ISCCe

INSTITUTO
UNIVERSITARIO
DE LISBOA

Dynamic Capabilities of Chinese Small Private Vocational Education and Training
Institutions: A Case-based Research

XIANG Qian

Doctor of Management

Supervisors:
PhD Marcio Amaral-Baptista, Associate Researcher,
ISCTE University Institute of Lisbon

PhD Ju Qingjiang, Associate Professor,
University of Electronic Science and Technology of China

June, 2021



ISCCe

BUSINESS
SCHOOL

Marketing, Operations and General Management Department

Dynamic Capabilities of Chinese Small Private Vocational Education and Training
Institutions: A Case-based Research

XIANG Qian

Doctor of Management

Supervisors:
PhD Marcio Amaral-Baptista, Associate Researcher,
ISCTE University Institute of Lisbon

PhD Ju Qingjiang, Associate Professor,
University of Electronic Science and Technology of China

June, 2021



ISCCe

BUSINESS
SCHOOL

Marketing, Operations and General Management Department

Dynamic Capabilities of Chinese Small Private Vocational Education and Training
Institutions: A Case-based Research

XIANG Qjan

Doctor of Management

Jury:

PhD Elizabeth de Azevedo Reis, Full Professor,

ISCTE - Instituto Universitario de Lisboa

PhD Jorge Manoel Teixeira Carneiro, Associate Researcher,
Fundacao Gertulio Vargas

PhD Virginia Trigo, Emeritus Professor,

ISCTE — Instituto Universitario de Lisboa

PhD Marcio Alves Amaral Baptista, Invited Assistant Professor,
ISCTE — Instituto Universitario de Lisboa

PhD Xiao Wen, Full Professor,

University of Electronic Science and Technology of China

June, 2021



ISscte

INSTITUTO |
UNIVERSITARIC
DF ISROA

Dynamic Capabilities of Chinese Small Private
Vocational Education and Training Institutions: XIANG Qian
A Case-based Research




Declaration

| declare that this thesis does not incorporate without acknowledgement any material
previously submitted for a degree or diploma in any university and that to the best of my
knowledge it does not contain any material previously published or written by another person

except where due reference is made in the text.

o
signed: 1< "R Date: ___ 05/20/2021
Name: Xiang Qian

e H B

AR NFBEFHY: BR 71 SCEU P B U O SCA R R A, T AL IR AL A AT
s N B EEAN M TSR E 0Am HUR 0 S AL AMIE A5 M58 F G A ARk . RN
Fs BTSRRI ARSI BN AL, AR SOV S AR T A AR R D i3k
BRSO R AR b

25
EH B4 m 'ﬁ"J H . 05/20/2021
2 HEE): Xiang Qian




[This page is deliberately left blank.]



Abstract

China’s vocational education and training (VET) industry is undergoing rapid growth and
transformation. Small private VET institutions face the dual dilemma of a shortage of
educational resources and low market reputation. Thus, it is important to understand how these
institutions may develop and sustain competitive advantages. This dissertation has analyzed the
strategic development of ZK, a small private VET institution in China, using the dynamic
capabilities framework. The company’s strategic success in the last years was due to its
dynamic capabilities of sensing opportunities and threats, seizing opportunities, and managing
threats and reconfiguring resources. The study has shown that ZK’s dynamic capability of
sensing opportunities and threats has two micro-foundations, namely entrepreneurship and
social capital at individual and organizational levels. Seizing capability were grounded on
microfoundations such as the firm’s value chain positioning, integrating resources including
complements, organizational flexibility, and commitment to implementation. The
microfoundations of ZK’s dynamic capability of managing threats and reconfiguring resources
were organizational learning and knowledge management. To support the future strategic
development of ZK, four strategic initiatives were devised using the SWOT framework. The
study contributes to management practice by increasing the understanding of the capabilities
and microfoundations that can support the development of small private VET institutions in
China. It also sheds light on the relationship between these capabilities and the obtention of
competitive advantages in the Chinese market. Its conclusions are of interest to other VET
institutions, government departments and other stakeholders, as well as foreign institutions

interested in the Chinese VET industry.

Keywords: China, dynamic capabilities, vocational education and training (VET), small
private VET institutions, online degree program, certificate program
JEL: M10; M13
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Resumo

A industria chinesa da educacéo e formag&o vocacional (inglés: Vocational Education and
Traning ou VET) estd em plena expansdao e transformacdo. O estudo das estratégias das
pequenas instituicbes de VET tem grande importancia, no sentido de compreender como as
mesmas podem se manter competitivas. Esta dissertacdo tem o objetivo de analisar o
desenvolvimento estratégico da ZK, uma pequena instituicdo chinesa de VET, através da teoria
de capacidades dindmicas. O éxito estratégico da ZK deveu-se ao seu dinamismo em antever
oportunidades e riscos e reestruturar 0s seus recursos. Este dinamismo resultou de um forte
espirito empresarial e de um elevado capital social, tanto ao nivel individual como institucional.
O aproveitamento das oportunidades deveu-se a cinco micro-fundamentos: o posicionamento
da empresa na cadeia de valor, a integracdo de recursos, a inclusdo de complementos, a
flexibilidade organizacional e a dedicacdo na implementacdo. Por sua vez, a capacidade de
minimizar riscos e reconfigurar recursos resultou de aprendizagem organizacional e de uma boa
gestdo da informacgdo. Com base nas referidas capacidades dindmicas, e através da matriz
SWOT, foram desenvolvidas quatro linhas estratégicas para o desenvolvimento futuro da ZK.
A dissertacdo contribui para uma melhor compreensdo das capacidades dindmicas e dos
micro-fundamentos que podem suportar o desenvolvimento das pequenas empresas de VET na
China. Além disso, revela a intima relacdo entre as referidas capacidades e as vantagens
competitivas no mercado chinés. As conclusBes sdo Uteis para outras instituicdes de VET,
departamentos governamentais relacionados, partes interessadas em VET na China e

instituicBes estrangeiras interessadas nesse mercado.
Palavras-chave: China, capacidades dinamicas, vocational education and training (VET),

pequenas instituicdes de VET, cursos superiores online, programas de certificacéo
JEL: M10; M13
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Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based
Research

Chapter 1: Introduction

1.1 Research background

\Vocational education and training (hereinafter VET), also called technical and vocational
education and training (hereinafter TVET), is defined by the United Nations Educational,
Scientific and Cultural Organization (hereinafter UNESCO) as “comprising education,
training and skills development relating to a wide range of occupational fields, production,
services and livelihoods.” As part of lifelong learning, it “can take place at secondary,
post-secondary and tertiary levels and includes work-based learning and continuing training
and professional development which may lead to qualifications” (UNESCO, 2015). This
thesis mainly focuses on the field of continuing education and training for part-time adult
students in VET.

1.1.1 The significance of the VET industry in China

Rapid technological change and China’s economic transformation in the context of
globalization have brought about a huge demand for high-quality workers. To meet this
demand, developing its VET industry has become of important significance for China.

Firstly, the VET industry provides fundamental support for China’s labor market
reforms in light of the technological changes underway in the country.

With the rise of the scientific and technological revolution, technological development
has accelerated and become increasingly more widespread. This has brought both enormous
opportunities and challenges to the labor market (World Economic Forum, 2018). Industrial
automation, artificial intelligence, the Internet of Things, and 3D printing are increasingly
being adopted. These new changes make the processes of production and learning different,
promote a need for new production technologies and business models, and result in a
significant increase in work quality and labor productivity. All of this has totally changed the
global manufacturing system. At the same time, the development of new technologies has also
brought about changes in the structure of the labor market, followed by a reduction in, or even
the disappearance of traditional jobs, and the emergence of new jobs. As pointed out in the

World Bank report about the future of manufacturing-led development, the adoption of
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technology in the manufacturing system has led to a decline in middle-skill jobs and growth
in low-skill and high-skill jobs, and automation threatens between 2-8% of today’s jobs in
developing economies (World Bank, 2017).

The VET industry plays an important role in adapting to the above changes in the labor
market by seizing the opportunities and coping with the challenges brought about by the
industrial revolution. At the international level, there is worldwide consensus that there is a
need to improve the quality of VET. It is reported in Education 2030 Framework for Action
issued by UNESCO in 2015 that by 2030, in terms of vocational education and training, all
people should be ensured equal access to affordable and quality technical and vocational
education and provided lifelong learning opportunities. UNESCO also published a report in
2016, called the Strategy for Technical and Vocational Education Training (TVET)
(2016-2021), which outlined the aim to train all young people and adults and provide them
with the essential skills they need to gain access to employment and entrepreneurship, find
decent jobs, and participate in lifelong learning (UNESCO, 2016). The World Economic
Forum initiated a report Closing the Skills Gap Project in 2017 to address future-oriented
skills development and prepare workforces for the future of jobs (World Economic Forum,
2017). In China, the State Council issued the National Vocational Education Reform
Implementation Plan in Feb. 2018, aimed at cultivating technical compounds and technical
personnel by establishing a cooperation mechanism between VET institutions, firms and
government (State Council of China, 2019).

Secondly, the VET industry provides important support for China’s economic
transformation in the new era.

Nowadays, China is going through an important historical period of economic and social
transformation. There is an urgent need for the development of the VET industry to ensure the
China’s transition from an extensive growth mode to an innovation-driven development mode.
Meanwhile, China’s manufacturing industry also needs to transform from being a large scale
situation to one of high competitiveness (Xue & Shan, 2019).

China’s economic growth path from factor-driven to innovation-driven is to some degree
determined by the development of the VET industry. Since China has entered a New Normal
economic stage, its economic growth can no longer be driven by traditional factor inputs.
Instead, China’s future economic development will rely on knowledge and skills innovation,
which increasingly requires high-quality professional skills and talents, and puts a huge
demand on the VET industry.

At the same time, China’s transition from a large-scale manufacturing country to one with
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strong manufacturing competitiveness requires a large number of skilled workers. Since
surpassing the United States in 2010, China has become the largest manufacturing country in
the world. According to the United Nations Industrial Development Organization (hereinafter
UNIDO), China’s manufacturing value added (hereinafter MVA) was close to US$3 trillion in
2016, accounting for about a quarter of the global MVVA and 31.7% of its GDP, and reached an
annual growth rate of 6.4% (UNIDO, 2017). Since the industrial revolution has brought about
an urgent need for transformation in manufacturing, China is facing a bigger impact than
other countries. Differently from traditional manufacturing, which relies on manual or
mechanized technology, advanced manufacturing uses more innovative technologies to
improve processes and products, and therefore places higher demands on human capital. To
cope with this, the Chinese government proposed the Made in China 2025 Strategy in 2015 to
guide the transformation and upgrading of China’s manufacturing industry. Thus, the VET
industry is crucial for China to increase its human capital and achieve competitiveness in the

manufacturing industry.
1.1.2 Current status and future prospects of the VET industry in China

In terms of market demand for the VET industry, China needs a large pool of skilled talent to
successfully achieve economic transformation and, especially, the necessary upgrade in
manufacturing. Zhang (2019) points out that only one-third of the industrial workers in China
are skilled workers, of which 60% are junior workers, 35% are intermediate workers, and 5%
are senior workers. In Germany, however, senior workers account for 35% - 40%. This shows
that there is a huge demand for skilled personnel in China, especially senior technicians. To
meet that demand would require and, therefore, bring about rapid growth in China’s VET
industry. With regard to student numbers, according to China’s Modern Vocational Education
System Construction Planning (2014-2020), there were already up to 210 million people
receiving continuous VET services in China in 2012 (Ministry of Education of China
[MOEC] et al., 2014). Based on this, China’s 13th Five-Year Plan for National Education
Development issued in 2017 estimated that the demand for VET services could reach 350
million in 2020 (State Council of China, 2017). From the perspective of the VET market size
in monetary terms, the Report on the Competition Pattern and Future Development Trends
of Chinese Vocational Education Industry Market 2019-2025 shows that the Chinese
vocational education and corporate training market in 2017 reached RMB 600 billion and 150
billion yuan, accounting for about 27% and 7% respectively of the whole education market
(Zhiyan Consulting Group, 2018).
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In terms of the market supply of the VET industry, since the reform and opening up in
China, the VET system framework has gradually been established to provide multiple VET
services for China’s economic and social development. According to China’s Modern
Vocational Education System Construction Planning (2014-2020), as shown in Figure 1.1,
there are three kinds of VET providers in China: vocational colleges and universities; firms’

own internal training centers; and other VET institutions (MOEC et al., 2014).

VET Providers
Y A4 A 4
Vocational colleges Firms’ internal Other small private
and universities training centers VET institutions

Figure 1.1 Three types of VET providers in China

Source: Drawing according to MOEC et al. (2014).
Vocational colleges and universities, which are mostly public, are the main VET providers

and offer lifelong vocational education and training services to all types of workers. It can be
seen from China’s Modern Vocational Education System Construction Planning (2014-2020)
that China’s vocational colleges and education groups accounted for 75% of the VET market
in 2012 (MOEC et al., 2014). Firms’ own internal training centers are the second type of
VET provider. By establishing an institutionalized system of job training, these centers
provide continuous VET services to their own workers based on the demands of the firms’
business development. In addition to these first two types of providers there is a third, which
involves a large number of private, smaller VET institutions. Owing to the lower entry and
exit barriers of these institutions, they can be operationally more flexible and, therefore,
perform an important bridging function in matching the supply and demand of the VET
market.

In terms of the future prospects of the VET industry in China, to get a sense of the
opportunities and challenges brought about by the industrial revolution and economic
transformation, the State Council of China issued the National Vocational Education Reform
Implementation Plan in Feb. 2019, which clarified the objectives, requirements and measures
for vocational education reform (State Council of China, 2019). The plan proposes that
China’s vocational education system should emphasize academic education and training in
equal measure so that different educational content can correspond to the different learning

needs of workers. It also aims to establish a “1+X” certification system, which translates as -
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one academic certificate plus any number of vocational skill certificates. This system is
intended to help cultivate the technical compound skills and talents essential for future work
opportunities. It finally emphasizes the integration of industry and the education system by
promoting school-firm cooperation and by stimulating firms to actively participate in
designing VET curricula. These reform guides are in line with the future prospects of the
global VET industry and will greatly promote the upgrading of China’s VET industry. These
ideas are the same as the Closing the Skills Gap Project published by the World Economic
Forum in 2017, which shows that VET institutions should organize work-based learning for
workers and ensure that curricula development is aligned with the market demand for skills
(World Economic Forum, 2017).

1.1.3 The significance of small private VET institutions in China

Small private VET institutions play a significant role in the development of China’s VET
industry. This can be shown by comparing the three types of VET providers. In terms of VET
programs, these three providers have different characteristics and roles.

The first step is to analyze the characteristics of vocational colleges and universities,
especially the public institutions among them. Compared with the other two types of
institutions, these are large in size and, having superior educational resources, are at an
advantage with regard to fundamental and professional knowledge. Benefiting from strong
political support, they are qualified to provide academic education and, more importantly, can
issue academic certificates, thus setting a high entrance barrier within the VET industry.
However, the main problem with vocational colleges and universities is that most of their
VET programs are not designed in close connection with market demand and consequently
do not meet the standards vocational professions require. The reason is that academic
education was dominant in China for a long time, and the development of vocational
education seriously lagged behind.

