and establish competitive advantages.

There are four parts in this dissertation: the first part is a brief literature review about
ten schools of strategy theory and dynamic capability theory; the second part is the
illustration of methodology we used in this dissertation; the third part is the field
analysis, consisted of Uber’s dynamic capability, macro environment analysis, and
data analysis; the last part is about conclusion, strategic suggestions, limitations and
further development.

With the critical analysis of online pharmacies from the perspective of dynamic
capabilities, this research is based on professional business theory and literature
review, and hope to achieve deeper understanding and some new insights on business

strategy in Chinese online pharmacy industry.
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2. Literature Review

2.1. Ten schools of strategy

Strategy is originated from military but widely used in business. As one of the most
essential concepts in business field nowadays, the word “strategy” was defined by
several scholars in different ways.

Peter Wright (1992) defined strategy as the “top management’s plans to attain
outcomes consistent with the organization’s missions and goals”, which emphasized
that strategy formulation is among the top managers. According to Andrews (1997),
strategy is “the pattern of decisions in a company that determines and reveals its
objectives, purposes, or goals...” Strategy is a decision-making process that towards
the organizational goal. Porter (1996) argued that strategy is to be different, defined it
as “the creation of a unique and valuable position”. Different from the previous
definition which focuses on the decision or plan so that to achieve goals, Porter
(1996)’s illustration was all about to be unique and to create differentiation, in another
word, the competitive advantages.

For better illustration about the strategy formulation, Mintzberg (2005) categorized
ten schools of strategy and put them into three different groups:

a) Prescriptive schools: Design school, Planning school, Positioning school.

b) Schools that consider specific aspects of strategy formulation process:
Entrepreneurial school, Cognitive school, Learning school, Power school, Cultural
school, Environmental school.

c¢) School that integrates the other schools: Configuration school.

2.1.1 The design school started at 1950s, while the influential representatives were
Selznick (1957) and Chandler (1962). But after a period of twists and turns, by the
1980s, the Harvard’s textbook (1969) with the unique “Harvard strategic thinking”
was one of the few left that represented this school. Based on SWOT analysis and the
motto of “Establish fit”, this school advocated fitting both internal and external
environment. The Harvard’s Business Policy (1969) divided strategy into two parts,
formulation and implementation respectively, and indicated that strategy formulation
is developing core competency to balance and match external with internal situation.
The SWOT analysis model considered the threats and opportunities (external
elements) as well as the strengths and weaknesses (internal elements). The design

school did a great development of strategy management, especially the SWOT
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showed the importance of internal and external relationship in strategy making. But
the limitation is that, the thought is separate from the action in this school, which
means separation of formulation from implementation. Because this school only
focuses on the strategy formulation process and lack of later learning and emergent
strategies, thus it would ignore the strategic implementation and control. Furthermore,
in different environment, different moments, or even different organizations,
competitiveness is not always easy to define, so more practice about observation and
improving is in need. The design school can be applied in the transformation period of
an organization to achieve operating stability.

2.1.2 The planning school was developed from the middle of 1960s, represented by
Ansoff (1965) who proposed that strategy should consist four elements:
Product-market scope, Growth vector, Synergistic effect, and Competitive advantage.
Based on the design school, the planning school is equipped with more mathematical
and scientific methods, and brought up strategy planning model that are more
complex. Different from the design school, this school is a more controlled, conscious
and formal strategic formulation process, with well-designed steps. Similar to the
design school, this school also separated formulation from implementation. The
strategy implementation is too formalized, thus lack of randomness, dynamism, and
flexibility. And the prediction mechanism is hard to be perfect all the time, while it
relies too much on information collection, thus this school is somehow costly but gain
little. The planning school can only be applied in stable, or at least predictable
environment.

2.1.3 The positioning school development went through three different phases:
military writings since 400 BC, consulting activities in 1960s, and empirical
proposition after late 1970s. Since 1980s, the positioning school, represented by
Porter (1980), made strategic analysis a simpler and more standardized process by
creating analytical tools like Five forces of Porter. Porter (1980) indicated that, the
core of corporate strategy is gaining advantages, which depends on two factors,
industry attraction and the competitive position in the industry. Therefore, companies
to obtain competitive advantages must select the attractive industry, which becomes
the primary task of strategic management. Porter’s five-force analysis is used for
analyzing the situation of the industry. This school meets with the economy theory but
ignores sociology and politics factors. It too much emphasizes on external

environment analysis and research about mature industry, but sometimes ignores the



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

internal environment and the situation of immature industry, unstable industry, or
relatively monopolistic industry. In another word, it tends to take conservative rather
than action. The positioning school should be applied in sufficiently established and
stable condition with enough information supported.

2.1.4 The entrepreneurial school grew out of economics since 1950s, where the
entrepreneurs enjoy a prominent position. Joseph Schumpeter (1942), who praised the
importance of entrepreneurs, fully developed the entrepreneurial school. Schumpeter
(1947) indicated that the process of entrepreneurs creating capital is also the process
of creative destruction, which refers to entrepreneurs doing new things or doing things
in a new way. For him, the entrepreneurs should continuously provide business ideas,
create new product portfolios and take the risk. From the perspective of this school,
strategy is a concept about perception and direction, that leaders create vision as the
future strategy of company. The advantage of this school is that it puts the
entrepreneurs in the central of strategy making, which makes the company more
flexible and adaptable. However, too much relying on individual leader may lead to
potential risks, for example once the entrepreneur suffer from serious illness can set
the company in trouble. While the rest are enthusiastically following and being
subordinated to what the individual leader planned, this school would hinder the
learning and innovation process. This school fits the start-up companies, small
ongoing organizations, or organizations in trouble.

2.1.5 The cognitive school founded in the late 1940s from Herbert Simon (1947)’s
research. This school contains two branches. One is positivism, sees the knowledge
processing and structuring as the result of producing objective thinking of the world,
which can be seen as recreation. The other is more subjective: strategy is the
interpretation of the world, which is creation, the cognition creates the world.
According to this school, strategy formulation is basically the strategist’s cognitive
process. But when the environment is complex, it might limit the strategist’s cognitive
ability. Not to mention the huge amount of information and limited time, the strategy
process can be distorted. In addition, strategy formulation relies heavily on individual
knowledge, but there are significant differences in strategic style among different
strategists which may influence the strategy formulation. This school is a pretty good
reference when researching psychology, but has limited contribution to strategic
management. The cognitive school can only be applied in the initial stage, the

strategic re-conception stage, or strategic stage when cognitive fixations happened.
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2.1.6 The learning school’s founder was Charles Lindblom (1959). Due to the
limitation of the planning school, many scholars had doubt about the feasibility of
planning and turned to find out a school that would pay attention to the unpredictable
environment. So it was James Brian Quinn(1980)’s book that signaled the milestone
of the learning school, and further promote the development of the theory. Logical
incrementalism is that top management team first settle the future develop direction,
then constantly adjust their core business, to achieve the aim by controlling the
growth of new business. Dynamic capability is one of the new directions of the
learning school. The dynamic capabilities approaches of Prahalad and Hamel (1990)
emphasized their development essentially through a process of strategic learning.
However, the strategy of learning school is like non-strategy, that decentralized
learning may lose viable strategy at the end. There might be some wrong strategies,
and the step-by-step thinking pattern may lead the organization into out-of-control.
The learning process is so complex that the cost can be expensive. Professional-type
organizations, organization that faces a truly novel situation, as well as organizations
in dynamic and unpredictable environment are suitable for using this learning school.
2.1.7 This power school is about power and policy, which regards strategy
formulation as a negotiation process that influenced by the power. This school was
established in early 1970s, emphasized negotiation through power and political
method to gain profits. This school includes two branches, micro power and macro
power respectively. Represented by Graham Allison (1971), micro power is about the
interrelationships of individuals and groups within the organization, as it is used to
deal with internal political issues. Macro power, represented by Pfeffer and Salancik
(1978), on the contrary, reflects the codependency between organization and its
environment, and concerns about the organization’s application of power. As the
power school focuses on power, it may ignore the influence of leaders, culture, or
strategy concept. As the power school provides emergent strategy instead of
deliberate strategy, this school can cause a great deal of wastage and distortion of
energy and assets because it does not have a clear direction. This school can be
applied in large and mature organizations or organizations in transformation stage.
2.1.8 The cultural school was developed by American scholars from the perspective
of anthropology, because the Japanese concept “culture” appeared in management in
the 1980s and attracted their attention. Actually, the development of the cultural
school started in Sweden in late 1960s, represented by Eric Rhenman (1973) and
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Richard Normann (1977). After 1990s, the resource-based theory (Barney, 1991, 1995)
further enriched and developed the cultural school. Concerned with enterprise core
values, national image, and social culture, the cultural school takes strategy
formulation as a process that can be influenced by culture, based on the common
beliefs and confidence from organization members. Strategy takes the form of
concepts rather than positions, while concepts are rooted in the collective intentions
and reflected in the organization with resources and potentials, to establish the
competitive advantages. But the problems of this school are, the ambiguity of concept
thus it discourages necessary changes, which may happen that stagnant strategic
thoughts hinder the necessary strategic changing. This school can be used in large
established organizations or missionary organizations.

2.1.9 The environmental school was established in late 1970s, and the
representatives were Hannan and Freeman (1977). To a great extent, in this school the
strategy formulation is influenced by external environment like markets or policies.
For this school, enterprise would observe and try to understand the environment, and
fully adapt to the environment. Compared with the other schools, this school focuses
on the external environment of the organization to influence the strategy formulation
process. During adapting to the environment, organizations can find the the exact way
for survival and development. In the environmental school, the environment and
leadership as well as organization become the three central forces in strategy
formulating, and leadership as well as organization are subordinated to the external
environment, thus the environment is in a dominant position. But the problem is, this
school overstates the external environment. As the environment is so complex and
unpredictable, that this school cannot always be easy in evaluating the external
environment to make the right strategy decision. The environmental school can be
applied in the mature stage of an organization.

2.1.10 The configuration school’s origin can be traced back to Chandler’s article
(1962), then later Mintzberg and Miller (1983) engaged in this research field. The
configuration school contains all the elements of the other schools, but with its own
unique perspectives. This school, on the one hand, describes the organization and it is
surrounding as configuration; and on the other hand, describes the process of strategy
making as transformation. That reflects two aspects of all existing things:
configuration and transformation. Organization can be described as some stable

configuration, and this configuration can occasionally leap to another configuration,
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which is called transformation process. The configuration school provides a method
that integrates different schools, pulls together all of the schools and provides ways to
see the best in each schools. “Selecting the right degree of configuration is a complex
balancing act. Managers must avoid the blandness or chaos of too little configuration
while skirting the obsessionality of too much (Miller, 1996a).” The configuration
school brings order to the chaotic field of strategic formulation, but the organization
may suffer from that, because it may lead to ignorance of small difference in the
chaotic world and disability of uncovering the complex relationship between things.
To sum up, this school provides a new insight of structuring strategy in harmonious

balance and it fits for any environments.

All these ten schools are not just ten different strategy formulation process. Instead,
they are ten different aspects of one process. They reveal some essential questions that
need to be considered while making strategies, just like providing a checklist for
strategist to double check any missing in the whole process of strategy formulation.
With all these ten schools considered, the strategy formulation process will be more

comprehensive.

2.2 Resource-Based View and VRIO

Since Andrews (1971) built up the SWOT analysis framework, external analysis
(opportunities and threats) represented by Porter’s (1980, 1985) industry analysis
gained improvement dramatically, which believed that industrial structure is the main
determinant of corporate profitability. The resource-based view, on the contrary, pays
more attention to internal resources and indicates that internal resource is the major
factor that leads to core competency. The origin of the resource-based theory can be
found in Penrose (1959)’s article, which emphasized the importance of corporate
resources and consisted that resources were the main driving force of enterprise
profitability and strategic formulation ability.

Barney (1991) was the first one who introduced the concept of resource-based view
and indicated the link between the internal characteristics of a firm and its corporate
performance. According to Barney’s (1991) theory, an organization can be regarded
as “a bundle of resources” that are simultaneously Valuable, Rare, Imperfectly
Imitable and Non-substitutable, which add up to be the VRIN conditions. Later
Barney (1995) did adjustment to his theory and introduced the VRIO analysis
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framework, which is Value, Rareness, Inimitability, and Organization. The core idea
of this framework is that sustainable competitive advantages cannot be achieved by
simply assessing environmental opportunities and threats and then to make strategy
choice only based on good opportunities and low threats. Sustainable competitive
advantages also depend on unique resources that companies can apply to the
environmental competition. To discover these resources, managers must seek for
valuable, rare, inimitable resources within the organization and then exploit these
resources through their organization.

Fleisher and Bensoussan (2002) believed that, a few resources could pass the VRIO
test, and only those passed each test can be considered as the competitive and
valuable resources so that can help the organization gaining advantages. The VRIO
analysis was developed by Barney (1995) as a way of accessing organizational
resources from the micro aspect, including financial resources, human resources,
material resources, and non-material resources (such as information and knowledge).
VRIO is a tool for analyzing the competitive advantages and disadvantages of an
organization in terms of internal resources and capabilities:

Valuable:

Defined by Barney (1991), valuable resource is those “enable a firm to conceive of or
implement strategies that improve its efficiency and effectiveness”. Miller and
Shamsie (1996b) indicated that valuable resources could generate profits and prevent
losses. Valuable resources and capabilities can provide important competitive
advantages in subsequent market competition (Barney and Zajac, 1994). Valuable
resources are the fundamental of organization formulating and implementing
strategies to improve efficiency and performance, and will finally turn into profits for
the organization. The “value” here is not only the cost but also the potential
competitive advantages and profits that managers should consider.

Rare:

“A firm enjoys a competitive advantage when it is implementing a value-creating
strategy not simultaneously implemented by large numbers of other firms (Barney,
1991).” “If all other firms have similar resources, resources will be unable to
contribute to superior returns because their general availability will neutralize any
special advantage. And for the same reason, readily available resources are also
valueless (Miller and Shamsie, 1996b).” Thus rare resources are valuable and

contribute to the competitive advantages. Rare resources are the unique capabilities
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and limited resources that only owned by a few companies. Once the resources
become general they lose the rarity so they cannot lead to unique competitive
advantages. Rare resources have to meet with consumer needs so that to be valuable,
because there are rare resources in the world but only those meet with consumer needs
can win the market.

Inimitable:

Imitation would happen in two ways: by directly imitating, such as duplicating, or by
offering the similar products/services to substitute. Inimitability, which is difficult for
competitors to duplicate or obtain, is the protection of rare resources and the way of
maintaining the sustainable competitive advantages. The inimitable resources need to
be hard to imitate, and there will be huge cost if a firm was trying to duplicate or
obtain. When competitors can copy each other, the competitive advantages will not
exist so that companies cannot obtain unusual returns (Miller and Shamsie, 1996b).
The inimitable resources can be complicated enough, or hard to be duplicated due to
some historic reasons, or due to causal ambiguity or social complexity (Barney,
1995).

Organization:

An organization enjoys the potential of obtaining competitive advantages if it has
value, rare and inimitable resources and capabilities. But to fully realize this potential,
the organization should organize to exploit the resources/capabilities and to capture
value. The organization is a management framework that to create competitive
advantages with resources and capabilities. A firm must organize its management
systems, processes, policies, organizational structure and culture to be able to fully
realize the potential of its valuable, rare and costly to imitate resources and

capabilities (Source: Strategic Management Insight, 2013).

Through the analysis of the above VRIO framework we can find that, only the
resources meet the valuable, rare, inimitable and fully exploited by the organization
can be regarded as the core competencies, and only the core competencies can help
enterprises to obtain sustainable competitive advantages. However, the shortcomings
of the resource-based theory are:

First of all, it overstates the internal aspect but pays less attention to the external
environment, which might happen that the corporate strategy cannot adapt to changes

in the market environment. Secondly, the definition of each concept is relatively

10
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vague and abstract, that may cause difficulty in testing VRIO resources. Moreover,
the resource-based view is based on a static situation that it cannot fully explain the
dynamic environment. And the resource-based view does not adequately illustrate
how resources are transformed into competitive advantages. To solve the problem of
resource-based view in a dynamic environment, the following comes the dynamic

capabilities.

2.3 Dynamic Capability

2.3.1 Definition

Dynamic environment refers to the fast changing in the macroeconomic environment,
industrial environment, social environment. Under the dynamic environment,
enterprise’s pattern of obtaining sustainable competitive advantages has been
transformed from the continuous competitive advantages to continually obtaining a
series of temporary competitive advantages. Within the market environment of
hypercompetition, the competitive advantages that industry leaders accumulated
through resource strength will be exceeded and eroded by the rapid technological
innovation. Therefore the enterprise must quickly respond to the external demand and
adjust the internal resource allocation in time to catch temporary competitive
advantages (D'aveni, 2010).

Scholars like Teece (1997) extended resource-based view to dynamic markets because
the resource-based view cannot adequately explain the situation of rapid and
unpredictable change. Dynamic capability is a new strategic management theory
established on the foundation of the core competencies theory since 1990s, and is still
in constant development. It is linked with resource-based view, and all the study about
this new theory are mostly within the framework of the resource-based view.

Since Teece and Pisano (1994) proposed the concept of dynamic capability, this
theory got further development. They indicated that dynamic capabilities are the
“abilities to integrate, build, and reconfigure internal and external competences to
address rapidly changing environments (Teece and Pisano, 1997)”. Eisenhardt and
Martin (2000) argued that they are “a set of specific and identifiable processes such as
product development, strategic decision making, and strategic alliance, neither vague
nor tautological’. Teece and Pisano (1997) more focused on the
“processes-positions-paths” model, believed that external environment changes

rapidly, and enterprises adapt to the external environment through continuously
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dynamic adjustment. Eisenhardt and Martin (2000)’s interpretation of dynamic
capability is more focus on the specific implementation process.

Defined by many scholars, the concept of dynamic capability has been interpreted in
many different ways:

Winter (2003) stated that dynamic capabilities are “those that operate to extend,
modify or create ordinary (substantive) capabilities”.

Dynamic capabilities enable firms to “create new products and processes and respond
to changing market conditions (Helfat, 1997).”

Dynamic capabilities are “essentially change-oriented capabilities that help firms
redeploy and reconfigure their resource base to meet evolving customer demands and
competitor strategies (Zahra and George, 2002).”

In summary, dynamic capability is the change-oriented capability that organizations
create new products/processes through resources reconfiguration and respond to
changing market conditions.

Lee (2002) explained that dynamic capability is “a newer source of competitive
advantage in conceptualizing how firms are able to cope with environmental changes”.
In this way, organizations can cope with environmental changes with dynamic
capabilities, which is a “learned and stable pattern of collective activity”, to achieve
more effective operating routines as well as obtain continually temporary competitive
advantages (Zollo and Winter, 2002).

Regrettably, literature about dynamic capability is mostly about abstract concepts or
discussion of the framework, but lack of systematic and deeper empirical research,
which means it is only theoretic research that cannot guide enterprises implementation

and may limit further development of dynamic capability.

2.3.2 Key Components of Dynamic Capability

Until today, the theory of dynamic capability is concerned by many scholars, and the
viewpoints of dynamic capability components are becoming diversified.

Regarding the dimensions of dynamic capability, Teece (1997) divided the dynamic
capability definition into integrating, building, and reconfiguration, which scholars
have been followed for several decades. But there are significant differences in
specific dimension division. Eisenhardt and Martin (2000) decomposed dynamic
capability into four aspects of integrating, reconfiguration, gaining, and releasing

resources respectively. Teece (2007) further indicated that dynamic capability could
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be divided into “the ability of sensing (and shaping) opportunities and threats”, “the
ability of seizing opportunity”, and “the ability of managing threats and
reconfiguration” respectively. Wu (2007) indicated that dynamic capability could be
further divided into perspectives of resource integration capability, resource
reconfiguration capability, learning capability.

Based on the above points of view, we can sum up the consensus on the dimensions
of dynamic capacity: The ultimate goal of dynamic capability is to enable enterprises
to adapt to dynamic environment. Dynamic capability begins with changes in the
external environment, while organization sense and access to opportunities,
eventually seize opportunities (reconfiguring resources) through learning new
knowledge. The output of dynamic capability is resources reconfiguration, and
improving performance in short-term and sustainable competitive advantages in
long-term. In summary, we can see that the dynamic capability dimensions include
the sensation of the environment, learning and seizing the opportunity, as well as the
finally resource reconfiguration and competitive advantages as output.

Wang and Ahmed (2007) identified three main component factors of dynamic
capability, namely adaptive capability, absorptive capability and innovative capability.
Here we take these three factors to be the measurements of dynamic capabilities in
this research:

a) Adaptive Capability:

Adaptive capability is defined as a firm’s ability to identify and capitalize on
emerging market opportunities (Miles and Snow, 1978; Chakravarthy, 1982).
Market-oriented is an essential step for promoting the resource reconfiguration,
through confirming and delivering market information and related knowledge. So that
organizations can rapidly respond to market and demand changes, as they fully
understand the needs of customers and market changes. The adaptive capability lies in
quickly changing environment, to determine the direction and objectives of
transformation. During the implementation process of strategic transformation, the
organization needs to respond to challenges, seize the opportunities, integrate
resources effectively so that the transformation can be completed in a trend consistent
with the environmental development. Regarding the rapid developing online
pharmacy industry, megatrends like aging population, chronic disease management
and new IT technologies will provide new challenges for the market, which are the

opportunities for managers to pay close attention.
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In the existing literature, measures for adaptive capability are multi-dimensional,
including the ability to respond quickly to external opportunities; to scan the market,
investigate customers and monitor competitors and allocate resources to marketing
activities; and to respond to changing market conditions in a speedy manner (Wang
and Ahmed, 2007; Oktemgil and Greenley, 1997; Gibson and Birkinshaw, 2004).