The second step is to analyze the characteristics of firms’ internal training centers. These
centers design and implement VET programs more suited to their own development, with the
programs being mainly based around the firms’ production operations and designed to match
their practical business needs. However, due to the limitations of firms’ internal educational
and training resources, these VET programs may lack forward-looking content in terms of the
industry’s future prospects. Hence, there is a strong need for these internal training centers to
cooperate with external VET institutions.

The final step is to outline the characteristics of the small, private VET institutions. These
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institutions have no academic education credentials and cannot issue academic certificates.
Due to the entry and exit barriers to this type of VET institution being low, there are a large
number of them providing similar adult training programs, which leads to fierce competition.
There is a huge difference in size between these institutions and the dominant vocational
colleges and universities. According to the MOEC (2020), the number of private VET
institutions had reached 32,780 in 2019. They are called small institutions because the average
number of faculty and full-time teachers is only 11 and 6 respectively. By comparison, the
average number of faculty and full-time teachers in universities in 2019 was 1,476 and 969,
491 and 362 in higher vocational colleges, and 106 and 84 in secondary vocational schools.
However, compared with the dominant vocational colleges and universities, the small private
VET institutions are market-oriented and highly flexible. Only a small number of such
institutions rely on their own full-time teachers to design and carry out VET programs, with
most of them acting as a bridge between vocational colleges or universities and enterprises
and students. They link university teaching and training resources to market demand and play
a very important role in matching the supply and demand of VET programs. Until now this
type of institution has been an indispensable intermediary in promoting university-enterprise
cooperation and industry-university integration.

The importance of small private VET institutions in China can also be seen in The Future
of Jobs Report 2018 published by the World Economic Forum (2018). The report uses survey
data to show the projected use of training providers by the Chinese companies surveyed. As
shown in Annex B.1, the internal department is the respondents’ first choice, accounting for
52%. Among the external VET institutions, private training providers and private educational
institutions account for 28% and 21% respectively, higher than the ratio of public educational
institutions (18%) and public training providers (14%). This data shows that private VET
institutions, despite a shortage of sufficient educational resources and political support, target
more the needs of firms’ labor re-education and up-skilling, leading to higher market
recognition. As a result, the private VET institutions play an important role in upgrading the

vocational education industry.

1.2 Research problem and questions

Within China’s VET industry, small private VET institutions face the dual dilemma of a
shortage of educational resources and little or no market reputation, so it is difficult for them

to achieve success. As previously mentioned, there are three types of providers in China’s



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based
Research

VET industry: vocational colleges and universities, firm’s own internal training centers, and
other small private VET institutions. First and foremost are the vocational colleges and
universities, especially the public institutions. These have superior educational resources and
strong political support under China’s economic system, with public ownership as the
mainstay. More importantly, they are accredited to provide academic vocational education and
issue academic certificates. This sets a high industrial barrier to entry and exit, leading to high
market power. Second are firms” own internal training centers which design and provide VET
programs based around their own business needs, and do not participate in market
competition. The third type are the small private VET institutions with little or no market
reputation. They lack high-quality VET resources and, having little or no control over market
demand, find themselves up against intense competition and under enormous market pressure.
In addition, the vast majority also lack the capability to offer differentiation in their VET
programs. From the perspective of industry characteristics, the entry and exit barriers being
low means the number of similar institutions is high. Therefore, in the rapidly changing
industrial environment, it is of important research significance to explore how these small,
private VET institutions overcome the shortage of educational resources and lack of market
reputation to gain competitive advantages. One representative of a small private VET
institution (ZK) has successfully overcome the dual dilemma by building dynamic capabilities.
This makes it of great significance as a model to reference with regard to the development of
similar organizations.

The ZK institution (hereinafter ZK) is a small private VET institution in China. It was
established in Chengdu City, Sichuan Province in 2003 with 30 employees and a
registered capital of 2.43 million RMB yuan (equivalent to 321 thousand Euros). When it was
first established, and like other small private VET institutions, ZK faced the dual dilemma of
a shortage of education and training resources and little or no market reputation.

During the 17 years of its development, however, ZK actively adapted to both the demand
and developmental trends of the VET industry. By building dynamic capabilitie of sensing
opportunities and threats, seizing opportunities, and managing threats and reconfiguring
resources, ZK has successfully overcome the dual dilemma of a shortage of VET resources
and little or no market reputation. ZK’s success lay in managing to transition from an ordinary,
small private VET institution to a learning center that can provide online university degree
programs and a National Talent Training Base accredited by the Ministry of Industry and
Information Technology of China (hereinafter MIITC). It has achieved this by dint of hard

work and a willingness to take the risks inherent in entrepreneurship. It developed customized
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majors for online university degree programs in continuing education (hereinafter online
degree programs), built up its social capital of broad social networks in the VET industry,
instituted an innovative business model matching VET supply and demand by customizing
majors for online degree programs targeting the electric-power industry and, along the way;,
garnered a reputation among customers and cooperators. ZK has not only integrated with the
education and training resources of universities, but is also highly regarded by the cooperating
universities and related government departments, all of which has ultimately led to ZK
achieving a competitive advantage.

ZK has gone through three stages of development. Step by step it has broken through the
dual dilemma of shortage of VET resources and lack of market reputation. With its innovative
and differentiated VET program majors and curricula, quality corporate customer resources
and good quality management of programs, ZK has not only been rated as an excellent
learning center for online university degree programs by the MOEC for five consecutive years,
but is also acknowledged by MIITC as an excellent National Talent Training Base. These
successes have secured ZK’s good reputation and led to continuous growth in enrollment,
income and profits. For example, ZK had only 18 employees in 2019, but enrollment for its
online VET programs reached 12,688 students. Its annual revenue and gross profit in 2019
was 95.77 million RMB yuan (equivalent to 12.67 million Euros) and 38.96 million RMB
yuan (equivalent to 5.15 million Euros), respectively. Whether from the point of view of its
economic indicators or for its market reputation and government recognition, ZK has become
a leader among the small private VET institutions. Against the background of rapid changes in
China’s VET industry, the development and final success of ZK demonstrates the dynamic
process of building dynamic capabilities and gaining competitive advantages. This thesis
chose, therefore to conduct a descriptive case study of ZK that analyzes its past, present and
future development, and tries to explore the evolution of its dynamic capabilities and
competitive advantage through which ZK successfully got round the dual dilemma.

Based on the above problem description and ZK’s development stages, the specific

research questions of this thesis are as follows:

1. As a small and private VET institution, what was the dual dilemma of shortage of
education and training resources and lack of market reputation initially faced by ZK?
What has ZK done so far to cope with this dilemma?

The development dilemma faced by ZK at the beginning of its establishment is a common

problem for small private institutions in China’s VET industry. Through extensive data
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collection in the VET industry, analysis of external and internal environment and comparative
research on different types of VET institutions, the thesis first reveals that the problem of dual
dilemma initially faced by ZK is a shortage of education and training resources and lack of
market reputation.

Secondly, based on a dynamic capabilities framework and a survey of the main
stakeholders, the thesis elaborates how ZK built dynamic capabilities of sensing opportunities
and threats, seizing opportunities, and managing threats and reconfiguring resources to cope
with the dual dilemma and successfully achieve competitive advantages. By conducting
in-depth interviews with ZK’s leaders and employees, the thesis reviews the ZK’s trajectory
from the time of its inception through to the present day. The thesis also investigates the
requirements for an evaluation of ZK based on interviews with VET resource providers
(cooperating universities), related government officers, managers from corporate customers,

and graduate students.
2. What growth issues is ZK currently facing in its competitive landscape?

Although ZK has obtained short-term competitive advantage in its past development, it still
faces many growth issues in its current and future competitive landscapes. By conducting
in-depth interviews with main stakeholders and analyzing both the internal and external
environment, this thesis reveals that the main growth issues ZK is now facing are: its
differentiated courses are being imitated by competitors, some market regions have been

taken away, customer resources are too individual, and the supplier has too much power.
3. What strategic actions should ZK take to achieve sustainable growth?

Based on the analysis of ZK’s current growth problems, the thesis explores what strategic
actions ZK should take to improve its dynamic capabilities so as to adapt to the new

development environment and achieve sustainable competitive advantage.

1.3 Research framework

The framework of the thesis is as follows:

Chapter 1: Introduction. This chapter introduces the research background, the research
issue and questions, the research framework and future contribution.

Chapter 2: Literature review. This chapter reviews the fundamental theories and the
related applied literature to provide a theoretical background and analytical framework for the

thesis. In terms of fundamental theories, the content includes position theory which focuses
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on the external environment, and the resource-based view focusing on internal organization.
The literature of dynamic capability and its micro-foundations is reviewed emphatically. In
terms of applied research, this includes literature focusing on the VET industry in both the
European Union and China.

Chapter 3: Research methods and design. This chapter covers methods of research design,
data collection and data analysis. It also explains why a single, descriptive case study was
chosen, how data were collected from desk research and in-depth interviews, and how the
qualitative and quantitative data were analyzed.

Chapter 4: Evolution and development stages of ZK. This chapter depicts the detailed
historical development of ZK from its beginning up to now, and divides the process into
stages. It introduces the ways ZK has so far dealt with the dilemma of a shortage of
educational resources and little or no market reputation and provides background for the
following descriptive case study.

Chapter 5: Evolution of ZK’s external environment. Using external analysis tools such as
PEST analysis and the five-force model, and macro-level, industry-level data and interview
data, this chapter analyzes ZK’s external environment from an evolutionary perspective. The
content includes (1) how the external scenario has evolved since the start of ZK; (2) what
the current external strategic context is, as well as the competitive scenario; and (3) the
expected changes to the external scenario that will likely affect the future development of ZK.
The final part is of the most importance and is analyzed based not only on documental
evidence but also on interviews with qualified experts.

Chapter 6: ZK’s dynamic capabilities, micro-foundations and future strategic choices.
First, based on the interview data and development stage of ZK, a framework for analyzing
ZK’s dynamic capabilities is proposed. Based on this, a descriptive case study of ZK’s
dynamic capabilities and its micro-foundations is carried out to extract the strengths and
weaknesses of ZK. Second, combined with the opportunities and threats faced by ZK and
analyzed in Chapter 5, this chapter uses the SWOT framework to identify the main strategic
issues and to propose ZK’s future strategy options.

Chapter 7: Conclusions and future research. This chapter summarizes the results,
discusses implications for theory and practice, points out the limitations and makes

suggestions for future research.
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1.4 Relevance of the research

This thesis chose as its research object a representative small private VET institution in China
(ZK), and will conduct a descriptive case study to analyze ZK’s past and current development.
It aims to explore the evolutionary process through which ZK built dynamic capabilities and
gained competitive advantage in a dynamic external environment, and puts forward strategic
choices for ZK’s future development.

The theoretical relevance of the thesis is that it applies the theory of strategic management,
especially dynamic capabilities, to China’s VET industry, which broadens the research scope
of existing theories. A review of the literature shows that most studies on dynamic capabilities
focus on high-tech industries and manufacturing, there being few studies on dynamic
capabilities based on VET industries.

The practical relevance of the thesis is that conducting a descriptive case study on ZK, a
representative small private VET institution in China, will be useful to similar VET
institutions, local regulators and other stakeholders in the VET industry in China as well as
the foreign institutions interested in the Chinese VET industry. In practice, with the
acceleration of China’s economic transformation, the VET industry has developed greatly.
Rapidly changing environments have promoted the development of the dynamic capabilities
of VET institutions. Therefore, studying this dynamic evolution process helps to deepen the
understanding of changes in the VET industry, and the dynamic capabilities and
micro-foundations of VET institutions. This thesis focuses on the evolutionary path that ZK
took as it built up its dynamic capability in order to get round the dual dilemma of a shortage
of VET resources and little or no market reputation to finally gain a competitive advantage. It
also reveals the strengths and weaknesses of ZK, as well at the opportunities and threats it
faces, and puts forward the strategic choices for the future development of ZK. This research
not only provides a good reference for the construction of dynamic capabilities and
micro-foundations of similar VET institutions in China, but also helps local regulators to
understand the basic demands of such VET institutions and improve related policies. It also
helps other stakeholders to fully understand the typical characteristics of this type of VET
institution and better achieve cooperation. In addition, this thesis also has important practical
significance for foreign institutions interested in the Chinese VET industry by helping them
understand the dynamic environment and main stakeholders of China’s VET industry and the

evolutionary path of small private VET institutions.
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Chapter 2: Literature Review

As Hitt, Ireland, and Hoskisson (2016) show, the strategic management process is a set of
decisions and actions taken by a company to achieve strategic competitiveness and excess
profits, and consists of three basic elements of analysis, strategy and performance.
Specifically, companies first need to analyze their external and internal environments to
determine what resources, capabilities, and core competencies are available to them to support
strategic action. Companies then need to implement two strategic actions through strategy
formulation and strategy implementation to pursue positive performance of expectations.
During this process, positioning and action are two different concepts in strategic
management. The positioning concept advocates logical analysis from the outside in, focusing
on the analysis of the industrial environment. The action view advocates logical analysis from
the inside out, focusing on the analysis of enterprise resources and capabilities, and regards
the core competitiveness of a particular company as a resource-based capability able to obtain

a sustainable competitive advantage over competitors (McGuigan et al., 2011).
2.1 Positioning theory

2.1.1 Basic ideas

As Andrews (1980) points out, “corporate strategy iS the pattern of decisions in a company
that determines and reveals its objectives, purposes, or goals, produces the principal policies
and plans for achieving those goals, and defines the range of businesses the company is to
pursue, the kind of economic and human organization it is or intends to be, and the nature of
the economic and non-economic contribution it intends to make to its shareholders,
employees, customers and communities.” When a company successfully formulates and
implements a value creating strategy, it achieves strategic competitiveness (Hitt, Ireland, &
Hoskisson, 2016). When a company “implements a strategy that creates superior value for
customers and that its competitors are unable to duplicate or find too costly to imitate”, it has
a competitive advantage (Teece, 2014).

From the 1960s to the 1980s, the external environment was considered to be the main

determinant of a successful strategy for business selection (Hoskisson et al., 1999). This
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forms the basic idea of strategic positioning theory. Under this theory, the industry or segment
of a company’s industry has a greater impact on a firm’s performance than internal factors.
Therefore, corporate performance depends mainly on a range of industry characteristics,
including economies of scale, barriers to market entry, product differentiation, and
concentration of firms in the industry (Hitt, Ireland, & Hoskisson, 2016). Figure 2. 1 shows
the analytical framework and the steps of the strategic positioning theory, which divides the
company’s strategic management process into five steps. The premise of this framework is
that excess profits are mainly determined by environmental characteristics external to the
enterprise, rather than the internal resources and capabilities of the enterprise. Therefore,
enterprises should choose strategies that can obtain excess profits in specific industries and

implement them efficiently.
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Figure 2.1 External analytical framework based on positioning theory
Source: Hitt, Ireland, and Hoskisson (2016)

2.1.2 Critical assumptions

The positioning theory relies on the following four fundamental assumptions (Galbreath &

Galvin, 2008). Firstly, the external environment is assumed to impose pressures and
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constraints on a firm’s strategies. Secondly, most companies competing in the same industry
are assumned to have similar strategic resources and take similar strategic actions. Thirdly,
strategic resources are assumed to be highly mobile across competing companies, so the
resource differences between companies will not last long. Fourthly, strategic decision makers
are rational and pursue profit maximization goals. Given these assumptions, companies
should therefore choose the most attractive industry to compete and improve business
performance by imitating the best practice.