The adaptive capability is the main component of dynamic capabilities, as it mainly
refers to the market-oriented adaptive capability. Measurements of adaptive capability
are all about the organization’ perception and analysis of the environment.
Market-oriented adaptive capability is the capability that organization responding to
environment and consumer demand changes. This capability can help to discover and
identify opportunities and threats through observing and scanning the environment. In
particular, the adaptive capability can be summarized as the sensitive observation of
the environment, the discovery of market opportunities, the identification of changes
in consumer demand, furthermore, the prediction of industry trends. Through adaptive
capability, companies can recognize their shortcoming and take measures to avoid
falling behind other competitors in the dynamic environment and avoid
products/services being sifted out.

Table 1 Source of Adaptive Capability Measurements

Adaptive Capabilities Source

1. Sensitive observation of the environment Li and Liu, 2014;
Wang and Li, 2013;
S, 2012

2. Identification of consumer demand changes Chang and Kuo, 2013;
Janssen et al, 2012;

Li and Liu, 2014;
Menguc and Auh, 2006;
Osisioma et al, 2016;
SLEETE, 2012

3. Discovery of new opportunities for the market Chang and Kuo, 2013;
Li and Liu, 2014;
Osisioma et al, 2016;
SRR, 2012

4. Accurate prediction of industry trends B, 2012

b) Absorptive Capability:
Cohen and Levinthal (1990) define absorptive capability as “the ability of a firm to
recognize the value of new, external information, assimilate it, and apply it to

commercial ends”. Organizational learning can continuously generate economic value
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through developing new ideas and renewing existing capabilities (Kogut and Zander,
1992). Similar to the learning school, the absorptive capability needs the organization
to keep continuous learning within the complex and unpredictable environment. The
dynamic capability approaches of Prahalad and Hamel (1990) emphasized
development essentially comes from “collective learning”. With knowledge
absorptive capability, the enterprise can complete the preparation of strategic
transformation in cognitive perspective.

The prerequisite for absorptive capability is that enterprise acquires knowledge in
advance so that to absorb and utilize. Absorptive capability, also known as learning
capability, refers to the capability that learning from the useful technology then
transforming it into internal resources. With rapid development of science and
technology, organization that hopes to maintain competitive advantages needs to
continue to absorb the new and unique knowledge and skills. Through understanding,
digestion, learning, transformation and utilization, the knowledge acquisition process
can help enterprises to absorb and transform external resources into internal resources,
to strengthen the existing resources of organizations and establish competitive
advantages. In the mean time, organizations can also absorb knowledge from different
fields, integrate and reorganize for the specific needs. This absorptive capability
shows that the organization is able to use external knowledge as the useful resource
and effectively apply them in new products/services and new process development.
Absorptive capability is the ability that continuously transforms external knowledge
and information into real organizational capabilities. Zahra and George (2002)
divided the absorptive capability into two categories, one is the potential absorptive
capacity (PACAP), which includes acquiring and assimilating external knowledge;
the another one is realized absorptive capacity (RACAP), which reflects the firm’s
capability to leverage the knowledge that has been absorbed.

In addition, Zahra and George (2002) proposed four factors of the absorptive
capability: knowledge acquisition, assimilation, transformation and exploitation.
Knowledge acquisition refers to identification and acquisition of the knowledge that
generated external and be essential in organization. Assimilation emphasizes that
external knowledge should be explained and understood effectively in organization,
while those cannot be understood are difficult to utilize. Transformation is to

effectively integrate new external knowledge with existing internal knowledge and
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capabilities. Exploitation is developing new knowledge and innovating through the
utilization of internal and external knowledge.

Table 2 Source of Absorptive Capability Measurements

Absorptive Capabilities Source

1. Frequent employee training Lin and Wu, 2014;
Protogerou et al, 2012;
SRR, 2012

2. Ability of identifying and acquiring both internal YR, 2012

and external knowledge
3. Organization can quickly provide new knowledge Wang and Li, 2013;
to staff in need $HEEE 2012

4. Organization with efficient process of identifying HEEE 2012

and inputting new information and knowledge
5. Organization establish to be a learning organization | Chang and Kuo, 2013;
Lin and Wu, 2014;
Protogerou et al, 2012;
Wang and Li, 2013;
SRR, 2012

6. Frequent internal cross department learning Lin and Wu, 2014;
program Menguc and Auh, 2006;
7. Knowledge management database for access Lin and Wu, 2014

c) Innovative Capability:

The innovative capability is the ability that enterprises adjust the strategy to
innovation-oriented development and achieve strategic transformation through
innovative activities. It is essentially the ultimate goal of adaptive capability and
absorptive capability. Innovative capability refers to “a firm’s ability to develop new
products and/or markets, through aligning strategic innovative orientation with
innovative behaviors and processes (Wang and Ahmed, 2004)”. The innovative
capability in here is not just mean the technology innovation (Ho & Tsai, 2006), but
also the “changing leadership that promotes transformation through the transmission
impact of planning and designing, transformation implementation, and transformation
integration (JH 23, 2015)”.

Dynamic innovation is a process that enterprises accumulate innovative resources,
utilize innovative opportunities, achieve innovation and maintain innovation condition.
And also it is a dynamic process that organization develops from one stage to another
to keep continuously growing. The concept of dynamic innovation is made to deal
with dynamic changes in the competitive environment so that to avoid competitors’

imitation and to establish unique competitive advantages.
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Innovation can be summed up in two categories, sustaining innovation and disruptive
innovation respectively (Christensen, 2013). Sustaining innovation is further
improving the performance of existing products in order to better satisfy the existing
customers. Disruptive innovation includes two target aspects, the low-end market and
emerging market. The former refers to provide a group of different products with
different performance to seize some of the existing over-served segments at low cost.
The latter refers to develop new markets by producing cheaper, more convenient and
easier-to-use new products to attract potential customers so that to earn market share.
Innovative capability is mainly reflected in two aspects, respectively the managerial
innovation and technological innovation. Managerial innovation refers to the
innovation and reform in organizational operation and management, including
performance management, leadership style, financial management and customer
relationship. Technological innovation refers to innovation in the technical aspects,
including service development, equipment development and product development.
Furthermore, the organizational culture that encourages innovation would help to
contribute the flexible strategy and lead to innovative advantages.

Table 3 Source of Innovative Capability Measurements

Innovative Capabilities Source
1. Organization changes and improves services based on new | Chang and Kuo,
knowledge 2013;

Osisioma et al, 2016;
ST, 2012

2. Ability of organizational technology innovation and $SEEE, 2012

process innovation

3. Organization often develop new products or services that $EEE, 2012

are easily accepted by the market

4. Managerial environment for innovation Menguc and Auh,
2006;
SREERE, 2012

5. Organization encourages innovation Menguc and Auh,
2006;

Wang and Li, 2013

“Adaptive capability, absorptive capability and innovative capability are the most
important component factors of dynamic capabilities and underpin a firm’s ability to
integrate, reconfigure, renew and recreate its resources and capabilities in line with
external changes (Wang and Ahmed, 2007).” Through adaptive capability,

organization can sense the opportunities in macro environment and find out the
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consumer demand changing to prepare for the corresponding strategies, moreover to
predict the environmental trends. In order to adapt to the environmental changes,
organization acquires, assimilates, transforms and exploits new knowledge with
absorptive capability. The output of adaptive capability and absorptive capability is
that organization applies new knowledge in innovation activity to cope with the
dynamic environment, which is the innovative capability. These three dynamic
capability components join together to be the capability that organization applies in

dynamic market environment.

2.3.3 Dynamic Capability and Competitive Advantages

Cardeal and Antonio(2012) built a bridge for resource-based review and dynamic
capability, indicated that resources are defined as inputs, and dynamic capabilities as
the intermediate output between resources and competitive advantages, while
dynamic capabilities as the way that the company integrates a bundle of resources. So
this lead to one of the most basic questions about dynamic capability theory: how to
establish sustainable competitive advantages in a dynamic market environment with
dynamic capabilities?

With dynamic capability, organizations can integrate internal and external resources
effectively, continuously put forward high-quality products/services that meet the
market development needs so that to gain continuously competitive advantages.
During the process of competitive advantages establishment, dynamic capability plays
a role of engine that provides energy for innovation.

Dynamic environment is one of the decisive factors that influences the corporate
management and strategy formulation. According to adaptive capability, the
enterprise identifies external information, through absorbing and learning new
knowledge, then transform and develop new products/services so that to obtain
innovative capability and ultimately to enhance the competitive advantages.

For survival in a competitive industry, sustainable competitive advantages are the key
while resources have to be maximally utilized in highly dynamic environment.
Dynamic capability is the approach that addresses how organizations adapt to their

external environment for keeping competitive advantages in strategic management.

2.3.4 Application of Dynamic Capability
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“Dynamic capabilities determine the speed and degree to which a firm’s
difficult-to-imitate resources can be deployed and re-deployed in line with the firm's
strategy and marketplace requirements. Strong dynamic capabilities enable firms to
produce not only the best of their product type or service but something that is unique
and exceptional in the value created (Pundziene and Teece, 2016).”

Dynamic capabilities could help organizations to identify new opportunities,
reconfigure their resources and keep competitive advantages in a dynamic business
environment. Rindova and Kotha (2001) found that dynamic capabilities which
generate strategic flexibility could be regarded as a prerequisite for E-commerce
companies competing in dynamic E-commerce environment. Similarly, the online
pharmacy industry as a branch of the e-commerce industry, also faced with rapid
dynamic changes in the market environment, can generate competitive dynamic
capabilities as the unique advantage to obtain a more favorable strategic position in

rapid changing environment.

2.4 Sharing economy

The prototype of the sharing economy should first be traced back to the concept of
“Collaborative Consumption”, by economist Felson (1978).

Sharing economy refers to the economic model that sharing the idle resources of
individual, collective or enterprise, including goods, services, knowledge and skills,
through the Internet platform to achieve the sharing between different entities and
then get the benefits from that. Naturally, it is based on the information technology, to
achieve the sharing and benefiting from idle resources between owners and requesters.
Its ultimate core is exchanging idle resources for economic benefits. Uber and Airbnb
are the successful representatives of sharing economy.

For companies, the threshold for accessing sharing economy is low and easy, with
lower cost and better flexibility in profitability. For consumers, sharing economy can
help to save consuming costs and improve the consuming experience, so that makes
consumption activities more convenient. For the society, sharing economy is
conducive to improve resource utilization, while promoting employment rate and

social equity.

19



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

3. Methodology

This dissertation is aimed to conduct the application of dynamic capability approaches
in online pharmacies in China and the importance of each dynamic capability factors.
Thus we choose descriptive survey in this research because it can help to investigate
the situation and generate quantitative data. Data was collected using questionnaires
in Appendix I and Appendix II respectively. We distributed and recovered the
questionnaires through social media (such as Wechat and Weibo). Due to the
distribution method we chose, we did not have an exact number of questionnaires
issued, so we only calculate the effective rate.

We took two questionnaires for different target population.

The population for Questionnaire A comprised online pharmacy employees in China
to investigate the dynamic capability application in their respective companies.
Respondents with all different levels of positions were appropriate for this study
because we believed that strategy formulation process is collective instead of only
among the top managers. The questionnaire was composed by two parts: a) basic
organizational background information; b) questions assessing dynamic capabilities of
their respective companies. Questions of this questionnaire required respondents to
give their ratings on a 5-point Likert Scale, 1 for Strongly Disagree, 2 for Disagree, 3
for Neutral, 4 for Agree, 5 for Strongly Agree. We took back 71 replies and 60 were
effective so the effective rate was 84.5%. From the demographic information of the
respondents, more than half of respondents (55%) were top managers or middle level
managers, 75% of the respondents, were in the most value-added position (IT,
Operation and Maintenance, and Marketing and Sales) in online pharmacy value
chain. 69% of the respondents revealed that their respective companies have been in
operation for more than 6 years, and majority (79%) of respondents have been work
in their respective companies for 1 to 2 years or 3-5 years. This showed that the target
population was diversified and resourceful for data collection of this research.

The Questionnaire B was for ordinary people to investigate the importance of each
dynamic capability factors in online pharmacy industry. We investigated population
with different backgrounds to have a result with diversified opinions. Similar to the
Questionnaire A, this questionnaire was also composed by two parts: a) basic
demographic information; b) questions assessing the importance of dynamic
capabilities. The measurements of dynamic capabilities are the same as in

Questionnaire A. Questions of this questionnaire required respondents to gave their
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ratings on a 5-point Likert Scale, 1 for Very Unimportant, 2 for Unimportant, 3 for
General, 4 for Important, 5 for Very Important. We took back 146 replies and 137
were effective so effective rate was 93.8%. From the demographic information of the
respondents, the male to female ratio was almost 1:1, and respondents who were
below 35 years old were accumulated to 92% of the total population. 83% of the
respondents were high education degree holders (bachelor, master, or PhD degrees).
We regarded the target population was from diversified background and highly
educated to make an appropriate judgment

We used statistical software SPSS 22 for data analysis, to provide the statistical result
of dynamic capability. We used Cronbach’a to evaluate questionnaire’s reliability and
factor analysis to assess validity. Regarding the data analysis, percentages,
frequencies, standard deviation and arithmetic mean were used for data analysis and

comparison. Tables and graphs were used in presentation of data findings.
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4. Field Study

4.1 Uber’s case

Uber, is the outstanding representative of sharing economy and creates business value
with information technology to make better resources reconfiguration and solve the
pain point of “difficulty and high cost of taking a taxi at peak time even with
low-quality service”.

Born in Silicon Valley in 2009, the mobile application Uber hopes to provide the
ride-sharing service. Uber drivers use their own cars when providing taxi service and
Uber gets certain percentage of the fare. Without cars in this company, Uber as the
platform is good at integrating various resources and providing better ride-sharing
service. Through the powerful algorithm, it connects drivers with car and passengers,
to achieve a balance of supply and demand, and makes the allocation of resources
more reasonable. Uber’s target customers are very clear, the white collar employees,
with the needs of taking a taxi at peak time, which is the failing of traditional taxi
industry and also the market pain point.

Unlike the traditional taxi drivers who are not willing to work in CBD (Central
Business District) area at peak time because the traffic jam would waste time and oil
but earn little, Uber’s drivers usually prefer to work in that situation (according to
Uber’s algorithm, with longer distance or more passengers, the payment for Uber
driver will be higher, and they can get extra bonus at peak time). Because Uber
drivers do not participate in the price calculation process, so the situation that they ask
for higher payment would not happen when the distance is too far or in late night.
Moreover, most of the Uber cars are private cars, so the car condition would be better,
and the drivers are also with good manner, that leads to better service and better user
experience.

Regarding the marketing, Uber adapts to the different characteristics of each city to do
localization, and does partnership with map applications, uses lots of media marketing,
event marketing, word of mouth marketing, including coupons and lots of roadshows
to promote brand awareness.

Following are the examples of how Uber applied dynamic capabilities in corporate

operation.

Dynamic Capability of Uber
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Table 4 Dynamic capability of Uber

Adaptive Capabilities

Sensitive
observation of
the
environment

Uber focus on two aspects while expending market in new cities:
economic development situation, and ground transportation
demand.

For the developing countries, Uber carried out services with local
demand, for example Uber Pakistan launched a rickshaw service
called “UberAUTO”. For developed countries Uber carried out
advanced services, such as “UberBLACK” in San Francisco. For
countries with large population and relatively few cars, Uber focus
on carpool services (Source: Uber Newsroom, 2016).

Uber very valued Chinese market, so dedicated an engineering
team in China to develop products specifically according to
Chinese user experience, to fit the market culture. The other teams
are supplement based on the core engineering team, which is a
very professional team to build the core technology.

In the legal perspective, Uber also adjust according to the
provisions of different regions. For example, paying VAT in
Europe is mandatory but in US it is unnecessary (Source: JI& H A}

i, 2016).

Identification
of consumer
demand
changes

In September 2014, Uber launched the “UberENGLISH” service
(Uber driver with excellent English) in Shanghai, which aimed to
solve the problem of language barrier for foreigners living in
Shanghai. In January 2016, Uber China launched the Uberpool
service during Spring Festival, to ease the pressure of traffic jam
for users on the way home during Chinese New Year. In April
2016 Uber Canada launched the “UberCHINESE” service in
Toronto ((Uber driver with excellent Chinese), to break the
language barriers for Chinese living there (X%, 2017).

Discovery of
new
opportunities
for the market

a) Idle resources:

Uber provided efficient services by creating a sharing economic
platform and using large data, cloud computing and other
technical means to create value efficiently. Uber made the
resources the most reasonable configuration and at the same time
satisfied user’s demand.

b) Personalized needs and social trust:

According to PwC’s report in 2014, 57% of new generation
consumers agreed with “sharing is owning”, believed that
“experience” is much more valuable than “owning” (X/]47, 2016).
So Uber as a sharing economy company, to a certain extent,
reflects the society value, and tries to reshape the social trust
relationship.

Accurate
prediction of
industry
trends

With increasing vehicle maintenance costs and cities becoming
more congested, people in the future would rely more on car
services. This made self driving car as a tendency for Uber and the
industry future. Uber CEO, Travis Kalanick, has indicated in a
tweet that he expected Uber to be driverless by 2030. The service
will be inexpensive and ubiquitous that car ownership will be
obsolete (Source: Mobility Lab, 2015).
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Absorptive Capabilities

Frequent Every month, Uber would hold a three-day training session at

employee “Uberversity” that every new Uber employee (not drivers) around

training the world fly to San Francisco to learn about the company, and

& Uber CEO Travis Kalanick will attend to answer questions

Knowledge (Source: Business Insider, 2015).

management | Regarding drivers, Uber has an online training course for

database for instructing how to be a Uber driver step by step, including how to

access show good etiquette, how to introduce Uber to guests, how to use
the Uber app to work and bonus issues (Source: Rideshare
Academy, 2016).
Uber launched a free mobile game “Uber Drive” in App Store to
help Uber drivers learn the best route around the city. In the game,
users are asked to drive a car to the assigned area on San
Francisco virtual map provided by Google Maps, so users need to
choose the fastest route based on their knowledge and familiarity
of the city. Anyone can download “Uber Drive” and play for free
(Source: HFriREHE, 2015).

Ability of a) Internal: After each campaign, Uber will collect successful

identifying experience in Play BOOK as internal knowledge sharing system.

and acquiring
both internal
and external

Uber summarized the experience of these activities into words and
spread internally, made it as reference case while copying
activities to other cities (Source: PMCAFF, 2016).

knowledge b) External: Besides sensitive observation of the external
environment, Uber acquires external resource through acquisition.
For example, Uber launched an artificial intelligence lab and
acquired Geometric Intelligence, an Al start-up, to improve its
driverless technology (Source: BBC news, 2016).

Organization | The Uber learning strategy is enabling employees to have more

establish to be | choices. It increases engagement, knowledge retention and

a learning ultimately encourages learning application while working. In the

organization | optional environment, the learning organization lets the
employee/learner know what skills are in demand now and in the
future. This culture motivates the employee/learner to acquire
skills that best fit both them and the organization. The return is
increased motivation, high priority skills development and more
targeted human capital investment (Source: Chief Learning
Officer, 2016).

Frequent Uber’s “three-pronged leadership model” is entering a new city

internal cross | with only three employees: the marketing manager responsible for

department marketing, the operation manager responsible for recruiting

learning drivers and managing driver-related matters, and the other person

program for other issues ( Source: 72, 2015). Because this human

resource structure is simple and efficient, it is easy to achieve
knowledge sharing within the organization.

Innovative Capabilities

Organization
change and
improve
services based

In the short history of Uber, employees have to establish
self-initiative learning, although without any successful companies
to learn from. Uber established to be learning organization and
encouraged employees to learn, is because new knowledge they
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often develop
new products

on new learn can be used in output (better services) and lead to economic

knowledge benefits. Based on new knowledge they learn, like consumer
demand, local market, laws, regulations, and customs, Uber
changes and improves services to better fit the local market
(Source: The Performance Improvement Blog, 2014).

Ability of The most innovative system “Surge pricing” is, algorithms

organizational | monitor traffic conditions and journey times in real time, that

technology prices can be adjusted for the demand change. In this way, there

innovation will be more drivers to provide services when they are needed, and

and process when demand falls, they will stay at home. It is an implementation

innovation of “dynamic pricing” which uses predictive modeling to estimate
demand in real time. As Uber CEO said, this not only changed the
way people book a taxi, but also reduced the traffic congestion
problem (Source: Data Science Central, 2015).

Organization | In October 2015 Uber launched city express service

“UberRUSH”; in June 2016, Uber launched “Uber + TRAVEL”
for travelers; in November 2016 Uber launched wedding cars

or services service in India, and will soon launch food distribution service
that are easily | “UberEATS”; in January 2017, Uber launched driverless project;
accepted by in the same month Uber China launched new features of blind
the market support. As an Internet startup company, Uber keeps on
innovating new services with the support of big data analysis
technology. Uber is committed to creating independent and
personalized services, providing highly specialized innovation
services, and infiltrate the innovative services throughout the
travel service (XI| &L, 2017).
Since Uber is still in developing, and the innovative activities help
to win brand awareness and reputation, so we can see that Uber’s
continuous innovative services are easily accepted by the market.
Organization | There is no specific and settled innovation procedure in Uber, but
encourages Uber gives the employee team 100% autonomy right in their base
innovation city, thus stimulating the team more on promoting good ideas of

brand promotion , such as “Uber-boat”, “Uber-helicopter” and
other new services. Therefore it can be seen as the relax
innovative culture in Uber.

4.2 Macro Environment Analysis

Political:

Since the political issues are the main constraints in Chinese medical industry, what
online pharmacies can do is just to comply with policies and regulations.