The positioning theory suggests that the external environment of a company, rather than
its unique internal resources and capabilities, and the strategic positioning chosen (if
successfully implemented), determine its profits. However, the external environment of a
company is not the only determinant of profits. Some companies can obtain excess profits in
industries with fierce competition and slow growth, while some companies cannot formulate
and implement strategies that can achieve excess returns even in industries with many
opportunities and few threats. The study of McGahan and Porter (2003) shows that only about
20% of a company’s profitability can be explained by the industry the company has chosen to
compete in, while 36% of the profitability can be explained by the company’s characteristics
and actions taken. Hence it can be seen that both the external environment and a company’s

internal resources and capabilities jointly determine the realization of the excess profits.
2.1.3 Analytical tools

As shown in Figure 2.1, the external environment of strategic analysis involves three levels:
the overall environment, the industry environment, and the competitive environment. Together,
they determine the opportunities and threats facing the enterprise. In contrast, general
environmental analysis focuses on overall macro-environmental trends and their impacts.
Industry environmental analysis focuses on factors and conditions that affect the profitability
potential of the industry, while competitive environmental analysis focuses on predicting
competitors’ behaviors, reactions, and intentions (Hitt, Ireland, & Hoskisson, 2016).
Analytical tools corresponding to the external environment include PEST analysis, the
five-force model, and competitive intelligence analysis.

PEST analysis is a strategic tool for overall environmental analysis and focuses on the
political, economic, social, and technological segments outside companies. The overall
environment influences the strategic choices and performance of an industry and internal
business. Companies cannot directly control the overall environmental factors, so the trends

of each factor and their possible impact on the business should be recognized (Hitt, Ireland, &
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Hoskisson, 2016).

The five-force model is a tool for analyzing the industrial environment. The industrial
environment is a set of factors that directly affect companies and their competitive behaviors
and responses  (Hitt, Ireland, & Hoskisson, 2016). According to the
structure-conduct-performance (S-C-P) model, the industrial structure determines the
behavior and long-term performance of the firm. For the industrial structure, Porter (1980)
proposed a conceptual framework to analyze the industrial environment from the five
competitive forces, which includes the intensity of rivalry, threat of substitutes, threat of
potential entrants, buyer’s power and supplier’s power. Compared to the macro-analysis of the
overall environment, the analysis of these forces belongs to the micro perspective of the
enterprise.

In Porter’s (1980) five-forces framework, as shown in Annex B.2, the profit rate of an
enterprise is firstly determined by the intensity of competition among existing competitors.
This is affected by factors such as industry concentration, conversion costs, exit barriers, and
industry growth rate. The second force is the threat of alternatives. The greater the difference
between the substitutes, the higher the brand loyalty of the product; the more significant the
network effect, the smaller the threat of the substitute and the stronger the profitability of the
enterprise. The third force is the threat of potential entrants. Entry threats are determined by
entry costs, and entry costs depend on the level of entry barriers. The higher the barrier to
entry, the more profitable the incumbent is. Factors affecting entry barriers to industry include
economies of scale, product differentiation, customer loyalty, channel access, and government
policies. The fourth force is consumer/buyer bargaining power, which is determined by
factors such as the concentration of consumers, the degree of standardization of products, the
level of industrial production capacity, network effects, and potential backward integration.
The last force is the supplier’s bargaining power, which is determined by the number of
suppliers, the degree of differentiation and substitutability of the products supplied, and the
potential for forward integration.

As an extension of Porter’s Five Force framework, Brandenburger and Nalebuff (1995)
used the game theory tool to introduce a sixth, the “complementors” of market forces.
Different from the market share of competitors, the complement here will help to increase the
value of the company’s products or services when selling products or providing services,
thereby increasing market share. For example, Intel, which manufactures microprocessors,
has a complementary relationship with Apple, the computer manufacturer. Forming strategic

alliances rather than engaging in traditional competition can help companies gain competitive
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advantage.

The competitive environment is the final part of the external environment analysis, which
complements the analysis of the overall macro environment and industrial environment
(Kilduff, Elfenbein, & Staw, 2010). Competitor analysis is about how companies collect and
understand competitor information, that is, competitive intelligence. Competitive intelligence
analysis helps companies gather intelligence about their competitors and about global public
policies in order to better understand and predict competitors' goals, strategies, assumptions,
and capabilities (Hitt, Ireland, & Hoskisson, 2016).

2.2 Resource-based view

2.2.1 Basic ideas

As Hitt, Ireland, and Hoskisson (2016) showed, the premise of strategic positioning theory is
that the excess profits of enterprises are mainly determined by the external environment. The
resource-based view (RBV), however, is that the company’s strategy and excess profits are
mainly determined by the company’s unique resources and capabilities. This theory focuses
on the role of resources and capabilities in determining a company's core competencies, and
thereby determines the source of competitive advantage.

According to Barney (1991), resources are all kinds of tangible and intangible assets that
are controlled by enterprises and invested in the production process. The four main types of
tangible resources involve: (1) financial resources, such as financial strength and borrowing
capacity, (2) organizational resources, such as formal planning, control and coordination
systems, (3) physical resources, such as plant equipment, ability to obtain raw materials, and
(4) technical resources, such as patents and trade secrets. The three main types of intangible
resources are human resources such as knowledge and skills, innovative resources such as
technology and innovation capabilities, and reputation resources such as brand, customer and
supplier reputation (Hall, 1992).

According to Barney and Hesterly (2015), capabilities are a subset of enterprise resources
and are tangible and intangible assets that enable companies to make better use of existing
resources, including marketing capabilities, teams, and collaboration. Core competencies are
resources and capabilities that provide a source of competitive advantage for companies,
generally expressed in the form of organizational functions. In RBV, the three concepts of

resources, capabilities and core competencies are not strictly distinguished. The concept of

17



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based
Research

resources refers to the intangible and tangible assets used by enterprises. It is also believed
that the process of acquiring various resources and developing unique capabilities is the way
to integrate the process of using resources.

Taking the resource-based view, the strategy chosen by the company should give full rein
to its resources and capabilities to avoid any disadvantages and help it obtain excess profits in
an attractive industry. Figure 2.2 shows a strategic analysis framework that takes a
resource-based view (Hitt, Ireland, & Hoskisson, 2016). This still includes five steps, but is
fundamentally different from the industry identification highlighted by the strategic

positioning theory.
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Figure 2.2 Internal analytical framework based on resource-based view
Source: Hitt, Ireland, and Hoskisson (2016)

2.2.2 Critical assumptions

Compared with the assumptions of positioning theory, the resource-based view follows such
general assumptions as the company’s pursuit of profit maximization and the bounded

rationality of managers. However, two different critical assumptions about resources and
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capabilities are put forward (Barney & Hesterly, 2015).

Firstly, companies’ resources and capabilities are unique and heterogeneous and, therefore,
are the basis of competitive advantage. The resource-based view assumes that each
organization is a unique combination of resources and capabilities, so even within the same
industry, the resources and capabilities of competing firms may be quite different and, as such,
determine the size of profit between firms. This is totally different from the assumption of
positioning theory that the strategic resources and capabilities within an industry are similar.

Secondly, resources and capabilities are not highly mobile across companies. In contrast
to the high mobility of enterprise resources assumed by positioning theory, the resource-based
view holds that resource transfer and acquisition between companies have high barriers, so
companies with specific resources and capabilities will continue to gain competitive
advantage. Companies that lack these resources and capabilities have long been lagging
behind due to high acquisition costs. A possible explanation for why some companies
outperform others even if they compete in the same industry may derive from these two
assumptions.

Although the resources and capabilities of companies are playing an increasingly
important role in determining competitive advantages, the characteristics and evolution of the
industrial structure still form the main basis for companies to formulate long-term competitive
strategies. Therefore, both the external industrial environment and the company’s internal
resources and capabilities simultaneously affect the company’s performance (Kapoor & Furr,
2015). The positioning theory and resource-based view are complementary since the former
focuses on the external environment of a firm while the latter focuses on its internal resources
and capabilities. Hence, as suggested by Barney and Hesterly (2015), a firm’s strategy should
be an organic combination of what it could do (that is, the strengths and weaknesses of the
internal organization) and what it should do (that is, the opportunities and threats of the

external environment).
2.2.3 Analytical tools

Based on the RBV, we need to analyze the various resources and capabilities that the
company has and the competitive advantages it may generate, thereby identifying the
strengths and weaknesses within the company. The tools for internal enterprise environmental
analysis mainly include the VRIO framework, the dynamic capability framework and the

value chain analysis.
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2.2.3.1 VRIO framework

The first analytical tool of the resource-based view was proposed by Barney (1991). He
argues that to ensure a competitive advantage, the company’s resources must be valuable, rare,
inimitable and non-substitutable (VRIN). However, the source of competitive advantage
should not be static resources, but should be the effective use of key resources (Peteraf &
Barney, 2003). To this end, the company’s organizational structure has been emphasized, thus
forming a new analytical tool for RBV--VRIO, that is, the basis of competitive advantage is
valuable, rare, inimitable resources and organization. Compared with VRIN, VRIO
emphasizes the prominent role of the company’s internal organizational structure in
transforming key resources into competitive advantages (Barney, 1995, 1997).

Annex B.3 provides a detailed description of the VRIO framework. Here, four key
questions about the strengths and weaknesses of a company should be answered. The first is
the question of value i.e., whether a certain resource helps the enterprise to seize the
opportunity of the external environment and mitigate the threat of the external environment;
the second is the scarcity problem i.e., whether a certain resource of the enterprise is
controlled by a few competitive enterprises; third is the imitation problem, which is whether
the enterprise lacking a certain resource faces high imitation cost; and the fourth is the
organizational problem i.e., whether the enterprise strategy is organized around the effective
use of its valuable, scarce and difficult to imitate resources. If the answer to these four
questions is in the affirmative, then the resources and capabilities constitute the advantage of
the enterprise, otherwise it becomes a disadvantage of the enterprise (Barney & Hesterly,
2015).

2.2.3.2 Dynamic capability framework

Since the VRIO framework does not specify how unique resources and capabilities are
obtained (Priem & Butler, 2001), the researchers propose the concept of dynamic capability
(DC) to explain how a firm innovates its resources and capabilities to adapt to a changing
business environment and to ensure the acquisition and maintenance of competitive advantage
(Ambrosini & Bowman, 2009).

(1) Concept of dynamic capabilities

The concept of dynamic capabilities has undergone a long evolution. Back in 1994, Teece and
Pisano proposed the term ‘“dynamic capabilities” as a source of a firm’s competitive
advantage. Teece and Pisano (1994) emphasize the dynamic capabilities from two aspects,

that is: “the term of ‘dynamic’ refers to the shifting character of the environment” and “the
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term of ‘capabilities’ emphasizes the key role of strategic management”. On this basis, many
researchers define this concept from the perspective of capabilities. For example, Teece,
Pisano, and Shuen (1997) define the dynamic capabilities as “the firm’s ability to integrate,
build, and reconfigure internal and external competences to address rapidly changing
environments”. Winter (2003) defines dynamic capabilities as those that operate to extend,
modify or create ordinary capabilities. He regards dynamic capabilities as higher-order
capabilities, different from ordinary or “zero-level” capabilities that permit a firm to “make a
living” in the short term. Similarly, Teece (2016) distinguishes ordinary capabilities, which
are about “being efficient”, from dynamic capabilities, which are about “learning and
improving and about being innovative and effective”. Teece (2007) further disaggregates
dynamic capabilities as sensing (opportunities and threats), seizing (opportunities), and
reconfiguring (resources) capacities. Teece (2014) also finds that dynamic capabilities are
built on the idiosyncratic characteristics of entrepreneurial managers and the history-honed
routines and culture of the organization. Based on the systems theory framework, Teece
(2018a) regards dynamic capabilities as a workable system that involves the explicit role of
management/leadership being to allow systemic change to start.

Another perspective that defines dynamic capabilities is process-based. For example,
Eisenhardt and Martin (2000) argue that dynamic capabilities are not vague or tautological,
but involve “a set of specific and identifiable processes such as product development,
strategic decision-making, and alliancing”. According to their observations, dynamic
capabilities have commonality in corporate management practices, commonly known as “best
practices”. The effective model of dynamic capabilities change with the market environment.
The more highly volatile the markets, the greater the difference in dynamic capabilities. They
point out that the value of dynamic capabilities to a company’s competitive advantage
depends on the allocation of the resources they create, not on the capabilities themselves.
Similarly, Zollo and Winter (2002) refine and define dynamic capability as “a learned and
stable pattern of collective activity through which the organization systematically generates

and modifies its operating routines in pursuit of improved effectiveness”.

(2) The nature and microfoundations of dynamic capabilities

The concept of dynamic capabilities is very abstract and hard to  understand. Therefore, it is
necessary to establish an analysis framework for dynamic capabilities by clearly defining its
nature and micro-foundations. Just as Helfat and Peteraf (2015) said, the micro-foundations of

dynamic capabilities have assumed greater importance in the search for factors that facilitate
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strategic change.

There has been much debate among researchers regarding this field. Helfat et al. (2007)
disaggregate two aspects of dynamic capabilities as the deployment of resources in a firm and
the search, selection and creation of resources, both of which serve “to purposefully create,
extend or modify” the firm’s resource base. Wang and Ahmed (2007) regard adaptive
capability, absorptive capability and innovative capability as three main component factors of
dynamic capabilities which help firms link internal resource advantage to external
marketplace-based competitive advantage.

In the analysis framework proposed by Teece (2007), dynamic capabilities are
disaggregated into three aspects as sensing, seizing, and reconfiguring capacities. Specifically,
Teece describes them as capacities “(1) to sense and shape opportunities and threats, (2) to
seize opportunities, and (3) to maintain competitiveness through enhancing, combining,
protecting, and, when necessary, reconfiguring the business enterprise’s intangible and
tangible assets”. In this framework - shown in Figure 2.3, the micro-foundations of dynamic
capabilities is further summarized as “distinct skills, processes, procedures, organizational
structures, decision rules, and disciplines”. This analysis framework of dynamic capabilities
not only defines capabilities of resource integration and reconfiguration from the perspective
of behavior, but also defines capabilities of seizing opportunity and threats from the cognitive
perspective (Bareto, 2010). It helps to understand the contents of the dynamic capabilities
“black box” (Dixon, Meyer, & Day, 2014), and provides a baseline from which to understand

the sources of a company’s competitive advantage.
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Figure 2.3 Nature and microfoundations of dynamic capabilities

Sources: Teece (2007)
The dynamic capability analysis framework proposed by Teece (2007) has become an
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important basis for subsequent research. Based on this framework, Helfat and Martin (2015)

focus on micro-foundations at the level of individual managers and introduce the concept of
“managerial cognitive capability” with the definition of “the capacity of an individual
manager to perform one or more of the mental activities that comprise cognition”. As shown
in Annex B.4, for the dynamic managerial capabilities of sensing, seizing, and reconfiguring,
the micro-foundations are identified as perception, attention, problem-solving, reasoning,
language and communication, and social cognition.

Teece (2018b) further highlights the interdependence between dynamic capabilities,
business models, and strategies. As shown in Figure 2.4, dynamic capabilities and strategy
combine to create and refine a defensible business model, which guides organizational
transformation. In this framework, the sensing, seizing, and transforming capabilities are
described as identifying opportunities, designing and refining business models, and

committing resources, and realigning structure and culture, respectively.
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Figure 2. 4 Dynamic capabilities, business models, and strategy

Source: Teece (2018b)
In the application of Teece (2007)’s framework, Warner and Wager (2019) explore how

incumbent companies in traditional industries build dynamic capabilities for digital
transformation. They propose a process model comprising three dynamic capabilities (digital
sensing, digital seizing, and digital transforming) and nine relevant micro-foundations. As
shown in Figure 2.5, factors of external triggers, internal enablers and barriers are also

considered.
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Figure 2. 5 Microfoundations of dynamic capabilities for digital transformation

Source: Warner and Wager (2019)
In the context of transition economies, Dixon, Meyer, and Day (2010) distinguish

dynamic capabilities such as deployment capabilities from search and innovation capabilities
based on stages of organizational transformation, and explain how these capabilities are
linked to organizational learning. Later, Dixon, Meyer, and Day (2014) built an
empirically-grounded synthesis of the micro-foundations of the dynamic capabilities based on
Teece (2007). By conducting a descriptive case study on a Russian oil company, Yukos, in a
highly volatile environment, they identified two types of dynamic capabilities - adaption and
innovation - that help an organization obtain short-term and long-term competitive advantage,
respectively. As shown in Annex B.5, Dixon, Meyer and Day indicate that “adaptation
dynamic capabilities relate to routines of resource exploitation and deployment, which are
supported by acquisition, internalization and dissemination of extant knowledge, as well as
resource reconfiguration, divestment and integration. Innovation dynamic capabilities relate to
the creation of completely new capabilities via exploration and path-creation processes, which
are supported by search, experimentation and risk taking, as well as project selection, funding
and implementation.”

Other research perspectives of dynamic capabilities involve social capital,
entrepreneurship, innovation and so on. In terms of social capital, Blyler and Coff (2003)
argue that “social capital is essential for the acquisition, integration, and release of resources
at the core of a dynamic capability”. Based on this, Luo and Liu (2009) also propose that the

micro-foundations of dynamic capabilities involve not only the sensing capability, absorptive

24



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based
Research

capacity, and integrating capability but also the relationship capability which includes the
ability to establish and integrate social capital, to integrate social network relationships, and to
promote positive interaction between related members.

In terms of entrepreneurship, Zahra et al. (2006) propose that one source of dynamic
capabilities are the entrepreneurial processes which “reconfigure a firm’s resources and
routines in the manner envisioned and deemed appropriate by its principal decision-maker(s)”.
In contrast to the extant literature focusing on entrepreneurship in start-up firms, Teece (2016)
regards entrepreneurial management as a core element of dynamic capabilities in large
organizations. Here, entrepreneurial management is composed of transformational leadership
and organizational entrepreneurship, and defined as “the ability to sense opportunities and
shifts in the business environment, to coordinate the resources to exploit promising new
avenues, and to develop plans to adapt the organization and its business model” (Teece, 2016).
Bendig et al. (2018) integrate micro-foundations of dynamic capabilities from both the
managerial and organizational levels. They argue that the individual- or managerial-level
micro-foundation represented by the personality of CEOs influences the organizational-level
micro-foundations represented by knowledge-based capital, which is to say human, social,
and organizational capital.

In terms of innovation, Parthasarathy et al. (2011) separate dynamic capabilities into two
types by innovation characteristics, and hypothesize that “material resource-based dynamic
capability will positively impact product innovation, people resource-based dynamic
capability (especially managerial resource-based) will positively impact process innovation”.
Based on the assumption that dynamic capabilities facilitate the ability to adapt to change
through innovation, Rothaermel and Hess (2007) argue that the antecedents to innovation lie
across the individual-, firm-, and network-levels and have compensatory or reinforcing effects

on innovative output at the firm level.

(3) Dynamic capabilities and microfoundations in the context of China

Regarding the dynamic capabilities in the context of Chinese organizations, researchers
mainly focus on the micro-foundations and determinants of dynamic capabilities, and their
roles in obtaining competitive advantage. The research perspectives involve knowledge
management, technology innovation, strategic orientations and entrepreneurial orientation in
environment dynamics. \Very little literature focuses on the dynamic capabilities of VET
organizations in China. Case studies and regression analyses are the main methods.

In terms of organizational knowledge, Dong et al. (2004) regard dynamic capabilities as a
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collection of knowledge and propose that the process of knowledge growth is the process of
dynamic capability formation. They divide knowledge capabilities into three categories which
include specific knowledge, integrative knowledge and deployment knowledge, disaggregate
the evolution of knowledge-based dynamic capabilities as four stages involving mutation,
internal selection, dissemination, and maintenance, and conduct a single case study of a listed
company in Hunan Province, China. Zheng et al. (2011) define knowledge-based dynamic
capabilities as “the ability to acquire, generate and combine knowledge resources to sense,
explore and address environment dynamics”, and disaggregate them as knowledge acquisition
capabilities, knowledge generation capabilities, and knowledge combination capabilities. By
using survey data from 218 Chinese manufacturing companies and structural equation
modeling, they explore the impact these capabilities have on innovative performance in
networked environments. Tseng and Lee (2014) argue that a firms’s knowledge management
capability can be applied to develop dynamic capabilities. From the responses to 232
questionnaires of small and medium-sized enterprises (hereafter SMEs) in Taiwan, they found
that the knowledge management capability enhances an organization’s dynamic capability,
and the latter further improves organizational performance.

Technological innovation is another main field in dynamic capabilities research. To
answer the question as to what types of innovation based on dynamic capabilities improve
corporate competition, Jiao (2011) disaggregates dynamic capabilities as four categories,
namely sensing opportunities, integrating and reconfiguring, organizational flexibility, and
technological flexibility. He also classifies innovation into two types, exploitative innovation
and exploratory innovation. From the responses to 162 questionnaires issued to Chinese firms,
he finds that through two types of innovation, dynamic capabilities can help raise firms’
short-term financial performance and long-term competitive advantage (see Annex B.6).

Following Teece (2007), Jiao, Alon, and Cui (2011) disaggregate dynamic capabilities as
sensing capability, seizing capability and integrative capability, and investigate the
relationships between innovation strategy, environmental dynamism and dynamic capabilities.
Based on the completed questionnaires of 110 high-tech and knowledge intensive firms in the
Yantz River Delta region in China, they find that an innovation strategy can build and upgrade
dynamic capabilities in both stable and rapidly changing environments.

Luo et al. (2014) define dynamic capabilities as the integration and reconfiguration
capabilities needed to cope with chaotic and complex environments during a period of
technological paradigm change. The dynamic capabilities are disaggregated as organizational

learning capabilities, knowledge management capabilities, integration, coordination and
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reconfiguration capabilities, and unique implementation capabilities such as focusing on the
extreme and on trial-and-error accumulation. Based on this, a theoretical framework of
dynamic capabilities, technological paradigms and innovative strategic behaviors was put
forward and a descriptive case study of Tencent WeChat’s micro-innovation of integration and
iteration was conducted.

Using multiple case studies on 14 successful Chinese innovators, Williamson (2016)
defined a new dynamic capability which he called “accelerated innovation” and described it
as “the capacity for dramatically faster and less costly new product development and
disruptive innovation”. He went on to explore how these leading companies build and
leverage dynamic capabilities by pursuing a strategy of accelerated innovation. This shows
that the micro-foundations of their dynamic capabilities involve not only the sensing, seizing
and reconfiguring capacities proposed by Teece (2007), but also flexible organizational
structures and processes. Specifically, dynamic capabilities built by Chinese leading firms
include: sensing by moving rapidly through “launch-sense-improve” cycles; Sseizing
opportunities through a “flexible assembly line” product development process; seizing
opportunities by reengineering new product development through simultaneous engineering;
seizing opportunities by modularizing the product development process; and transforming by
combining vertical hierarchy with horizontal flexibility (Williamson, 2016).

Zheng et al. (2016) explore the relationships between technological catch-up, dynamic
capabilities and innovation capabilities based on the single case study of a manufacturing firm.
They found that the dynamic capabilities of sensing, seizing and reconfiguring promote
innovative capability and continuously improved during the process. Jiao et al. (2017) chose
Chinese State-owned SMEs on which to conduct their case study on the effect of dynamic
capabilities on strategic transformation. They found that dynamic capabilities such as seizing
opportunities of State-owned enterprise reform, integrating external resources, and developing
innovative technology help to promote organizational transformation.

From the perspective of strategic orientation, which focuses on how firms interact with
external environments, Zhou and Li (2009) examine whether three types of strategic
orientations, namely customer orientation, competitor orientation, and technology orientation,
build dynamic capability and its contingencies in China’s emerging economy. By using survey
data from 380 Chinese firms and adaptive capability as a key element of dynamic capabilities,
they found that strategic orientations play important roles in building adaptive capability, but
the role of different orientations is contingent on market dynamics. Li and Liu (2014) affirm

that they used an adapted definition of dynamic capabilities by Barreto (2010) to fit better
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with the Chinese context, and disaggregated dynamic capabilities into three dimensions,
namely, strategic sense-making capacity, timely decision-making capacity, and change and
implementation capacity. By using survey data from 217 enterprises in China, they found that
dynamic capabilities have a positive impact on firms’ competitive advantage, and that
environmental dynamism is a driver rather than a moderator.

From the perspective of entrepreneurial orientation, Jiao, Wei, and Cui (2010)
disaggregate dynamic capabilities as environmental sensing capabilities, change and renewal
capabilities, technological and organizational flexibility capabilities, and distinguish
entrepreneurial orientation as innovativeness, risk-taking and proactiveness. Using
questionnaire data from the Yangtze River Delta region in China, they found that while
dimensions of entrepreneurial orientation have a positive impact on dynamic capabilities,
organizational learning plays a partial mediating role between the two.

There is scant literature focusing on the dynamic capabilities of Chinese VET
organizations. Qin and Cao (2008) define dynamic capabilities as the ability of higher
vocational schools to adapt to a complex and rapidly changing environment and enhance
competitive advantages. The dynamic abilities of higher vocational schools are disaggregated
as managerial capabilities, organizing and coordinating capabilities, and innovation
capabilities. Among them, managerial capabilities are reflected in seizing opportunities and
threats and formulating or repositioning development strategies. Organizing and coordinating
capabilities are reflected in rapidly integrating resources and restructuring process to form a
new routine. Innovation capabilities are reflected in an organization’s continuous response to
market demand changes. Three ways to build dynamic capabilities are proposed. These are:
internal cultivation, inter-school joint development, and external acquisition.

Choosing private higher education institutions as a research object, He (2009) proposes
that dynamic capabilities that secure competitive advantage involve building a learning
mechanism, developing a competency system, effectively integrating resources, and choosing
the right strategic path. Wang and Qin (2011) point out that there are five dimensions of
dynamic capabilities of higher vocational schools, namely: strategic ability, organizing ability,
learning ability, innovation ability, and college-enterprise cooperation ability. Han and Dong
(2016) studied the dynamic capabilities of the E-commerce major of a vocational college and
found that a major’s dynamic capabilities are determined by the strategic capabilities of the
major’s leaders, the learning capabilities of professional teams, and the routines consistent
with dynamic strategies. Nan and Zhang (2016) discuss how to build the dynamic capabilities

of a college-enterprise cooperation network for higher vocational education institutions. The
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college-enterprise cooperation network is regarded as having dynamic, open, complementary,
expansive, and self-organizing characteristics. Hence to establish mechanisms of
college-enterprise cooperation flexibility, it is necessary to have environmental adaptation,
development by learning and co-governance. These helps build the dynamic capabilities of
the college-enterprise cooperation network and achieve innovative development. Zhang and
Liu (2017) conducted interviews with 15 experts from Sichuan, Guizhou, and Yunnan
provinces in China, and pointed out that the dynamic capabilities of higher vocational
colleges have three dimensions, namely: knowledge management, college-enterprise
cooperation, and innovation, and that the development and improvement of these affects
competitiveness. They also argue that the intangible assets are the guarantee and key driving
factor for building the dynamic capabilities of higher vocational colleges.

The above literature review is summarized in Table 2.1. It shows that the dynamic
capabilities at both the aggregate and micro-foundations level are specific in different
contexts, so the dynamic capabilities in one field may not necessarily be the same in another
(Luo et al., 2014). This means that research on dynamic capabilities should to be carried out
based on specific context.

Combining both the existing literature and the business practice of the small private VET
institution ZK, this thesis proposes a dynamic capabilities framework to conduct a descriptive
case study on ZK (see Table 2.2).