The policy Measures for the Administration and Management of Internet Food and
Drugs (Draft for Soliciting Opinions) allowed Internet platform with legal
qualification to sale medicine online and third-party logistics distribution platforms
can do the distribution of medicine or medical devices. “Internet Plus” policy in 2015

further promoted medical e-commerce, and Opinions of the State Council on
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accelerating the development of electronic commerce to speed up the development of
new economic power in 2015 showed the political megatrends of government
encouraged the development of pharmaceutical e-commerce.

Economic:

Chinese GDP continued to grow in the past 15 years, and also the national per capita
income increased. At the same time, along with economic growth, the overall national

awareness of health continued to increase.

Graph 1 GDP growth rate
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Source: National Bureau of Statistics of China, 2016
Per capita expenditure on health care for urban households in China (referring to the
total cost of pharmaceuticals and health care products, medical devices and medical
services) showed an increasing trend year by year. Among the past 15 years, this
expenditure on health care increased 254%, and in 2015 it has reached the proportion
of 6.75% of total expenditure per capita. The increasing of health care expenditure, on
the one hand was due to rising health care costs, on the other hand it reflected that
people were increasingly concerned about their own health (Source: National Bureau
of Statistics of China, 2016).
Graph 2 Per capita expenditure on health care for urban households in China
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Source: National Bureau of Statistics of China, 2016

China’s e-commerce industry is accelerating expansion of market segments, so that
the differentiation development towards consumer demand will become the core of

product competition.
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China’s pharmaceutical e-commerce has great market potential. In 2016, China’s
pharmaceutical retail total sales have reached ¥1.4975 trillion (equals €199.67 billion),
while the B2C medical e-commerce sales in 2016 is about ¥28.5 billion (equals €3.8
billion), only accounting for about 2% of the former, which indicated that the industry
has huge market potential to be excavated (Source: K W, 2017).

Investment and financing on mobile health care dramatically increased in these years,
capital markets will continue to heat up. Mobile health care field gained much more
attention and resources than ever before.

Demographic:

Aging trend in China is serious. International practice for defining aging population is
the proportion of people over the age of 65 accounted for 7% of the total population.
According to National Bureau of Statistics of China, the proportion of the population
over the age of 65 of the total population continued to rise in the past 20 years, which
shows the severity of the population aging problem. By 2015, this proportion has
reached 10.47% (Source: National Bureau of Statistics of China, 2016). With this, the
growing demand for health care and medicine for older people also increased.

Graph 3 Population structure

Source: National Bureau of Statistics of China, 2016

Graph 4 Population age structure of 2015
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Many patients with chronic disease have great demand in pharmaceutical products.
According to the data of National Health and Family Planning Commission of China,

by the end of June 2015, there were more than 260 million people with chronic
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disease (Source: Y& i WX #7 [§ , 2015), and pharmaceutical treatment is still an
important means of auxiliary treatment of chronic diseases.
Technical:

The basic service system of medical e-commerce has been gradually improved. The
establishment of medical e-commerce platform, the popularity of smart phones, the
mature development of mobile Internet, service system such as distribution service
continued to improve, all promote the medical e-commerce to become a new
pharmaceutical purchasing channel. Advanced logistics equipment and management

software and tools were constantly applied to the pharmaceutical logistics industry.

4.3 Data Analysis

To do this research of dynamic capabilities in Chinese online pharmacies, we
distributed two questionnaires for different target population. The Questionnaire A is
for online pharmacy employees to investigate the dynamic capability application in
their respective companies. The Questionnaire B is for ordinary people form
diversified background to investigate the importance of each dynamic capability

factors in online pharmacy industry.

4.3.1 Questionnaire A for employees in online pharmacies in China

As for this questionnaire, we took back 71 replies and 60 are effective respondents
thus the effective rate was 84.5%. Because of the small sample size, we did not do the
reliability and validity test.

Position in the company

The respondents who work in online pharmacy industry were asked to describe their
position in their respective companies. This was used to figure out which kind of
management level they were in. The findings were displayed in Table 5.

Table 5 Position in the company

Position Frequency | Percentage
A) Top manager 3 5%

B) Middle level manager 30 50%

C) Common staff 27 45%
D) Others 0 0%
Total 60 100%

Source: Research data
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Graph 5 Position in the company
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The findings in Table 5 showed that more than half of respondents (55%) are top
managers or middle level managers. Normally in one company, top managers and
middle level managers are the ones who charge the decision making and lead the
direction of corporate development, and know exactly the accurate situation of their
respective company. So that it indicated the target population of this research was
resourceful for data collection.
Nature of the work in the company
The respondents who work in online pharmacy industry were asked to describe their
job type in their respective companies. They were asked to choose IT, Operation and
Maintenance, Marketing and Sales, Administration, or Others. The findings were
displayed in Table 6.
Table 6 Nature of the work in the company

Job Type Frequency | Percentage
A)IT 17 29%

B) Operation and Maintenance 14 23%

C) Marketing and Sales 14 23%
D) Administration 11 18%

E) Others 4 7%
Total 60 100%

Source: Research data

Graph 6 Nature of the work in the company
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Source: Research data
According to the findings, most of the respondents were from the core positions of
online pharmacy industry, which are IT, Operation and Maintenance, and Marketing
and Sales. These three types of job, occupied 75% of the respondents, are the most
value-added positions in online pharmacy value chain. It indicated that our research
was based on all job types in online pharmacy industry and covered the staff in the
core positions that directly influence the company performance.
Duration in years companies have been in operation
The respondents who work in online pharmacy industry were asked to describe the
length of time their respective companies have been in operation. They were asked to
choose Less than one year, 1 to 2 years, 3 to 5 years, 6 to 8 years, or More than 9
years. The findings were displayed in Table 7.

Table 7 Duration in years companies have been in operation

Duration in years companies have been in operation | Frequency | Percentage
A) Less than 1 year 3 5%

B) 1 to 2 years 4 6%

C) 3 to 5 years 12 20%
D) 6 to 8 years 22 37%

E) More than 9 years 19 32%
Total 60 100%

Source: Research data

Graph 7 Duration in years companies have been in operation
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This research tried to ensure that the involved companies have been in operation for a
considerable length of time. Normally the longer time the companies have been in
operation would have more experience in dynamic environment and better
performance in strategy making. But considered the online pharmacy industry is an

emerging industry with short history, we regarded those companies with more than 6
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years as experienced companies, which occupied 69% of the total. So we regarded the
target population mainly came from experienced and resourceful company when we
study about dynamic capabilities.

Duration of respondents working in respective companies

The respondents who work in online pharmacy industry were asked to describe the
length of time they have been work in their respective companies. They were asked to
choose Less than one year, 1 to 2 years, 3 to 5 years, 6 to 8 years, or More than 9
years . The findings were displayed in Table 8.

Table 8 Duration of respondents working in respective companies

Duration of respondents working in respective companies | Frequency | Percentage
A) Less than 1 year 7 12%
B) 1 to 2 years 25 42%

C) 3 to 5 years 22 37%
D) 6 to 8§ years 5 8%

E) More than 9 years | 1%
Total 60 100%

Source: Research data

Graph 8 Duration of respondents working in respective companies
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The finding showed that the majority (79%) of respondents had been work in their
respective companies for 1 to 2 years or 3-5 years, which are the normal working
length for Internet industry practitioners. The length of time they have been work in

their respective companies enabled them to see clearly the company operating process

and the dynamic capability application in their respective companies.

4.3.2 Questionnaire B for ordinary people
As for this questionnaire, we took back 146 replies. Excluded the invalid ones, we got
137 effective respondents and the effective rate is 93.8%.

Demographic factors of the respondents
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Table 9 revealed the demographic factors of the respondents. According to the data,
male and female population proportion were 47% and 53% respectively. Respondents
below 25 years old were calculated at 43%, while those who were above 26 but below
35 years old were calculated as 49%, which accumulated to 92% of the total
population. The table further revealed that 17% of the respondents were college or
technical secondary school certificate holders, 68% of them were bachelor degree
holders, and 14% were master degree holders, while a percentage of 1% hold a PhD
degree. So 83% of the respondents were high education degree holders (bachelor,
master, or PhD degrees). We regarded the target population was from diversified
background and highly educated to make an appropriate judgment on the importance
of dynamic capability in Chinese online pharmacies.

Table 9 Demographic factors of the respondents

Frequency Percent

A) Male 64 47%

B) Female 73 53%

Gender 5\ Others 0 0%
Total 137 100%

A) Under 25 59 43%

B) 26-35 67 49%

Age C) 36-45 8 6%

D) 46-55 3 2%

E) Over 56 0 0%
Total 137 100%

A) High school and below 0 0%

B) College or Technical secondary school 23 17%

Educational | C) Bachelor degree 94 68%
Level D) Master degree 19 14%

E) Doctoral degree 1 1%
Total 137 100%

Source: Research data
Reliability

In this dissertation, the reliability of the questionnaire was tested by Cronbach’a. It is
generally accepted that, if Cronbach’a>0. 9, the reliability of the scale is high; if 0.6
<Cronbach’0<0.9, the reliability of the scale can be accepted; if Cronbach’a<0.6, the
questionnaire design has problems and needs to be modified. In this dissertation, we
used statistical software SPSS to carry out reliability analysis, respectively, to
calculate the Cronbach’a of Adaptive capability, Absorptive capability and Innovative
capability as well as the whole questionnaire. The results were shown in the following

Table 10:
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Table 10 Reliability Results

Variables Items Cronbach’a
Adaptive capability 4 0.803
Absorptive capability 7 0.856
Innovative capability 5 0.850
Questionnaire B 16 0.920

Source: Research data
Through the above analysis results, the Cronbach’a of each variable was higher than
0.6, which indicated that the reliability of the scale was acceptable. At the same time,
the overall reliability of the scale is 0.920, that showed the reliability of the scale was
very high and acceptable.
Validity
The methods of measuring validity mainly include content-related wvalidity,
criterion-related validity and construct-related validity. In this dissertation, we tested
the construct-related validity of the scale through factor analysis. At first we did the
KMO and Bartlett’s test, as shown in Table 11. It is generally accepted that, the scale
can be used in factor analysis when the KMO value is higher than 0.6. As the KMO
value is higher than 0.6 and the significance of Bartlett’s Test is 0.00, we regarded the
validity is acceptable.

Table 11 KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.906
Approx. Chi-Square 1057.080

Bartlett’s Test of Sphericity | df 120
Sig. .000

Source: Research data
Then we got the factor loadings of each factors, which is generally accepted that the
factor loadings greater than 0.50 is acceptable. Through using statistical software

SPSS, all the factor loadings after Varimax Rotation were shown in Table 12:
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Table 12 Validity Results
Rotated Component Matrix

Component
1 2 3

Sensitive observation of the environment .684
Identification of consumer demand changes 787
Discovery of new opportunities for the market 704
Accurate prediction of industry trends .560
Frequent employee training .622

Ability of identifying and acquiring both internal and external 640
knowledge '

Organization can quickly provide new knowledge to staff in need | .675
Organization with efficient process of identifying and inputting 691
new information and knowledge '
Organization establish to be a learning organization .635
Frequent internal cross department learning program .625
Knowledge management database for access 678
Organization change and improve services based on new
knowledge

Ability of organizational technology innovation and process
innovation

Organization often develop new products or services that are
easily accepted by the market

Managerial environment for innovation .682
Organization encourages innovation .822

Source: Research data

572

515

619

The result of factor analysis also verified that the measurements of adaptive capability,
absorptive capability and innovative capability respectively were consistent with the

above dynamic capability measurements in literature review.