29



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based Research

Table 2.1 Review of representative studies on dynamic capabilities in the context of China

AE;LZ?;S Method and sample Focus of the study Microfoundations of dynamic capabilities
Dong et al. Single case_stud_y a Constructing a dynamic capability evolution model  Specific knowledge; integrative knowledge;
manufacturing listed firm in e
(2004) Hubei province based on organizational knowledge deployment knowledge
Zheng et al. Regression _analy5|s; .218 Exploring the impact of dynamic capabilities on Knowle_dge acquisition capabilities, knovyled_ge
manufacturing firms in Yangtze . - : . generation capabilities, knowledge combination
(2011) River Delta region innovation performance in networked environments capabilities
Tsengand  Regression analysis; 232 SMEs Exploring the relatl_o_nshlps betv_veen knc_)v_vledge N
. ; management capability, dynamic capability and Knowledge management capability
Lee (2014) in Taiwan >
organizational performance
Jiao (2011) Regression analysis; 162 firms  Considering what types of innovation based on Sensing opportunities, integrating and reconfiguring,
in Yantz River Delta region dynamic capabilities improve corporate competition organization flexibility, technological flexibility
Regression analysis; 110 Investigating the relationships between innovation
Jiaoetal.  high-tech and knowledge gating PS . sensing capability, seizing capability and integrating
. S e . strategy, environmental dynamism and dynamic A
(2011) intensive firms in Yantz River it capability
Delta region capabilities
. ) , Constructing a theoretical framework of dynamic Organizational 'ear!".”.g (’t"".pab'““?S; knowle_dge_
Luoetal.  Single case study; Tencent’s L . . ) . management capabilities; integration, coordination and
capabilities, technological paradigms and innovative - . L) eI X
(2014) Wechat product - : reconfiguration capabilities; unique implementation
strategic behaviors o
capabilities
- . . - Exploring how Chinese leading companies build and . . N e .
Williamson Multiple-case study; 14 leading : - Sensing, seizing and reconfiguring capacities; flexible
. . leverage dynamic capabilities to pursue a strategy of L2
(2016) Chinese companies . . organizational structures and processes
accelerated innovation
. . . Exploring how dynamic capabilities play a role in
Zheng etal. Asingle case S“!dy'  leading technological catch-up and the accumulation of Sensing, seizing and reconfiguring capacities
(2016) manufacturing firm : - S
innovation capabilities of latecomers
Jiao et al. Single case_study; a S_tate-owned Exploring how State-owned SMEs build dynamic _Selzmg_opportunltles of Statel-owned enterprise reform;
manufacturing SME in N . . integrating external resources; developing innovative
(2017) capabilities to promote strategic transformation

Shandong province

technology
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AE;LZ?;S Method and sample Focus of the study Microfoundations of dynamic capabilities
Regression analysis; 380 firms  Exploring whether strategic orientations (customer
Zhou and  in consumer product categories  orientation, competitor orientation and technology Adantive capabilit
Li (2009)  in six major manufacturing orientation) build dynamic capability and its P P y
industries contingencies in China’s emerging economy
Liand Liu  Regression analysis; 217 Invgstlgatlng the relat!onshlps bet-ween o Stra}tgglc senge-makmg_cgpamty; tlmely .
X environmental dynamism, dynamic capabilities and  decision-making capacity; change and implementation
(2014) enterprises .- .
competitive advantage capacity
Jiao, Wei Regression analy3|s; h_|gh—tech Examlnmg hOW. to develop dynam!c capab|l|t_|es Environmental sensing capabilities; change and renewal
. and knowledge-intensive through utilization of entrepreneurial orientation and e . s e
and Cui business firms in Yangtze River continuous organizational learning in the context of capabilities; technological flexibility capabilities;
(2010) . 9 . g 9 organizational flexibility capabilities
Delta region China
Qinand Concentual Exploring the composition and development path of Managerial capabilities; organizing and coordinating
Cao (2008) P dynamic capabilities of higher vocational schools capabilities; innovation capabilities
Exploring the composition of dynamic capabilities of Building a learning mechanism; developing a
He (2009) Conceptual private higher vocational colleges to realize competency system; effectively integrating resources;
sustainable development choosing the right strategic path
Exploring how to build dynamic capabilities of Strategic ability; organizing ability; learning ability;
Wang and ; . o : ; . AN s .
. Conceptual higher vocational schools to maintain consistency innovation ability; college-enterprise cooperation
Qin (2011) ) -
with market needs ability
Han and Exploring how to build dynamic capabilities of a Strategic capabilities of major leaders; learning
Dong Conceptual specific major in higher vocational colleges to capabilities of professional teams; routines consistent
(2016) maintain consistency with market needs with dynamic strategies
Nan and Discussing how to build dynamic capabilities of College-enterprise cooperation flexibility;
Zhang Conceptual college-enterprise cooperation network for higher environmental adaptation; development by learning ;
(2016) vocational colleges co-governance
Zhang and  Conceptual, interviews with 15  Exploring the composition of dynamic capabilities of Knowledge management; college-enterprise
Liu (2017) experts higher vocational colleges cooperation; innovation
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Table 2.2 Dynamic capabilities framework for case study on ZK

Dynamic
Capability

Microfoundation Name Microfoundation Description

Reference(s)

Sensing
opportunities
and threats
(Teece, 2007)

Seizing
opportunities
(Teece, 2007)

Managing
threats and
reconfiguring
resources
(Teece, 2007)

Entrepreneurship The capability of entrepreneurs to figure out how to spot
opportunities of technologies and markets, how to interpret
new events and developments, which technologies to
pursue and which market segments to target.

Social capital The capability of individuals or organizations to secure
benefits from sensing opportunities and threats by virtue of
membership in social networks.

Designing business model  The capability of designing value proposition in product

based on value chain and service, customer needs and geography, defining the
value chain structure, and selecting the revenue and cost
structure to meet customer needs.

Integrating resources The capability of combining specialized and co-specialized
including complements assets to enhance value.

Organization flexibility The capability of flexibly adjusting organizational
structures, incentives and routines to support a new
business model

Commitment and The capability of implementing a new business model by
implementation demonstrating leadership and effective management,
building loyalty and cooperating with stakeholders.

Organizational learning and The capability of integrating know-how from outside as

knowledge management well as within the organization and further generating new
knowledge to maintain competitiveness through
institutional arrangements for learning and
knowledge-sharing.

Zahra et al. (2006); Teece (2007); Teece (2016);
Han and Dong (2016); Bendig et al. (2018)

Blyler and Coff (2003); Luo and Liu (2009)

Teece (2007, 2018); He (2009); Warner and
Wager (2019)

Teece (2007, 2018); He (2009); Jiao (2011);
Wang and Qin (2011); Dixon et al. (2014); Nan
and Zhang (2016); Jiao et al. (2017)

Teece (2007, 2018); Jiao, Wei and Cui (2010);
Wang and Qin (2011); Williamson (2016); Han
and Dong (2016); Warner and Wager (2019)

Teece (2007); Qin and Cao (2008); Luo et al.
(2014); Nan and Zhang (2016); Zhang and Liu
(2017)

Teece (2007); He (2009); Zheng et al. (2011);
Wang and Qin (2011); Tseng and Lee (2014);
Dixon et al. (2014); Luo et al. (2014); Han and
Dong (2016); Nan and Zhang (2016); Zhang and
Liu (2017)
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2.2.3.3 Value Chain

The third internal analysis tool is value chain analysis. To understand the relationship between
resources, capabilities, and core competencies, value chain analysis is used to examine
whether a company's capabilities are a source of core competencies and competitive
advantages (Costa et al., 2013). Porter (1985) first proposed value chain analysis and defined
the value chain as a series of value creation activities of the enterprise. By systematically
disaggregating corporate activities, companies can better design organizational structures,
identify industry segments, and analyze relevant value chains in different areas (Nucciarelli et
al., 2017). In business practice, all successful business models are value-based since they are
based on customer expectations of perceived value; the business model then determines which
part of the value chain forms the final product created by the business plan (McGuigan et al.,
2011).

In Porter’s value chain model, companies’ value creation activities are divided into two
broad categories: primary activities and support activities (Porter, 1985). The primary
activities are the substantive activities of the company’s production and operation, including
inbound logistics, operations, outbound logistics, marketing and sales, and service. Support
activities involve firm infrastructure such as accounting, legal, financial, control, public
relations, quality assurance, and general strategic management, human resource management,
technological development, and procurement. Since each link in the enterprise value chain
requires the use and integration of different resources and capabilities, value chain analysis
encourages researchers to study the resources and capabilities of firms at a more micro level
to understand the sources of competitive advantage based on resources.

Porter’s value chain model was originally proposed based on manufacturing. However,
with the advancement of management practices, the analytical perspective of the value chain
has also undergone a major transformation. As summarized by Freeman and Liedtka (1997),
the changes in research focus are reflected in five areas (see Annex B.7). First, from the
physical value chain to the virtual value chain, the latter involves the creation and use of
information. The flow of information accompanying the flow of matter provides a new set of
opportunities for competitive advantage (Rayport & Sviokla, 1995). Second, the shift from
the product itself to the underlying capabilities in the input-output process extends the focus
of analysis from a single department to multiple departments. Third, the transition from
in-company analysis to inter-company analysis. This stems from the fact that partnerships and

alliances between organizations can create new value chains and create higher value than a
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single organization. Fourth, the value chain shifts from static and fixed concepts to evolving
and shapable concepts. Companies are increasingly seen as part of a cross-industry business
ecosystem rather than a single industry member (Moore, 1993). Finally, the perception of the
value chain shifts from a linear and sequential perspective to a matrixed and a simultaneous
perspective. Value is no longer created by the static capabilities of individual companies, but
by a wider range of value creation activities carried out simultaneously by different
companies (Freeman & Liedtka, 1997). Consistent with the evolution of the value chain
research perspective, a number of related concepts have been proposed, including value
networks (Li & Whalley, 2002), value grids (Pil & Holweg, 2006), and value groups
(Normann & Ramirez, 1993).

In addition, in order to give full play to the role of value chain analysis, it is necessary to
extend the enterprise value chain model to the entire business system and conduct research on
supplier value chains, channel value chains, and buyer value chains. When companies have
good business relationships with suppliers and customers, they have social capital, which is
based on trust between partners. When companies cannot create value in value chain activities,
outsourcing becomes an effective alternative.

In conclusion, matching what a firm can do (a function of its resources, capabilities and
core competencies in the internal organization) with what it might do (a function of
opportunities and threats in the external environment) is a process that yields insights that the
firm requires in order to select strategies (Hitt, Ireland, & Hoskisson, 2016). SWOT analysis
provides a comprehensive analytical framework by identifying four elements included in the
acronym (strengths, weaknesses, opportunities, and threats). This method aims to increase
strengths and reduce weaknesses while evaluating opportunities and identifying threats
(Dyson, 2014). It allows firms to specify the objective of firms and identify the internal and

external factors, both favorable and unfavorable, that are necessary to achieve that objective.

2.3 Review on VET development

2.3.1 Review on VET development in European Union

In the European Union (hereinafter EU), fast-changing technical developments and global
competition have led to growing demand for well-qualified workforces. To meet this demand
and improve the performance, quality and attractiveness of VET in Europe, the EU launched

the “Copenhagen process for enhanced European cooperation in VET” in 2002 to strengthen
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the connection among stakeholders and to foster common learning (Cedefop, 2015). Based on
the Copenhagen Process, the European Commission acts in partnership with all relevant
stakeholders to (1) improve the quality of training (initial education and continuing
development), (2) improve the quality of teachers, trainers and other professionals in the
sector, and (3) make courses more relevant to the labor market. The European Commission’s
work on VET is supported by two agencies. One is the European Centre for the Development
of Vocational Training (Cedefop) which provides information and analysis of VET systems,
policies, research and practice in the EU. The other is the European Training Foundation (ETF)
that works to develop VET systems in the Western Balkans, neighboring countries and
Central Asia.

With the support of the European Commission, there has been continuous cooperation
among all relevant VET stakeholders including national governments, employers’ and
workers’ groups in the EU and abroad. As the official website of the EU shows, in June 2009,
the ‘Recommendation of the European Parliament and of the Council on the Establishment of
a European Quality Assurance Reference Framework for VET (EQAVET)” was adopted. The
EQAVET framework comprises an action pattern for quality assurance and quality
improvement in VET, based on the PDCA (plan-do-check-act/review) cycle, or Deming cycle,
quality criteria and indicative descriptors, and a set of coherent quality indicators (Cedefop,
2015). EQAVET is a voluntary system to be used by public authorities and other bodies
involved in quality assurance.

In 2015, Cedefop published the VET Provider Handbook: Supporting Internal Quality
Management and Quality Culture that was intended first and foremost for VET providers
rather than policy-makers (Cedefop, 2015). This handbook seeks to help VET institutions
create or improve their quality management processes for the benefit of the institution itself,
students and society. Based on multiple-case studies of 20 vocational training institutions with
successful quality management practices, the handbook provides a series of guidance and
recommendations to guide VET providers towards establishing and improving their quality
management system (QMS) based on the PDCA cycle. It states that VET’s effective internal
quality management should: (1) involve all relevant stakeholders; (2) improve the quality of
both teaching and learning; and (3) adjust the delivery process of key services. The
handbook also lists an example of strategic planning by VET agencies based on internal
quality management. As shown in Annex B.8, the overall objective of strategic planning is to
modernize the learning processes. The sub-objectives involve strengthening self-learning and

increasing the use of e-learning. Teachers and trainers should develop and provide appropriate
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supplementary materials and study guidance for self-learners and online learners through a
series of teaching activities.

Through promoting a series of policy measures, the EU’s VET has achieved remarkable
results. According to the first Cedefop opinion survey on VET in Europe, of the 24,146
respondents who received vocational education, 90% were satisfied with the general skills
they acquired, 89% were satisfied with the quality of the teaching, 87% were satisfied with
the work-related skills they had acquired, and 81% were satisfied with the teaching equipment

(Cedefop, 2017). All these satisfaction levels were higher than those for general education.
2.3.2 Review on VET development in China

Rising unemployment is one of the most serious problems facing the world’s economies and
societies. With this in mind, the United Nations Educational, Scientific and Cultural
Organization (UNESCO) issued the Strategy for Technical and Vocational Education and
Training (TVET) (2016-2021) with the objectives of: (1) supporting Member States in their
efforts to enhance the relevance of the TVET system; (2) cultivating in all Young people and
adults the necessary skills to achieve employment, find decent for jobs, equip them for
entrepreneurship and lifelong learning; and (3) ultimately promote the overall implementation
of the 2030 Agenda for Sustainable Development. This strategy provides a good opportunity
to accelerate the development of China's vocational education and training industry and
increase the level of international cooperation.

In terms of the development of China’s VET industry, the China Vocational Education
2030 Report points out that after years of reform and development, China’s vocational
education has explored a development path with Chinese characteristics (Central Institute for
Vocational and Technical Education of Ministry of Education, 2016). China’s VET has
accumulated a wealth of experience, but it also faces bottlenecks that need to be urgently
unblocked. Measures already adopted include: first, to serve the national strategy, VET has
been adapting to the requirements of major national strategies such as Made in China 2025,
the Belt and Road Initiatives, Innovation-driven Development, and New Urbanization
Construction; second, VET has made quality improvement a priority and tried to combine
students’ professional ethics, professional skills and humanities; third, rigorous reforms and
innovation have been adopted to actively explore various forms of talent training models,
school-running models, cross-regional VET cooperation and integration of industry demand
and education supply; and fourth, while strengthening top-level design, local institutions have

been encouraged to take the path of differentiated and diversified development based on
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actual conditions.

However, the development of China’s VET is still beset by problems (Central Institute for
\ocational and Technical Education of Ministry of Education, 2016). First, the VET has not
received the attention it deserves, and the phenomenon of emphasizing academic
qualifications and neglecting practical ability is still serious. Second, the management system
needs to be improved. At the national level, the VET lacks a separate administrative
department or system. It is managed by multiple functional departments including the
Ministry of Education, the Ministry of Industry and Information Technology, and the Ministry
of Human Resources and Social Security. Therefore, coordination and cooperation among
multiple departments has become an important factor in ensuring the quality of VET and the
healthy development of the industry. At the local level, insufficient input from provincial and
municipal governments has restricted the development of the VET industry. Third, the
incentive mechanism for enterprises to participate in VET cooperations is insufficient, which
makes it difficult to effectively promote the integration of industry and education and
school-enterprise cooperation. Fourth, the fundamental capability of vocational colleges is
relatively weak. The curricula setting does not fit well with the industry and regional
development. The teaching mode and evaluation method are not adapted to the VET
requirements of skilled and technical talents. And information technology has not been fully
applied in VET. As a result, the quality of personnel education and training is not adequate to
meet the needs of economic, social and human development. Hence Wu and Ye (2018) point
out that a modern technological and vocational education system closely related to
employment, industrial restructuring and economic development should be established to
make it flexible, open, unique and independent. The management form of VET should be
shaped into “a style which the central government plan, the local government implement and
social parties participate in”. Through the cooperation of different stakeholders, it is beneficial
to improve the efficiency of VET resources and realize the unity of VET development and
social and economic development.

In addition, the Chinese government has cooperated extensively with international
institutions to actively promote the development of the VET industry. For example, the
Australian government-funded VET reform project has been piloted in Chongging, China’s
municipality, and has achieved a good outcome. With the implementation of China’s Belt and
Road Initiatives, the VET cooperation between China and countries along the route has made
progress. Take Kenya as an example, a collaborative educational program called the

Kenya-China Technical and Vocational Education and Training (TVET) project has used
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modern equipment to improve classrooms and developed essential skills for Kenyans through
many cooperation opportunities with Chinese companies, leading to an increase in
self-employment and manufacturing in Kenya and mutual understanding between the two
countries (Musyimi, Malechwanzi, & Luo, 2018).

In the field of sub-sectors, scholars have carried out targeted research based on VET
needs brought about by the actual development of different industries. For example, based on
China’s fast-growing wind power industry and its education and training needs related to
wind energy, Xie et al. (2013) studied wind energy education and training in current Chinese
universities and training centers, and found that education and training in wind energy is
lacking overall. It lags behind the growth of the wind power industry, so while there are
tremendous opportunities, there are also enormous challenges. Specifically, public universities
recognized by the Ministry of Education are the mainstay of wind energy education, but there
are shortcomings, such as the long years of education and lack of sufficient flexibility. The
shortage of professionals has created a huge demand for on-the-job training, especially for
short-term courses or on-site instructional courses, but the number of existing wind energy
training institutions in China is far from sufficient. Based on the characteristics of the
chemical industry and the need for safety training, Chen et al. (2021) put forward a talent
training model related to chemical process safety from three aspects of the curriculum-system,
teaching and evaluation. In conclusion, the close integration of VET systems with related
industries is a priority area and a core principle of VET policy reform in China (Comyn,
2007).
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Chapter 3: Research Design and Methods

3.1 Selection of research method: single-case study

3.1.1 Introduction to case study research

3.1.1.1 Application and classification of case study methods

Case study is one of the important methods in social science research. It helps provide
understanding of comprehensive social phenomena, to uncover new concepts and ideas, and
even to build theories (Eisenhardt, 1989). Compared with other methods such as
experimentation, survey and historical analysis, there are three situations in which case study
is more applicable. Firstly, the main research questions are about “how” and “why”. Secondly,
the research object is a contemporary, real-life phenomenon or event. Thus, there is a
considerably less defined line between the phenomena under study and the context, which
differentiates the case study method from historical research and survey. Thirdly, researchers
can’t control the research objects or only have a very low degree of control, which makes a
case study different from an experiment (Yin, 2014).

There are many types of case studies. First, depending on the purpose of the research,
case studies can be divided into three types: an exploratory, descriptive, and explanation or
causal case study. Second, in terms of the number of units of analysis, the case study involves
two categories: a single unit of analysis (holistic) case study and a multi-unit of analysis
(embedded) case study. The latter has a number of logical sub-units including organization as
a whole and individuals. Third, in terms of the number of cases, case studies can involve
either single or multiple cases. The single-case study design is applicable to five situations,
that is: cases have either critical, unusual, common, revelatory, or longitudinal characteristics.
Among them, longitudinal case studies are comparative studies of a single case at two or more
different time points, or at different stages of development. When these five conditions are not
met, the single-case study design is just the pilot case at the beginning of the multiple-case
study.

3.1.1.2 Design of case study research

As case study is an empirical research method, designing a research plan is extremely
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important. The case study design uses empirical data to establish a logical relationship
between the questions to be studied and the final conclusions. There are five elements of
research design, i.e., research questions, theoretical assumptions (if any), unit of analysis, the
logic to connect the data and assumptions, and the criteria for explaining the research results
(Yin, 2014). The first three elements determine how to collect case data, and the last two
elements determine how to analyze case data.

Case study design generally consists of three steps. The first step is to define research
issues, put forward theoretical assumptions, and define the unit of analysis. Only by properly
constructing the problem framework can the case study design and research result be
interpreted. The theoretical hypothesis is a hypothesis about why behavior, events, structures,
and thoughts occur (Sutton & Staw, 1995). It is important to propose theoretical assumptions
based on research questions. This not only makes the research design more convincing,
explains the final data more deeply, and summarizes the results of the case study through
analytic generalization, but also helps avoid repeating work by guiding data collection and
analysis. Defining the unit of analysis is to determine the case to be studied and to set case
boundaries. A case to be studied can be a single person or an event or entity, depending on the
definition of the research question. Setting the case boundaries refers to determining them
with regard to space, time, or otherwise.

The second step is to collect data from multiple sources. As there are more variables of
interests than data points in case studies, researchers need to collect data through multiple
sources. Data sources of case studies involve archives, interviews, questionnaires, and
observations (Eisenhardt, 1989). It is important to combine the data and conduct cross
analysis to form a chain of evidence. Researchers should collect as much information as
possible to ensure that most of the evidence is from two or more different sources.

The final step is to analyze the data based on the appropriate analysis strategies and
techniques. There are four basic analysis strategies which involve analyzing the case based
on theoretical assumptions, and from the bottom up, performing case descriptions, and testing
rival explanations. Case analysis techniques involve model matching, explanation building,
time-series analysis, use of logical models, and cross-case analysis. If the rival explanations
can be considered and further verified or rejected one by one during the process of data
analysis, the conclusion will be more convincing and explanatory. Data analysis tools involve
computer-assisted qualitative data analysis software (CAQDAS) or general text processing
tools such as Word or Excel.

Case study is an important research method to use in conducting an in-depth study and
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even to help build theories. Eisenhardt (1989) proposed a whole process framework of
building theories from case study research. Besides the above three steps of case studies, and
in addition to the above process which involves defining research questions, selecting cases,
designing protocols, entering the field and analyzing data, the other steps involve shaping

hypotheses, comprehensively covering the literature and reaching conclusions.

3.1.1.3 Verification of case study design

The quality of case study design is reflected in four aspects: trustworthiness, credibility,
confirmability, and data dependability. Yin (2014) proposed four standards for verifying
design quality and the corresponding implementation strategies and phases. As shown in
Table 3.1, constructing validity involves forming a set of correct and operable indicators for
research concepts. The internal validity applies only to an explanation case study by finding
causal links from phenomena. The external validity is to conclude research results according
to a particular theory through analytical generalization. The reliability involves making every
step of the case study repeatable. The implementation of these four inspection indicators is
distributed over different stages such as research design, data collection, evidence analysis,
and report writing.

Table 3.1 Inspection standards and implementation strategies of case study design quality

Inspection Stages of case study to
standards Case study research strategy conduct strategy
- Use multiple sources of evidence .
. . . Data collection
Constructing - Forma chain of evidence .
L . . . . Data collection
validity - Require the main providers of evidence to Report writin
check and verify the case study protocol P g
- Use model matching Evidence analysis
Internal - Build explanation Evidence analysis
validity - Analyze rival explanation Evidence analysis
- Use logic models Evidence analysis
External - Guide single-case study by theories Research design
validity - Conduct multi-case study by replication Research design
A - Ues case study protocol Data collection
Reliability ) X
- Build case study database Data collection

Source: Yin (2014)

3.1.2 Selection of the single-case study method

The design of a case study depends on the nature of the phenomenon and questions being
studied. This thesis chose to conduct a single case study on a small private VET institution,

(ZK), because this case has both common and descriptive characteristics. ZK is quite
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representative of small private VET institutions in China. It was transformed from an internal
training center of an IT company. When it was established, ZK had a registered capital of 2.43
million RMB yuan (equivalent to 321 thousand Euros) and 30 employees. Similarly, to other
small private VET institutions, ZK faced the dual dilemma of a shortage of education and
training resources and little or no market reputation in its early stages of development. This
thesis aims to explore how ZK evolved during its three-stage development and built the
dynamic capabilities to overcome the double dilemma and gain competitive advantage. This
makes the case study common and descriptive. Based on this research object, it is an
explanation case study.

For the case study of ZK, the unit of analysis is embedded. This means that in addition to
the case study research method, the survey method is supplemented to obtain more
comprehensive data and deepen the analysis of the embedded unit of analysis. Specifically,
the thesis not only explores the stages of development and related characteristics of ZK at an
overall organizational level, but also interviews ZK’s VET programs’ graduate students,
corporate customers, and government departments to register their evaluations.
Furthermore, the research design of this case study is flexible and is constantly adjusting to
the collection of data, thus ensuring that the research plan of this thesis is rigorous.

For the purpose of this research, it is of great relevance for the thesis to conduct a
single-case study of a private small VET organization in the Chinese context. One reason is
that there are large differences between China and Western developed countries in terms of
the political, economic, social and technological environment and the VET industry.
Obviously, the adoption of the case study research method is helpful to comprehensively
depict the Chinese phenomenon and contribute to the theoretical and practical research based
on the Chinese context.

At the same time, environmental dynamism is an important driving force of dynamic
capabilities (Teece, 2007; Li & Liu, 2014). China is a typical transitional economy and its
VET industry is undergoing rapid change, which has brought huge changes to VET
institutions. During its 17 years of development, ZK, a representative small private VET
institution, has actively adapted to the environmental dynamism of China’s VET industry. By
building dynamic capabilitie of sensing opportunities and threats, seizing opportunities, and
managing threats and reconfiguring resources, ZK has become an online learning center for
universities and a National Talent Training Base of MIITC. ZK’s differentiated professional
curricula and good reputation have resulted in continuously rising enrollment numbers,

increasing income and profits, and in its successfully managing to overcome the double
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dilemma of a shortage of VET resources and little or no market reputation, all of which has
led to gaining a competitive advantage. Therefore, a descriptive single case study on ZK is
revelatory and intense and can more deeply demonstrate environmental dynamism and ZK’s
evolution. It can also provide a good reference model for the development of similar VET

institutions in transitional economies.

3.2 Selection of the study case

This thesis chose to conduct a single-case study on the small private VET organization, ZK.
ZK was established in Chengdu City, Sichuan Province in 2003 with a registered capital of
2.43 million RMB yuan (equivalent to 321 thousand Euros) and only 30 employees. Its
predecessor was the internal training center for an IT company. When it was first set up ZK,
like other small private VET institutions, faced the dual dilemma of a shortage of education
and training resources and little or no market reputation.

During 17 years of development, however, ZK has built up dynamic capabilitie of sensing,
seizing and reconfiguring, and has finally earned excess profit. In 2019, ZK had only 18
employees, but the number of registered students in its online VET programs reached 12,688.
The annual revenue and gross profit in 2019 reached 95.77 million RMB yuan (equivalent to
12.67 million Euros) and 38.96 million RMB yuan (equivalent to 5.15 million Euros),
respectively. In terms of both its income and gross profit per capita, ZK is a very successful
institution among small private VET institutions.

Looking at ZK’s 17-year development trajectory, ZK has been transformed from an
offline IT training institution competing in multiple industries, to an online VET institution
mainly targeting the electric-power industry. More importantly, it has obtained two VET
qualifications: one as an online learning center for universities in China and the other as a
National Talent Training Base accredited by MIITC.

Table 3.2 depicts ZK’s stages of development and the actions taken over time to
overcome the dual dilemma of a shortage of educational resources and little or no market

reputation to finally obtain competitive advantage.
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Table 3.2 ZK’s three stages of development

Stage

Year

Characteristics of ZK

Characteristics of market competition

Characteristics of VET progams

Stage | 2003-2009

Stage
Il

Stage
i

2010-2013

Since
2014

Offline IT training
institution transforming
from the internal training
center of QM IT
Company

Learning center for
university online degree
programs

Learning center for
university online degree
programs

National Talent Training
Base accredited by
MIITC

(1)Perfect competition;

(2) Competing with numerous small
private VET institutions with
homogeneous programs

(1) Oligopoly;

(2) Competing with a few online
learning centers of other universities
in Sichuan Province;

(3) Differentiated majors and curricula
of online degree programs

(1) Oligopoly;

(2) Competing with a few online
learning centers of other universities
in Sichuan Province;

(3) Differentiated majors and curricula
of online degree programs plus
vocational skill certification

(1) Provide homogeneous offline training in the IT field for different
enterprises in multiple industries;

(2) Rely on a small number of internal teachers and a large number of
external teachers;

(3) Have 30 employees, mainly marketing personnel responsible for the
promotion of undifferentiated VET programs.

(1) Identify the specific VET needs from the electric-power industry;

(2) Develop differentiated majors and curricula for employees of a central
state-owned enterprise in the electric-power industry;

(3) Become a learning center of university online degree programs to
provide differentiated degree programs on online learning platform;

(4) Provide channels for students to obtain university’s academic degree;
(5) Have 18 employees, mostly program managers responsible for
providing teaching and learning services for online degree programs.

(1) As a learning center for university online degree programs, provide
differentiated degree programs mostly targeting the electric-power industry;
(2) Provide channels for students to obtain an academic degree from
universities;

(3) Become a National Talent Training Base accredited by MIITC and
provide students with a channel to obtain professional certification through
certificate programs.
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During the first stage, ZK adapted to the changes in the external environment and strove
to survive in a fiercely competitive market. The forerunner to ZK was an internal training
center of an IT company that did not directly participate in market competition. Therefore,
when it was first established, ZK had to adapt to the fiercely competitive external
environment to survive. To this end, falling back on previous VET resources, ZK competed
fiercely with other similar institutions and actively expanded its IT training business in
various industries to acquire more customers. At this stage, similar to its peer competitors and
as previously mentioned, ZK faced the dual dilemma of a shortage of educational resources
and little or no market reputation.

During the second stage, ZK set about integrating the online educational resources of
universities. This completely solved the first part of the dilemma (the shortage of educational
resources) and led to a partial resolution for the second part (little or no market reputation).
By sensing corporate customers’ specific demand for VET and by seizing the opportunity of
public-private partnerships and online education, ZK’s next innovative move was to cooperate
with universities and become their online learning center. ZK developed a new major and
related curriculum for the employees of an electric-power company, which made it possible
for students to obtain both vocational skills training and an academic education. After
completing the required courses and getting enough credits, students could obtain an
academic qualification that would be helpful for their career progression.

During the third stage, ZK integrated government resources to overcome their lack of
market reputation. Based on the second stage of the organizational change, ZK seized the new
opportunity provided by the national vocational education reform and higher demand for
skills training. It innovated to cooperate with the government department, MIITC, and was
accredited as a National Talent Training Base. As a result of this new innovation, the students

could obtain vocational skill certificates through credit exchange.

3.3 Data collection and analysis

3.3.1 Data resources

The case study research method of this thesis strictly follows the four basic principles of data
collection in order to obtain the most sufficient and effective source of evidence and ensure
the reliability and validity of the case study data. The data sources involve two types:

secondary data and primary data. As shown in Table 3.3, the thesis’ secondary data are
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derived from relevant academic literature, research reports, government policy documents,
industrial statistics, and press articles. The primary data are derived from internal records,
interviews and participant-observation. The detailed examples are also shown in Table 3.3.