4.3.3 Data Analysis

As for data analysis, we picked up some groups of data to compare the distance
between dynamic capability factors application and their corresponding importance,
while we mainly used percentages, frequencies, and arithmetic means for comparison.
Sensitive observation of the environment

The study sought to find out whether sensitive observation of the environment applied
in online pharmacies and how is the importance of this dynamic capability factor
affecting the online pharmacies. For both the two questionnaires, the strongest point
had a score of 5 while the weakest point scored 2. The findings were displayed in

Table 13.
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Table 13 Sensitive observation of the environment

Sensitive observation of the
. Frequency Percent
environment
Strongly Disagree 0 0%
Disagree 5 8.3%
Neutral 20 33.3%
. . Agree 32 53.2%
Questionnaire A Strongly Agree 3 5.0%
Total 60 100%
Mean 3.55
Std. Deviation 0.723
Very Unimportant 0 0%
Unimportant 4 2.9%
General 27 19.7%
. ) Important 66 48.2%
Questionnaire B Vef")y Important 40 29.2%
Total 137 100%
Mean 4.04
Std. Deviation 0.78

Source: Research data

From the findings in Table 13, 53.2% of the online pharmacy employees agreed with
the sensitive observation of the environment applied in their respective companies and
only 5% strongly agreed that. However, according to our survey, almost half of the
respondents (48.2%) thought the sensitive observation of the environment of dynamic
capability is important and 29.3% of them agreed that it is very important. This
showed the distance that online pharmacy companies still need to achieve in this
sensitive observing the environment.

Sensitive observation of the environment is the key component and also the
prerequisite for dynamic capability. The orientation of online pharmacies is that,
selling medication through Internet channel and with Internet thinking. Online
pharmacies create a new purchasing channel for users to choose with lower price as
well as provide pre-sale and after-sale customer service, to develop user consumption
custom. After that, once users have medication purchase demand, they will think of
online pharmacies.

The reason why there is such a positioning is that it is based on the successful
development of online pharmacy industry in western countries, such as the famous
online pharmacy Walgreens in US, which engaged in pharmaceutical retail industry
and pharmaceutical-related derivative business. Regarding the successful cases,

coupled with the rapid development of China’s e-commerce industry, Chinese online
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pharmacy industry is just started, with huge potential. a) Chinese policy encourages
developing medical e-commerce; b) along with economic growth, people’s
consumption custom was changing, the awareness of health care, as well as the
expenditure on medical health, have gradually increased; c) the large population of
aging and chronic diseases patients bring the huge demand for medication. All
revealed that the industry has huge market potential to be excavated.

Uber’s sensitive observation of the environment came from the local management
team in each region. The company headquarters gave the district team decision
making power and management rights, so each local team had to do brand localization
by understanding the local economic development situation and ground transportation
demand, monitoring market competitors. Sensitive observation allowed them to
critically think and analyze effective information in the process of marketing
information collection and collation, so that to output the unique Uber service through
subsequent absorptive capability and innovative capability. Uber brought new
commuter traffic experience with localization. This unique Uber pattern as its
competitive advantage, which made the company can always occupy a certain market
share when entering different markets, came from their knowledge of the market.

The sensitive observation of environmental change is conducive to companies to
quickly perceive and identify the nature and opportunities of market environment
changes, so as to provide companies with potential competitive advantages. Through
sensitive observation, companies can actively search for more relevant information,
while absorbing multidimensional environmental information and then effectively
digest and absorb, to accurately analyze information through multifaceted thinking
thus to establish and maintain competitive advantages along with absorptive and

innovative capability.

Identification of consumer demand changes

The study aimed to find out whether online pharmacies identified consumer demand
changing and how is the importance of this dynamic capability factor affecting the
online pharmacies. In dynamic environment, consumer demand changes a lot. It is the
opportunity that company create value and keep up with consumer needs. The

findings were displayed in Table 14.
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Table 14 Identification of consumer demand changes

Identification of consumer Frequency Percent
demand changes
Strongly Disagree | 1.7%
Disagree 3 5.0%
Neutral 19 31.7%
. . Agree 26 43.3%
Questionnaire A Strongly Agree T 18.3%
Total 60 100%
Mean 3.72
Std. Deviation 0.885
Very Unimportant 0 0%
Unimportant 2 1.5%
General 23 16.8%
. . Important 55 40.1%
Questionnaire B Very Important 57 41.6%
Total 137 100%
Mean 4.22
Std. Deviation 0.774

Source: Research data

From the findings in Table 14, only 18.3% online pharmacy employees strongly
agreed that their respective companies applied identification of consumer demand
changes. However, 41.6% respondents regarded the identification of consumer
demand changes very important in online pharmacies. As the online pharmacy
industry is one of Internet industries, there are so many options for consumers to
choose so their conversion costs are low. And also the motivation of user purchasing
behavior is for diseases treatment and health care needs. Besides the fixed repurchase
of some medication (such as chronic disease medication), there are much diversity of
human disease such as epidemic diseases change a lot, thus medication needs are
constantly changing. The consumer demand changes may due to different acceptable
price, or different indications, or different dose of the same medicine. Not only the
product changes, the services (pre-sale disease consulting services and after-sale
medication guidance services) also need to keep changing to cope with consumer
satisfaction all the time.

For Uber, as we mentioned before, they identified users demand changes and made
corresponding marketing campaigns to attract target customers. Through these
campaigns, Uber showed its focus on users and took localization and humanity for the
purpose. Uber identified different needs among user in different location, figured out

the user’s inner needs, to create diversified services according to local conditions.
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To accurately identify the changes becomes one of the most essential factors that
influence the market-oriented adaptive capability and it leads the strategy direction of
the organization. So, as there is distance of application and expectation, to sense the

consumer’s demand is still a long way for online pharmacies to go.

Summary of Adaptive Capability
Table 15 Arithmetic Means of Adaptive Capabilities factors

Adaptive Capabilities Questionnaire A | Questionnaire B
Sensitive observation of the environment 3.55 4.04
Identification of consumer demand changes 3.72 4.22
Discovery of new opportunities for the 3.93 490
market
Accurate prediction of industry trends 3.78 4.23

Source: Research data

From our research result in Table 15, the application of adaptive capability factors in
Chinese online pharmacies was far behind their respective importance, especially in
the perspectives of sensitive observation and consumer demand changes identification.
According to the survey, the arithmetic means of application and importance of
sensitive observation are 3.55 and 4.04 respectively. And the arithmetic means for
consumer demand changes identification are 3.72 and 4.22 respectively. At the same
time, we also found that the difference between application and importance of
corporate new opportunities discovery ability is quite small, only accounted 0.27 in
average, which indicated that Chinese online pharmacies did well in new
opportunities discovery, relatively speaking.

Reflected on the result, there was a gap between the application and importance of
adaptive capabilities, thus there may be several weak points in adaptive capabilities
application of Chinese online pharmacies. For example, strategy making team was not
clearly realizing and understanding the external environment (such as economic
conditions, consumption custom, demography, epidemiological profiles) to have an
insight of current situation and better predict the future tendency. Or marketing and
sales team lacked of perception and feedback on changes in market and consumer
demand, and rarely monitored competitors. Technology team did not make timely
reaction towards environment changes. One thing that is easy to ignore is that,
sometimes companies paid attention to the one-sided environment but ignored

information from suppliers and consumer feedback.
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Knowledge management database for access

The study aimed to find out whether there was a knowledge database for employees to
access in online pharmacies and how is the importance of accessible knowledge
database. Knowledge management database is the media links external knowledge
and organization. It can store knowledge and also provide knowledge to employees
who need it thus it plays an indispensable role in knowledge absorption process. The
findings of knowledge management database were displayed in Table 16.

Table 16 Knowledge management database for access

Knowledge management
database %or accefs Frequency Percent
Strongly Disagree 3 5.0%
Disagree 13 21.7%
Neutral 12 20.0%
. . Agree 24 40.0%
Questionnaire A Strongly Agree 8 13.3%
Total 60 100%
Mean 3.35
Std. Deviation 1.117
Very Unimportant 0 0%
Unimportant 3 5.0%
General 29 21.7%
. . Important 55 20.0%
Questionnaire B Very Important 50 40.0%
Total 137 100%
Mean 4.11
Std. Deviation 0.811

Source: Research data
From the findings in Table 16, 5% of the online pharmacy employees strongly
disagreed and 21.7% disagreed that accessible knowledge management database
applied in their respective companies. Normally in online pharmacy companies, new
corporate employees would receive orientation training and some unscheduled staff
training sessions. But for some companies which only pursuit the profit, they might
not pay enough attention to long-term learning and knowledge accumulation so they
would ignore establishment and maintenance of knowledge management database. In
our survey, 20% respondents agreed that accessible knowledge database is important,
and even 40% agreed that very important, which accumulated to 60% of the total
population. The mean score of knowledge database application and importance are

3.35 and 4.11 respectively, which showed a huge gap.
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For Uber, they had “Uberversity” training session in San Francisco for new corporate
employees, while Uber CEO Travis Kalanick would be there to help new employees
learn about the company. There were online and offline training courses for Uber
drivers about how to work with Uber. In addition, Uber developed a game to help
drivers learn the best route around the city. Furthermore, for long-term learning, Uber
had the Play BOOK as internal knowledge sharing system that summarized the
experience of global business campaigns. As a start-up Internet company with short
history, Uber did employee training and summarizing of successful experiences,
although the staff lifelong learning was incomplete compared with leading companies
in other traditional industry. Online pharmacies can learn from Uber of marketing
experience summarizing and also the systematic and diversified training courses of
professional skills.

As a ride-sharing service provider, Uber’s product is relatively simple. Different from
Uber, online pharmacy is the platform that contains huge amounts of medications and
requires cross-department teamwork like IT development, warehouse, procurement,
logistic, and finance. What online pharmacy industry needs for knowledge
management are much more than Uber, especially a perfect and systematic knowledge
management database is desperately in need.

Learning is the process that helps company to operate more efficient through
knowledge absorption and exploitation. For products/services development, learning
allows companies to avoid repetitive mistakes according to the past experience and
also enables them to explore new knowledge and develop new products. On the other
hand, learning is also a prerequisite for innovation that companies can acquire or
discard resources to modify their strategic direction through learning. Organizational
learning can be achieved through staff training, knowledge database and knowledge
sharing programs. As our survey uncovered, the knowledge database application in
online pharmacies was far less than expected importance. It also indicated the way
that online pharmacies need to improve, not only the database aspect but also the

whole knowledge absorption process.