Table 3.3 Data sources of ZK case study

Type of data Data source Example
resource
Secondary  Academic literature Literature reviewed on strategic analytic tools, dynamic
data capabilities, and case study research methods
research reports VET industrial report such as VET Provider Handbook:
Supporting Internal Quality Management and Quality Culture
published by Cedefop
Government policy Implementation Plan for National Vocational Education Reform
documents issued by the State Council of China
Industrial statistics ~ Statistical Communiqué on National Education Development
and Statistical Yearbook on China’s Education issued by MOEC
Press articles Press releases; interviews
Primary data Internal records Financial reports, cooperation agreements with firms and
universities.
Interviews Leader, managers, employees; managers from firms,
universities, and government departments; Students
Participant ZK’s formal meetings, informal meetings and the field work

-observations

With regard to the detailed sources of secondary data, the reviewed academic literature
focuses on case study research methods, and analysis tools for internal and external strategic
environments, especially dynamic capabilities. The VET industrial research reports include
the Strategy for Technical and Vocational Education and Training (TVET) (2016-2021)
published by UNESCO (2016), VET Provider Handbook: Supporting Internal Quality
Management and Quality Culture published by Cedefop (2015), and Chinese consulting
reports. Government policy documents include The 13th Five-Year Plan for National
Education Development (State Council of China, 2017), and the National Vocational
Education Reform Implementation Plan (State Council of China, 2019) among others. The
VET industrial data came from the National Bureau of Statistics, the Statistical Communiqué
on National Education Development and the Statistical Yearbook on China’s Education issued
by the MOEC, and the National Talent Training Base name list issued by MIITC. Press
articles about the VET market and organizations involve press releases and interviews.
Industry websites such as the Modern Distance Education and Continuing Education of China
(http://www.cdce.cn) were also very important data sources.

With regard to the detailed sources of primary data, there are three channels, namely

internal records, interviews, and participant-observations. Internal records include: financial
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reports; business archives such as management rules for online learning platform, students’
learning records, and other administrative materials; cooperation agreements with
electric-power companies and universities; and documented communications with relevant
government departments. Regarding interview design, the internal interviewees include ZK’s
founder and dean, Mr. X, as well as the vice dean, the administrative director and project
managers. The external interviewees are managers from electric-power companies,
cooperating universities and the government department, MIITC. In the design of
participant-observations, the observation scene involves ZK’s formal meetings, informal
meetings, and the field work such as the operational process of the online learning platform.

Table 3.4 is a detailed record of in-depth interviews. The interviewees include 8 internal
interviewees from ZK and 9 external interviewees. The interview period was from 2018 to
2020. The interview duration was 1-2 hours and the average interview duration is 1.5 hours.
All interviews were unstructured. The eight internal interviewees are numbered from M1 to
M8. The nine external respondents are numbered from E1 to E9.

ZK’s internal interviewees were chosen according to the organizational structure and job
responsibilities. ZK’s organizational structure is very flat since it is a small private VET
organization with only 18 people. Its top managers include the dean, vice dean, and
administrative director. Other staff are project managers directly responsible for different
online learning programs. Based on the situation, eight respondents were selected for in-depth
interviews, among them being three top managers and five VET project managers (see Table
3.4). The interview questions with the top management team include: ZK’s history and
development stages; opportunities and challenges, advantages and disadvantages of each
development stage; core competitiveness at each stage; and the current challenges and risks.
Interview questions with project managers focused on project implementation, student
learning and evaluation, and communication with other partners.

Table 3.4 ZK interviewee details

Respondent ~ Respondent’s Seniority Organization Interview data, duration
ID and method

Internal M1 (Mr. X) Dean, the founder ZK Jan., 10, 2018, 2 hours

interviewee Jul., 15, 2018, 2 hours

Jan., 19, 2019, 1.5 hours
Jul., 20, 2019, 1.5 hours
Oct., 19, 2019, 2 hours
In-person interview
M2 Vice dean ZK Jul., 15, 2018, 2.5 hours
Jan., 19, 2019, 1.5 hours
In-person interview
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Respondent  Respondent’s Seniority Organization Interview data, duration
ID and method
M3 Administrative director ZK Jan., 20, 2019, 2 hours
In-person interview
M4 Manager for University ZK Jan., 20, 2019, 2 hours
“A” program In-person interview
M5 Manager for University ZK Jan., 26, 2019, 2 hours
“A” program In-person interview
M6 Manager for University ZK Jan., 26, 2019, 2 hours
“B” program In-person interview
M7 Manager for University ZK Jan., 27, 2019, 2 hours
“C” program In-person interview
M8 Manager for certificate ZK Jan., 27, 2019, 2 hours
program In-person interview
External El Manager of human Corporate Jul., 22, 2019, 1 hours
interviewee resources department customer Telephone
E2 Manager of training Corporate Jul., 23, 2019, 1 hours
center customer Telephone
E3 Online degree program University Jun., 10, 2019, 1.5 hours
manager “A” Telephone
E4 Online degree program University Jun., 11, 2019, 1 hours
manager “B” Telephone
E5 Online degree program University Jun., 6, 2019, 1 hours
manager “«C” Telephone
E6 Manager MIITC Jul,, 2, 2019, 1 hours
Telephone
E7 Student A University Jan., 6, 2020, 1 hours
“A” Telephone
E8 Student B University Jan., 7, 2020, 1 hours
“B” Telephone
E9 Student C University Jul., 7, 2020, 1 hours
“C” Telephone

Source: Notes on the interviews.
The nine external respondents in Table 3.4 are main stakeholders and have close business

ties with ZK. They include one manager from the human resources department and one

manager from the corporate customer’s training center, three online degree program managers

from different cooperating universities, one manager from MIITC, and three students. The

interview questions related to the demand for VET programs, assessment of the VET market

situation, and the evaluation of the quality of ZK programs.

These multi-channel data provide a triangle of evidence for this single-case study and

provide valuable evidence for objectively analyzing ZK’s internal and external development

environment and innovation practices.
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3.3.2 Data analysis

The data collected in this thesis involves two types: quantitative data and qualitative data. The
purpose of data analysis is to find answers to research questions and seek analytical evidence
based on a large amount of data. For quantitative data such as VET industry data, ZK’s
financial reports and student archives, and students’ interview data, the thesis uses Excel
software for descriptive statistical analysis. Among these, the descriptive comparison of VET
industry data provides evidence for the changes in ZK’s external environment. The analysis of
ZK’s internal records and students’ evaluation of different dimensions of the quality of the ZK
online learning programs helps to depict its innovation practices and the evolution of its
dynamic capability.

Following Dixon, Meyer, and Day (2014), this study first inductively questioned the
findings from the qualitative data, and then wove those findings into the relevant theory
identified in the literature review. Specifically, each research question is accompanied by a
source of information related to that question, including the name of the respondent and
relevant documents or observation records, to establish a link between the question and the
source of the evidence. The qualitative data is described, coded, and classified into distinct
units of meaning. Through step-by-step analytical induction, the different development stages
of ZK are devided and the data at each stage are linked to several dimensions of

microfoundations of dynamic capabilities.
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Chapter 4: Evolution and Development Stages of ZK

This chapter depicts the detailed historical development of ZK from its inception, and divides
the process into three stages. It introduces the ways ZK has so far dealt with the dilemma of a
shortage of educational resources and little or no market reputation, and provides background

for the descriptive case study that follows.
4.1 Introduction of ZK institution

ZK is located in Chengdu, Sichuan Province, China. It was transformed from an internal
training center of a private company, QM IT Company. This company was mainly engaged in
software customization and sales, providing software training services to customers through
its internal training center. In 2003, considering the development potential of the VET
industry, the QM IT Company spun off its internal training center into a separate VET
institution, ZK, by investing RMB 2.43 million (equivalent to 321 thousand Euros) as the
registered capital. The former director of the internal training center served as the dean of ZK
institution. ZK became a private VET institution under the management of the Education
Department of Sichuan Province. To begin with, ZK mainly provided offline training services
in IT related fields and was not eligible for a degree program.

Table 4.1 summarizes the development trajectory of ZK since 2003 and divides the
process into three stages.

Stage | of ZK was between 2003-2009. During that period, ZK had 30 employees and
provided offline training services in IT related fields on the basis of its training resources.
Although the potential VET market was huge, ZK’s training programs were not the only ones
available and thus, like other small private VET institutions ZK was up against stiff
competition. Compared with the dominant vocational colleges and universities, ZK faced the
dual dilemma of shortage of education and training resources and lack of market reputation. It
was very difficult for ZK to expand its training programs. As Table 4.1 shows, during the first
stage of ZK, the annual number of new students was around 2000 person-years. The annual
training income was between RMB 4-6 million (equivalent to 530-790 thouand Euros) and
the annual gross profit was about RMB 0.8-1.8 million (equivalent to 110-240 thousand
Euros).
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Table 4.1 ZK’s development of VET programs since establishmentablishment

Stage Year Characteristics of ZK Number of new Income Gross profit Field or major of VET programs
students (million (million
(people) Euros) Euros)
Stage |  2003-2009 Offline IT training 2000 0.53~0.79 0.11~0.24 IT related field
institution
Stage 11 2010 Online learning center of 8547 7.74 2.26 Electrification Technology
three universities Electrical Engineering and Automation
2011 10593 9.55 2.79 Software Engineering
Agricultural Electrical Automation Technology
2012 13198 11.82 3.78
2013 13380 12.52 3.86
Stage IlI 2014 Online learning center for 12579 11.66 4.10 Electrical Engineering and Automation
universities; Electrical Intelligence
2015 National Talent Training 11115 10.58 3.52 Software Engineering (cancelled since 2017)
Base accredited by MIITC Agricultural Electrical Automation Technology
2016 11704 11.65 4.13
2017 12022 11.85 4.46
2018 11810 11.94 4.63
2019 12688 12.67 5.15

Note: (1) Here uses 7.56 as the exchange rate of Euro and RMB yuan.
(2) The data in Stage | is average annual data.
(3) The Software Engineering major was cancelled from 2017 during Stage I11.
Source: ZK internal records.
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Stage Il of ZK was from 2010 to 2013. During this period, ZK successfully transformed
from an ordinary small private VET institution into an online learning center for three
universities, which meant it had solved the first part of the double dilemma, the shortage of
VET resources. In accordance with the cooperation agreements, ZK was authorized to carry
out online programs for the undergraduate degree courses of the partner universities, resulting
in both VET resources and market reputation. More importantly, compared with other
competitive universities, these cooperative online degree programs were significantly
differentiated for the single majors and curricula. Aiming to meet the learning needs of the
electric-power industry, ZK took the lead by setting up three majors. These were
Electrification Technology, Electrical Engineering and Automation and Agricultural Electrical
Automation Technology. Meanwhile, ZK’s staff was reduced to only 18 to match the
organizational transformation. Based on the partner universities’ online learning platform for
enrollment and learning management, ZK’s enrollment, income and profit greatly increased.
As shown in Table 4.1, the number of new students jumped to 8,547 in 2010, leading to the
annual income and gross profit increasing to RMB 55.85 million (equivalent to 7.74 million
Euros) and RMB 17.1 million (equivalent to 2.26 million Euros), respectively. By 2013, the
number of additional students had exceeded 13,000.

Stage 11l of ZK is from 2014 to the present. In 2014, ZK was accredited by MIITC as a
National Talent Training Base based on its VET scale of enrollment, which meant it had
solved the second part of the dual dilemma as it no longer had little or no market reputation.
At the same time, the official accreditation of National Talent Training Base enabled ZK’s
students to exchange credits between its degree programs and certificate programs. Once
students completed the required credits, they could simultaneously obtain a degree certificate
from university and a vocational technology certificate from MIITC. This created added value
to degree programs and greatly enhanced ZK’s attractiveness to partner universities and
students. In addition to this, ZK was accredited as a National Talent Training Base by MIITC,
which not only further enhanced ZK’s credibility and market reputation, but also provided
more room for its future expansion of VET services in the industrial and information
technology segment.

From the perspective of profitability shown in Table 4.1, ZK’s annual profit during the
third stage continued to grow (except in 2015). From 2014 to 2019, the number of ZK’s new
students was between 11,000-13,000. In 2019, annual revenue increased to RMB 95.77
million (equivalent to 12.67 million Euros) and the gross profit was as high as RMB 38.96

million (equivalent to 5.15 million Euros). As an online learning center for three universities,
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ZK’s revenue came from their share of the universities’ tuition fees. ZK’s costs consisted of
the R&D costs of online curricula, communication and coordination costs with partner
universities, marketing costs involving enrollment and publicity, staff training costs and
management costs. Compared with the second stage, the annual enrollment and revenue in the
third stage did not change as much, but the annual profit increased significantly. This was
because the R&D costs, communication and coordination costs, and marketing costs were
mainly incurred in the second stage. In the third stage, these costs were greatly reduced. The
management cost was also reduced due to the learning curve. As a result, the profit in the third
stage increased greatly.

In short, ZK has become a very successful institution among small private VET
institutions in terms of its profitability, market reputation and government recognition. Online
education has strong economies of scale, and the marginal cost of online courses is almost
zero. Therefore, the number of students is the most important factor in determining
competitiveness. Although the profit data for other online learning centers of universities was
not available, ZK’s average annual number of new students was over ten thousand, ranking it
top among similar institutions in China. At the same time, based on its differentiated and
innovative majors and curricula of degree programs, and high-quality operational
management, ZK has not only been rated as an excellent online learning center of universities
by the MOEC for five consecutive years, but also lauded as an excellent National Talent
Training Base by MIITC. ZK has achieved high market and government recognition. The

following section will depict the three development stages of ZK in detail.

4.2 Development stages of ZK

4.2.1 Stage I: struggling in the highly competitive offline IT training market

The first development stage of ZK was in 2003-2009. During this period, ZK provided offline
training for organizations (not for individuals) in IT related fields and had 30 employees. Due
to its undifferentiated VET program, ZK had to cope with fierce market competition by
covering as many industries and organizations as possible. In addition to this, of ZK’s 30
personnel, the number of people in the marketing department and administration office
accounted for two-thirds. There were so few full-time teachers that ZK’s IT training program

relied heavily on external teachers.
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4.2.1.1 Characteristics of VET programs: lack of differentiation, wide industry coverage
and geographical concentration to cope with fierce competition

When ZK was established in 2003, it quickly opened the offline IT training market by relying
on the resources of its parent company, QM IT Company. However, ZK grew slowly during
its first stage. This was because ZK’s VET programs had the key drawbacks of lack of
differentiation, wide industry coverage and geographical concentration to contend with. To
increase its training business quickly, ZK sought out customer demand in multiple industries.
From 2003 to 2009, ZK’s customers were in the telecommunications, electric-power, railway,
taxation and banking industries. The training fields involved computer networks and
applications, information security, information systems and information services. ZK
concentrated its training area within Sichuan province so as to avoid the high site rent and
management costs of interprovincial training.