Summary of Absorptive Capability
As Zahra and George (2002) introduced, absorptive capability included four
components, knowledge acquisition, assimilation, transformation and exploitation

respectively. It can be seen as four steps of one full knowledge absorption process.
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Table 17 Arithmetic Means of Absorptive Capabilities factors

Absorptive Capabilities Questionnaire A | Questionnaire B
Frequent employee training 3.67 3.92
Ability of identifying and acquiring both 367 401
internal and external knowledge ) ]
Organization can quickly provide new 3.53 418
knowledge to staff in need ) ]
Organization with efficient process of
identifying and inputting new information 3.60 4.11
and knowledge
Orgar{lza‘Flon establish to be a learning 3.48 402
organization
Frequent internal cross department learning 330 374
program
Knowledge management database for access 3.35 4.11

Source: Research data
From analysis result we got, the lowest mean score of absorptive capability
application was 3.30, which referred to cross department learning. But organizational
training enjoyed a relatively high mean score in application. It revealed that although
online pharmacies paid attention in employee training and acquire external knowledge
for employee training, they lacked of cross-department communication and
knowledge sharing. To some extent, employees just get knowledge of what exactly
position should have but no more than that, which might limit the long-term learning
for employees and staff multi-skills development for companies.
And there was a huge gap between application and importance of accessible
knowledge database, which was 0.76. Knowledge management database is the media
that stores external knowledge and links it with internal employees. But the low score
of application showed that, online pharmacies might not pay enough attention to
long-term learning and knowledge accumulation.
The application and importance of whether organization can quickly provide new
knowledge to staff in need also showed a difference in mean score, accounted 0.64.
The reason of this score is connected with the score of accessible knowledge database.
Due to the lack of knowledge database for employees to absorb knowledge, and also
few cross department knowledge sharing, companies do not have enough knowledge
reserves thus can not quickly provide new knowledge once staff in need.
To improve the capability of knowledge absorption and exploitation, organizations
need to continuously promote internal communication and knowledge sharing among

employees and departments, for example, to establish knowledge management

41




Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

database for employees to access, and to establish staff training system. To enhance
the ability of knowledge transformation and exploitation, organizations must invest a
lot in R&D (research and development), so that can fully integrate new digested

knowledge and existing resources, and then develop new products/services.

Organization change and improve services based on new knowledge

The study aimed to find out whether online pharmacies changed and improved
services based on new knowledge and how is the importance of this dynamic
capability factor affecting the online pharmacies. The findings were displayed in
Table 18.

Table 18 Organization change and improve services based on new knowledge

Organization change and improve Frequency Percent
services based on new knowledge
Strongly Disagree 2 3.3%
Disagree 1 1.7%
Neutral 22 36.7%
. . Agree 29 48.3%
Questionnaire A Strongly Agree 6 10.0%
Total 60 100%
Mean 3.60
Std. Deviation 0.827
Very Unimportant 0 0%
Unimportant | 0.7%
General 18 13.1%
. . Important 69 50.4%
Questionnaire B Very Important 49 35.8%
Total 137 100%
Mean 4.21
Std. Deviation 0.691

Source: Research data
According to the questionnaire results in Table 18, it is gratifying that 58.3% of online
pharmacy employees agreed or strongly agreed that this dynamic capability factor
applied to their respective companies, and only 5% showed their disagreement. This
reflected that most of the online pharmacies would use new knowledge to improve
service. For example, the new knowledge of O20 pattern (Online-to-offline, customer
orders online, takes medicine offline in physical pharmacy or choose delivery-to-door
service) and DTP pattern (Direct-to-patient, designed to reduce the middle channels
while customer purchasing medication) allowed some of the online pharmacies started

to establish O20 pharmacies or DTP pharmacies instead of only be an online

42



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

medication purchasing platform. Nowadays, online pharmacies are preparing to
explore the Internet hospital model. These words were new concepts several years ago,
online pharmacies transformed them into innovative reality through adaptive
capability and absorptive capability. Using new knowledge to improve services,
reflected that the knowledge is useful after identification and analysis as well as the
company could innovate while utilizing useful knowledge in the innovation process.
As Uber experienced rapid growth within a short history, we can see that Uber is the
company with great passion and full of energy to innovate. The core for Internet
company is to be new and unique, otherwise it would be exceeded by competitors. In
order to innovate, they were willing to learn new technology and get to understand
about market and customers. And they made it to be the Uber rapid growing culture
and spread to other teams globally. What we learn from Uber is that, online
pharmacies should continue to focus on new technology and new business pattern that
help to improve performance so that to gain competitive advantages.

Half of the respondents (50.4%) agreed that organization changing and improving
services based on new knowledge is important and 35.8% agreed that it is very
important. The mean value of the importance of this dynamic capability factor
reached 4.21 on the scale of 1 to 5, which showed that this factor is quite important
for online pharmacies. And the difference of application and importance accounted
for 0.61 of the mean score, reflected that online pharmacies should continue to apply

new knowledge into innovation activities.

Organization often develop new products or services that are easily accepted by
the market

The study aimed to find out new products/services market acceptance of online
pharmacies and how is the importance of this dynamic capability factor affecting the

companies. The findings were displayed in Table 19.
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Table 19 Organization often develop new products or services that are easily accepted

by the market
Organization often develop new
products or services that are Frequency Percent
easily accepted by the market
Strongly Disagree 1 1.7%
Disagree 8 13.3%
Neutral 13 21.7%
. . Agree 24 40.0%
Questionnaire A St%ongly Agree 14 23.3%
Total 60 100%
Mean 3.70
Std. Deviation 1.030
Very Unimportant 0 0%
Unimportant 2 1.5%
General 19 13.9%
. . Important 55 40.1%
Questionnaire B Very Important 61 44.5%
Total 137 100%
Mean 4.28
Std. Deviation 0.755

Source: Research data

Market acceptance is the only indicator of whether the innovative activities successful
or not. They have to go through the test of the market, and ultimately reflect the
products/services value in the market. The market acceptance of online pharmacies
can be uncovered in total sales volume, promotional product sales volume, reading
volume of promotion website, social network discussion volume, brand reputation,
and customer feedback.

From the findings in Table 19, 40.0% of online pharmacy employees agreed and
23.3% strongly agreed that their respective companies often develop new products or
services that were easily accepted by the market, and 15% showed their disagreement.
The mean value of this dynamic capability factor application reached 3.70 while the
mean value of importance is 4.28. 40.1% of respondents agreed and 44.5% strongly
agreed the importance of this dynamic capability factor, which accumulated to 84.6%

of the total population.
Summary of Innovative Capability

Innovative capability is mainly reflected in two aspects, respectively the managerial

innovation and technological innovation. Technological innovation, obviously, is
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about innovating new products/services, as the first three questions involved.
Managerial innovation is reflected on operation and management perspectives, to
some extent, it is for the whole company instead of only the technology and
marketing team. The fourth question was about operation and management innovation,
and the fifth one was about corporate culture issues.

Table 20 Arithmetic Means of Innovative Capabilities factors

Innovative Capabilities Questionnaire A | Questionnaire B
Organization change and improve services 3.60 401
based on new knowledge ' '
Ability of organizational technology

i . . i 3.85 4.28
innovation and process innovation

Organization often develop new products or

services that are easily accepted by the 3.70 4.28
market

Managerial environment for innovation 3.58 4.07
Organization encourages innovation 4.05 4.36

Source: Research data
From the result of Table 20, we can find that there was a huge distance in application
and importance of whether organization innovate based on new knowledge, accounted
for 0.61 of the mean score. Although the mean score, 3.60, of this dynamic capability
factor applied in Chinese online pharmacies is not very low compared with the other
factors, it revealed that this factor could be better in learning new knowledge and
knowledge transformation and exploitation.
The mean score of technology innovation and process innovation ability reached 3.85,
which is a relatively high value in dynamic capabilities application. It reflected that
online pharmacies have enough R&D personnel, sufficient R&D budget, and perfect
R&D system to support technology innovation.
Regarding the market acceptance of new products or services, the difference between
application and importance showed that online pharmacies need to improve
identification of customer need and enhance knowledge transformation and
exploitation. Organizations should establish a market-oriented innovation system,
attach importance to the economic value of innovation, emphasize the optimization of
existing products/services to improve corporate competitive advantages.
The highest mean scores of the two questionnaires were both referred to organization
encouragement, which proved the impact of corporate culture for employees on the

spiritual level.

45



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

5. Discussion and Conclusion

5.1 Conclusion

Under the dynamic changing environment, companies would establish dynamic
capabilities to cope with the environment and keep continuous competitive
advantages. In this dissertation, we studied about dynamic capabilities of Chinese
online pharmacies, mainly from the perspective of three components of dynamic
capability.

First of all, the adaptive capability is the primary condition in companies and the
prerequisite for taking corresponding strategies, while it can sense the opportunities in
macro environment and find out the consumer demand changes, and even predict the
environmental changes. Next, in order to adapt to the environmental changes,
companies take appropriate measures to carry out the knowledge acquisition,
assimilation, transformation and exploitation. Then organization applies new
knowledge in innovation activity to cope with the dynamic environment and establish
competitive advantages, which is the innovative capability. In general, the
components of the dynamic capabilities is like factors in a gradual process, while all
the components are interacted with each other and closely connected.

A quantitative research was conducted to figure out the application and importance of
dynamic capability approaches in Chinese online pharmacies, specially to find out the
distance between them, so that to figure out the way to improve the dynamic
capabilities and obtain competitive advantages.

Based on our research, the application of adaptive capability factors in online
pharmacies in China was far behind their corresponding importance, especially in the
perspectives of sensitive observation. In order to adapt to changes in the environment
and establish corporate dynamic capacities, online pharmacies must enhance the
market-oriented sensing capability to gather more useful knowledge and information.
During the process of knowledge absorption, online pharmacies were generally weak
in knowledge acquisition and assimilation. In online pharmacies, it was reflected as
knowledge sharing and management. From our research, knowledge sharing within
organization and accessible knowledge database were the pain points for most of the
online pharmacies. It revealed that although online pharmacies paid attention in
employee professional skills training, they, to some extent, lacked of long-term and

multi-dimensional training of personnel.
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Regarding the innovative capability, our research further showed that online
pharmacies have enough R&D personnel, sufficient R&D budget, and perfect R&D
system to support technology innovation. However, there was a huge gap in
application and importance of whether organization innovate based on new
knowledge which was because of the weakness in knowledge absorption. Online
pharmacies need to establish a market-oriented innovation system and enhance the
knowledge sharing and management.

To sum up, dynamic capabilities applied in Chinese online pharmacies but there were
still some weak points need to improve compared with their respective importance.
Online pharmacies lacked of sensitive observation, thus affected the new knowledge
and information inputting. Internally, companies were insufficient in organizational
learning system which was not conducive to long-term talent development, and also

affected knowledge transforming into innovation.

5.2 Strategic Suggestions for online pharmacies in China

Combined with the previously mentioned Uber’s dynamic capability, since there are
weaknesses in dynamic capability application in Chinese online pharmacies, we have
some suggestions for online pharmacies as below:

a) As strategy is a collective activity, all departments should work together to improve
the adaptive capability: strategy making team should strengthen the sensation and
have better insight into the external environment (such as economic conditions,
consumption custom, demography, epidemiological profiles); marketing and sales
team should focus on the market and consumer demand changing, as well as monitor
marketing activities of competitors; the operations team should strengthen the
relationship with suppliers to obtain the supplier information and industry trends;
customer service team should strengthen communication with consumers and pay
attention to consumer feedback and product reviews, in order to make adjustment in
time; the technical team should make timely reaction towards the external changes.

b) Online pharmacies need to establish knowledge management database for
employees to access, and to improve and perfect the staff training system, so that the
knowledge can be effectively absorbed and utilized. Regarding the staff training
system, human resource team can work with technology team to develop online
training courses for employees can access at any time. Like Uber, online pharmacies

can also develop some smart phone games to help to understand basic medicine
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knowledge, which can be used for employees to have better memory and can help to
general medical education for ordinary consumers. Furthermore, it can be used as
marketing method in business campaigns.

¢) Regarding the online pharmacies, innovation refers to website page optimization,
introducing new products/services, upgrading brand image, exploring new medical
services fields. In addition to improving adaptive capability and absorptive capability,
online pharmacies also need to pay attention to R&D where the innovation lies for,
such as introduce R&D talents and increase investment in R&D. Online pharmacies
can set up a team and appropriately allocate R&D personnel, increase research
funding and encourage with bonus. At the same time, online pharmacies can establish

performance appraisal mechanism to promote R&D personnel to innovate.

5.3 Limitation of study

Although this study is based on the previous research and theories to make the study
more convincing, there are still some limitations in this dissertation, which were
summarized as following points:

a) In this dissertation, the selection of dynamic capability measurements is based on
the previous literature. As the limitation of literature reading quantity, there might be
some limitations that made the selection of measurements not accurate and
comprehensive enough, thus might affect the study results.

b) In this dissertation, we collected limited replies due to the limited ability and time.
Since the number of respondents was not large enough, the data analysis samples
were not very huge. As the number of samples is very important to the empirical
research, it might affect the effectiveness of empirical analysis.

c¢) Regarding the dynamic capability of Uber, we collected most of the information
from the Internet because by now there is no any scientific article that studied about
Uber’s dynamic capability. The reliability of the online information might not always
be good. And sometimes the information the company revealed to the public might
hide important information instead of fully disclosed.

d) Regarding the policy changing, the Chinese medical industry is strictly controlled
by CFDA (China Food and Drug Administration). Our research was based on the
current policy but we cannot predict whether it still work if the policy changes, thus

we can take this as one of the limitations.
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5.4 Suggestions for future study

Regarding the limitations we mentioned above, we have some suggestion for future
research:

a) The dynamic capability measurements can be further refined and improved to reach
a more comprehensive result.

b) Other information collecting methods can be used in data collection, such as

observation and interview to enhance the depth and abundance of research.
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Appendices

Appendix I: Questionnaire A

In English

Dear Mr / Ms:

Hello!

I sincerely thank you for participating in the survey.

I am a master student in ISCTE in Portugal. This questionnaire is a part of my
dissertation, which is about the dynamic capabilities of Chinese online pharmacy
industry. Please answer these questions to the best of your knowledge. Write your
response in the space provided. Please put a tick (V) where appropriate.
Questionnaires were used as anonymous, and the questionnaire data was used only as
academic research.

Thank you for your participation!

Best Regards.

PART A: Demographic Information
1. Can you please describe your position in the company ?

A) Top manager B) Middle level manager C) Common staff D) Others

2. Can you please describe your work in company?
A)IT B) Operation and Maintenance C) Marketing and Sales
D) Administration E) Others

3. How long has your company been in operation?
A) Less than 1 year B) 1 to 2 years C) 3 to 5 years
D) 6 to 8 years E) More than 9 years

4. How long have you worked for the company?

A) Less than 1 year B) 1 to 2 years C) 3 to 5 years
D) 6 to 8 years E) More than 9 year
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PART B: Dynamic Capability Measurements
5. Dynamic capabilities consist of the following factors. How do these factors apply
to your company? Rate these factors on a scale of 1-5 (1-Strongly Disagree,

2-Disagree, 3-Neutral, 4-Agree, 5-Strongly Agree)

Adaptive Capabilities 1 2 3 4 5

5.1 Sensitive observation of the environment

5.2 Identification of consumer demand changes

5.3 Discovery of new opportunities for the market

5.4 Accurate prediction of industry trends

Absorptive Capabilities 1 2 3 4 5

5.5 Frequent employee training

5.6 Ability of identifying and acquiring both internal and
external knowledge

5.7 Organization can quickly provide new knowledge to
staff in need

5.8 Organization with efficient process of identifying
and inputting new information and knowledge

5.9 Organization establish to be a learning organization

5.10 Frequent internal cross department learning
program

5.11 Knowledge management database for access

Innovative Capabilities 1 2 3 4 5

5.12 Organization change and improve services based
on new knowledge

5.13 Ability of organizational technology innovation
and process innovation

5.14 Organization often develop new products or
services that are easily accepted by the market

5.15 Managerial environment for innovation

5.16 Organization encourages innovation
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In Chinese
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Appendix II: Questionnaire B

In English

Dear Mr / Ms:

Hello!

I sincerely thank you for participating in the survey.

I am a master student in ISCTE in Portugal. This questionnaire is a part of my
dissertation, which is about the dynamic capabilities of Chinese online pharmacy
industry. Please answer these questions to the best of your knowledge. Write your
response in the space provided. Please put a tick (V) where appropriate.
Questionnaires were used as anonymous, and the questionnaire data was used only as
academic research.

Thank you for your participation!

Best Regards.

PART A: Demographic Information
1. Can you please describe your gender?

A) Male B) Female C) Others

2. Can you please describe your age?

A) Under 25 B) 26-35 C) 36-45 D) 46-55 E) Over 56
3. Can you please describe your education level?

A) High school and below B) College or Technical secondary school
C) Bachelor degree D) Master degree E) Doctoral degree
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PART B: Dynamic Capability Measurements

4. Dynamic capabilities consist of the following factors. What do you think of the
following factors for the importance of the online pharmacy industry? Rate these
factors on a scale of 1-5 (1-Very Unimportant, 2-Unimportant, 3-General, 4-Important,
5-Very Important).

Adaptive Capabilities 1 2 3 4 5

4.1 Sensitive observation of the environment

4.2 Identification of consumer demand changes

4.3 Discovery of new opportunities for the market

4.4 Accurate prediction of industry trends

Absorptive Capabilities 1 2 3 4 5

4.5 Frequent employee training

4.6 Ability of identifying and acquiring both internal
and external knowledge

4.7 Organization can quickly provide new knowledge to
staff in need

4.8 Organization with efficient process of identifying
and inputting new information and knowledge

4.9 Organization establish to be a learning organization

4.10 Frequent internal cross department learning
program

4.11 Knowledge management database for access

Innovative Capabilities 1 2 3 4 5

4.12 Organization change and improve services based
on new knowledge

4.13 Ability of organizational technology innovation
and process innovation

4.14 Organization often develop new products or
services that are easily accepted by the market

4.15 Managerial environment for innovation

4.16 Organization encourages innovation
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Appendix III: Validity test of Questionnaire B

Total Variance Explained

Initial Eigenvalues

Extraction Sums of

Rotation Sums of

Comp Squared Loadings Squared Loadings

onent Total % of | Cumula Total % of | Cumula Total % of | Cumula
Variance | tive % Variance | tive % Variance | tive %

1 7371 46.069| 46.069| 7.371| 46.069| 46.069( 3.634| 22.715| 22.715

2 1.278 7.988 | 54.057| 1.278 7.988| 54.057]3.077| 19.233( 41.948

3 1.034 6.461| 60.518] 1.034 6.461| 60.518]2.971| 18571 60.518

4 .868 5.425| 65.943

5 736 4.601| 70.544

6 .672 4.199| 74.744

7 .607 3.792| 78.536

8 572 3.573| 82.109

9 494 3.089| 85.198

10 456 2.853| 88.051

11 429 2.683| 90.733

12 373 2.330| 93.064

13 337 2.106| 95.170

14 .306 1.914| 97.084

15 257 1.605| 98.689

16 210 1.311]100.000

Extraction Method: Principal Component Analysis.
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Appendix IV: Descriptive Analysis Results

Descriptive Analysis Results for Questionnaire A

Descriptive Statistics

N | Minimum | Maximum | Mean S.td'.
Deviation

Sengltlve observation of the 60 ) 5 355 793
environment
Identification of consumer demand 60 1 5 379 885
changes
Discovery of new opportunities for 60 ) 5 3.93 201
the market
Accurate prediction of industry 60 ) 5 373 783
trends
Frequent employee training 60 1 5 3.67 968
Ability of identifying and acquiring
both internal and external 60 1 5 3.67 795
knowledge
Organization can quickly provide
new knowledge to staff in need 60 ! > 3.53 1.033
Organization with efficient process
of identifying and inputting new 60 1 5 3.60 960
information and knowledge
Orgamzatlon gstabhsh tobea 60 1 5 3.48 1208
learning organization
F rquent internal cross department 60 1 5 330 1,109
learning program
Knowledge management database 60 1 5 335 1117
for access
Orga}nlzatlon change and improve 60 1 5 3.60 297
services based on new knowledge
Ablhty pf orgamzatlona} technqlogy 60 1 5 385 260
innovation and process innovation
Organization often develop new
products or services that are easily | 60 1 5 3.70 1.030
accepted by the market
Managgrml environment for 60 1 5 358 944
Innovation
Organization encourages innovation | 60 2 5 4.05 982
Valid N (listwise) 60

64



Learn from Uber: a study of Dynamic Capability in Chinese Online Pharmacies Industry

Descriptive Analysis Results for Questionnaire B

Descriptive Statistics

N | Minimum | Maximum [ Mean S.td'.
Deviation

Sengltlve observation of the 137 ) 5 4.04 780
environment
Identification of consumer demand 137 ) 5 499 774
changes
Discovery of new opportunities for 137 ) 5 490 759
the market
Accurate prediction of industry 137 ) 5 493 760
trends
Frequent employee training 137 2 5 3.92 .796
Ability of identifying and
acquiring both internal and 137 2 5 4.01 772
external knowledge
Organization can quickly provide
new knowledge to staff in need 137 2 > 4.18 737
Organization with efficient process
of identifying and inputting new 137 2 5 4.11 783
information and knowledge
Orgaplzatlon qstabhsh tobea 137 ) 5 4.02 200
learning organization
Freqqent internal cross department 137 ) 5 374 805
learning program
Knowledge management database 137 ) 5 411 311
for access
Orggmzatmn change and improve 137 ) 5 491 691
services based on new knowledge
Ability of organizational
technology innovation and process | 137 2 5 4.28 715
innovation
Organization often develop new
products or services that are easily | 137 2 5 4.28 755
accepted by the market
Managqnal environment for 137 ) 5 407 763
Innovation
Qrgangtmn encourages 137 ) 5 436 145
Innovation
Valid N (listwise) 137
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