During its first stage, ZK gradually shed its dependence on its parent company, QM IT
Company, and transformed from an internal training center to an independent competitor that
strove to survive and develop amid fierce competition. After seven years of development, ZK
had become familiar with the training market, accumulated rich experience in adult on-the-job
training, and improved its management capabilities and staff quality. More importantly, ZK
had cultivated the dynamic capability of sensing opportunities and threats in the VET industry
that had two micro-foundations, entrepreneurship and social capital. As ZK’s founder and
dean, Mr. X had a strong entrepreneurial spirit and devoted himself to the development of ZK.
Under his leadership, ZK took advantage of the original training resources and business
foundation of its parent company and quickly opened the offline IT training market.
Furthermore, since 2008, Mr. X had become a standing director of Sichuan Province
Computer Federation and ZK had become a member institution of this Federation, which
meant that ZK was able to establish a wide-ranging social network in the IT field. By actively
organizing and participating in seminars, ZK kept abreast of corporate training needs and
industry development trends, maintained close contact with other institutions, and discovered
many high-quality trainers. In this process, however, ZK became fully aware of the double
dilemma of its offline IT training programs. Fortunately, based on the software development
project undertaken by ZK’s parent company in 2009, ZK accurately sensed the huge market
opportunities of online VET degree programs targeting the transformation needs of the

electric-power industry.
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4.2.1.2 Organizational structure and personnel arrangement: a lot of marketing and
administration staff while few full-time teachers

In line with the above VET program characteristics, ZK’s organizational structure and
personnel arrangement are shown in Annex B.9. During the first stage, ZK had three
departments, namely the marketing department, administrative office and project department.
Of the 30 staff members, the marketing department had a total of 10 people. It was headed by
a vice president and was responsible for the program marketing. At the same time, a lot of
organization and coordination work was required for the offline training, so the logistics
support staff of the administrative office was also close to one-third of the total. In contrast,
being subject to cost constraints, the training program department had only 7 full-time
teachers, thus the training program relied heavily on external teachers.

Overall, during the first seven years after its establishment, ZK, like other small private
VET institutions faced the aforementioned dual dilemma, which resulted in its slow
development. By comparison, vocational colleges and universities had outstanding
advantages in VET resources. Taking 2009 as an example, as shown in Table 4.2, the average
number of faculty and full-time teachers of private VET institutions was only 12 and 6 in
2009, considerably fewer than the other two institutions. This is why they are called small
institutions in this thesis. In 2009, the total number of students enrolled in small private VET
institutions was at its height, but the average number was just 438, only half the number of
students enrolled in higher education institutions. The average enrollment in secondary
vocational schools was at its lowest because they focused on secondary degree programs
rather than training.

Table 4.2 Comparison of resources and training scale among VET institutions in 2009

Number of  Average Average Scale of Average
institutions  number number of  enrolment  enrolment
of faculty  full-time

teachers
Higher University 1090 1387 822 2098780 911
Education
Higher vocational 1215 488 325
college
Secondary vocational school 14427 84 63 3981864 276
Private VET institution 18597 12 6 8141965 438

Note: (1) The scale of enrolment refers to the total number of students enrolled in corresponding institutions in
2009. The average enrolment is the average number of total students enrolled divided by the number of
institutions.
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(2) The enrolment in both higher education institutions and secondary vocational schools only includes the
number of students trained in non-academic education programs.
(3) MOEC reported the enroment of higher education institutions as a whole instead of the detailed data of
universities and higher vocational colleges, so the detailed data is not available.

Source: MOEC (2020)

4.2.2 Stage I1: transforming to a learning center for online university degree programs

The second development stage of ZK was between 2010 and 2013. During this period, ZK
achieved its first breakthrough in the dual dilemma by successfully transforming from a small
private VET institution into an online learning center for Universities “A”, “B” and “C”. By
managing the online degree programs in four distinctive majors, ZK’s enrollment, income and

profit rapidly increased.

4.2.2.1 Characteristics of the VET programs: online higher-degree programs in

differentiated majors

ZK’s turnaround began with its cooperation with University “A”. ZK sensed the opportunities
of VET in the electric-power industry and then seized these opportunities through cooperating
in online higher-degree programs with University “A”. As early as 2019, ZK’s parent
company, QM IT Company, undertook a software development and training project in the
field of Six Sigma management for SCEP Company, the Sichuan subsidiary of a central
State-owned enterprise with a monopoly in the electric-power industry. This helped ZK sense
the electric-power industry’s specific demand for on-the-job VET. Taking this as an
opportunity, ZK developed two differentiated VET majors and curricula namely
“Electrification Technology” and “Electrical Engineering and Automation”, which had never
before appeared in the list of degree programs in China. Under the impetus of ZK, University
“A” took the lead in setting up these two new majors in its online degree programs, and chose
ZK as its online learning center in Sichuan province. Under the cooperation agreements, ZK
conducted the enrollment and management of the degree programs in these two majors aimed
at SCEP Company, and obtained a share of the tuition income.

Differently from Stage I, ZK successfully cooperated with University “A” and became the
latter’s online learning center in 2010. This meant that ZK’s VET programs changed from
being ordinary offline IT training to being online higher-degree programs with very high
barriers. As a result, the intensity of market competition faced by ZK reduced greatly. The
cooperation programs with University “A” had two key characteristics. First, the majors and
curricula were initially established in China, targeting the electric-power industry’s demand

for VET, which filled the gap between teaching and learning. As such, it was significantly
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differentiated from other universities’ online degree program majors. Second, the source of
enrollment was concentrated and stable. Based on the business associations of ZK’s parent
company and the customized majors of its VET programs, ZK and SCEP Company signed a
strategic cooperation agreement on employee education and training. Since SCEP Company
was a provincial subsidiary of a central State-owned enterprise and had a large number of
employees and high demand for these customized majors, it provided ZK with a steady stream
of students and quickly made ZK a great success.

As shown in Table 4.3, for ZK’s cooperation with University “A” in the two majors, the
annual enrollment in 2010 reached 6170, and the annual income and gross profit reached 42.7
million yuan (equivalent to 5.65 million Euros) and 12.6 million yuan (equivalent to 1.67
million Euros). By 2013, both the number of registered students, annual income and gross
profit was nearly double what it was in 2010.

Table 4.3 ZK’s development as an online learning center for universities in Stage I1

Cooperating ~ Year Enrolment Income Gross profit Online degree
university (person) (million (million program major
Euros) Euros)
University 2010 6170 5.65 1.67 (1) Electrification
“A” Technology
2011 8260 7.49 2.24 (2) Electrical
Engineering and
2012 10699 9.62 315 Automation
2013 11321 10.63 3.30
University 2010 802 0.74 0.23 Agricultural
“B” Electrical
2011 769 0.71 0.21 Automation
Technology
2012 850 0.79 0.25
2013 616 0.65 0.23
University 2010 1575 1.35 0.37 Software
“C” Engineering
2011 1564 1.35 0.34
2012 1649 1.42 0.37
2013 1443 1.24 0.33

Source: ZK internal records.
In addition, ZK extended this cooperation model to University “B” and University “C”.

Combining the professional characteristics of ZK in the electric-power industry and the
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discipline advantage of University “B” in agriculture, ZK developed a new major called
Agricultural Electrical Automation Technology. Based on this, ZK was authorized as the
online learning center for University “B” for student enrollment and learning management.
Further, relying on the cooperation experience with Universities “A” and “B”, ZK also
became an online learning center for University “C” in Sichuan, and carried out enrollment
and learning management for the Software Engineering major, a very popular major at that
time. Like the cooperation program with University “A”, the program major of University
“B” was also differentiated, and the program major of University “C” was very popular. But
the annual enrollment in these two universities was much smaller. As shown in Table 4.3, in
terms of annual enrollment, the University “B” program was only between 600-900 and on
the University “C” program it was between 1400-1700. The reason for this was the lack of
specific corporate group customers to provide enrollment guarantees.

In this stage, ZK successfully seized opportunities by designing and implementing
business models that matched the electric power company’s specific VET demand and supply
through the university online degree programs. When integrating internal and external
resources, ZK demonstrated organizational flexibility and effective management. The detailed

case study is described in Chapter 6.
4.2.2.2 Organizational structure and personnel arrangement: mainly program managers

In line with the above business characteristics, ZK readjusted its organizational structure.
With the support of distinctive majors, ZK, as an online learning center for universities, did
not need to be promoted in the market, nor did it need the logistical support required for
offline courses. Therefore, it reduced its employees from 30 to 18. At the same time, as shown
in Annex B.10, ZK abolished the marketing department, streamlined the administration office,
and increased the number of program office managers to 15. Under the direct management of

ZK’s Dean, every employee in the program office was a program manager.
4.2.3 Stage I11: further accredited as an official National Talent Training Base

The third stage of ZK began in 2014. That year, ZK was accredited as a National Talent
Training Base by MIITC for its forward-looking professional majors and scale of enroliment
in the University “A” program. This gave ZK the official qualification it needed to carry out a
certificate program and made it possible for students to exchange credits between their degree
program and certificate program. As ZK’s VET program was further differentiated by its

added value for both students and their company, it brought ZK increased income and profits.
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4.2.3.1 Characteristics of VET programs: integrating degree programs and certificate

programs

From 2014 to the present, the cooperation between ZK and University “A” has led to even
greater achievements, promoting ZK’s further transformation and the second breakthrough in
the dual dilemma. ZK’s VET programs in the third stage have the following two key
characteristics. First, the differentiation of program majors is more prominent. To adapt to
changes in the electric-power industry’s demand for VET and the competitive environment in
VET industry, ZK updated the majors of its online degree programs. It cancelled the old
Electrification Technology major and once again took the lead by setting up a new one called
Electrical Intelligence. This adjustment was well received by University “A”, the client
company, SCEP Company, and students.

Second, ZK’s VET programs integrate online higher education degrees with certified
training, increasing the value added greatly. Based on the majors and scale of enrollment of
the University “A” program, ZK obtained an official qualification as a National Talent
Training Base, accredited by MIITC. Thus, through the exchange of credits, the students
could obtain academic certificates plus vocational skill certificates such as “Electrical
Automation Engineer” or “Electrical Intelligence Engineer” after meeting the necessary
requirements. Furthermore, ZK’s efficient operational management was held in high regard by
the government. From 2015 to 2016, ZK was rated as an excellent National Talent Training
Base by MIITC for two consecutive years (out of a total of 12 nationwide), and the
curriculum of the Electrical Intelligence major was also rated excellent (out of a total of 10
nationwide). Both the manager of the certificate program and Mr. X, the dean of ZK, were
rated by MIITC as excellent managers in 2015 (out of a total of 39 nationwide) and in 2016
(out of a total of 54 nationwide). As shown in Table 4.4, enrollment in the University “A”
program reached 12,361 in 2019. Profits grew more rapidly than the income because of the
diminishing marginal cost of online VET.

Table 4.4 ZK’s development as an online learning center of universities in Stage II1I

Cooperating Year Number of added Income Gross profit Major of online
university students (people) (million (million degree program
Euros) Euros)

University 2014 10853 10.04 3.62 (1) Electrical
“A” Engineering and

2015 9768 9.30 3.16 Automation

(2) Electrical

2016 10978 10.90 3.02 Intelligence
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Cooperating Year Number of added Income Gross profit Major of online
university students (people) (million (million degree program
Euros) Euros)
2017 11572 11.33 4.28
2018 11369 11.43 4.46
2019 12361 12.26 5.03
University 2014 689 0.73 0.27 Agricultural
“B” Electrical
2015 601 0.63 0.21 Automation
Technology
2016 430 0.50 0.16
2017 450 0.52 0.18
2018 441 0.51 0.17
2019 327 0.41 0.13
University 2014 1037 0.89 0.21 Software
“c” Engineering
2015 746 0.64 0.15
2016 296 0.25 0.05

Source: ZK internal records.
In sharp contrast to this are the cooperation programs with the other two universities.

Because University “B” refused to update its major to adapt to market changes, the economic
indicators declined year on year. The annual enrollment decreased from 689 in 2014 to 327 in
2019 (see Table 4.4). The program situation at University “C” was even worse. The
Software Engineering major was popular in 2010, but later on it started being dropped
because of mismatch between the curriculum and practical needs. This, together with
increased competition from other universities, led ZK to cancel the program in 2017. In a
comparison of the cooperation programs at these three universities, it can be seen that the two
key factors for ZK’s success are that (i) its differentiated majors and curricula of the VET
programs, meet market needs, and (ii) it has high-quality corporate customer resources.

In the third stage, ZK improved its business model by successfully integrating relevant
government resources. The acquisition of official qualifications led to ZK increasing its
competitive advantage in VET programs and to expanding its future development potential.
When integrating and reconfiguring internal and external resources, ZK also demonstrated
technical flexibility and organizational flexibility, and reduced average costs through efficient
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operational management. A detailed case study is described in Chapter 6.

4.2.3.2 Organizational structure and personnel arrangement: mainly program managers

In line with the characteristics of the above programs, ZK retained the organizational structure
of the second stage and only partially adjusted the personnel structure. As shown in Annex
B.11, the program office, led directly by the dean, remained unchanged. However, besides the
degree program group, a new program group called the “certificate program” was set up to

meet the operational requirement of the National Talent Training Base accredited by MIITC.
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Chapter 5: The Evolution of ZK’s External Environment

By using analysis tools such as PEST analysis and the five-force model, and macro-level,
industry-level data and interview data, this chapter analyzes ZK’s external environment from
an evolutionary perspective. The contents include (1) how the external scenario has evolved
since the start of ZK; (2) what the current external strategic context and competitive scenario
is; and (3) the expected changes to the external scenario that will likely affect the future
development of ZK.

5.1 Evolution of the general environment in the development of ZK

PEST analysis is a strategic tool for overall environmental analysis and focuses on the
political, economic, social, and technological segments outside organizations (Hitt, Ireland, &
Hoskisson, 2016). Using the PEST analysis method, this section analyzes the overall

environmental evolution during ZK’s development.
5.1.1 Evolution of the political environment

The political environment affecting the development of ZK mainly involves laws and
regulations related to VET. China’s education industry has been highly dependent on
government policies. Since the VET industry has largely been ignored compared to general
education, the evolution of VET policies is one of the most important external environments
affecting the development of ZK.

The Vocational Education Law of China was promulgated and implemented in 1996. It is
a basic law setting out guidelines for vocational education and training activities in China. On
this basis, to implement both the strategy for rejuvenating China through science and
education and the Strategy of Strengthening China through Talents, the Chinese government
issued a series of policies to promote the development of the VET industry. This led to an
important political environment that affected the development of ZK, providing the institution
with huge opportunities. Taking the development trajectory of ZK as the main focus, Table 5.1
summarizes the evolution of the key VET policies and their impact on ZK.

Since the reform and opening up of China, its VET industry has greatly developed.
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Nevertheless, this industry has always been beset by many problems. These include its
management system and teaching quality failing to meet the needs of economic and social
development, and the lack of sufficient attention the sector receives compared to the attention
general education gets. In 2002, in order to implement the strategy of rejuvenating China
through science and education in 2002, the State Council of China issued a policy called the
Decision on Vigorously Promoting the Reform and Development of Vocational Education.
This was done in an attempt to reform the old vocational education system in which the
government was dominant, and to encourage enterprises and social institutions to play an
active role in the development of the VET industry (State Council of China, 2002). This
policy set a quantitative target for vocational training development for the tenth Five-Year
Plan period. It stated that in each year during 2001-2005, 50 million urban employees and 150
million rural laborers should be trained. To this end, the policy also put the emphasis on
capital input. It not only required governments at all levels to increase financial investment in
VET, but also required enterprises to set up a special fund for education and training.
Following the regulation of the Vocational Education Law of China, the ratio of this special
fund should reach 1.5% of the total wages in general companies, and reach 2.5% in
companies with high technical and training requirements for employees and good profitability.
This policy vigorously promoted vocational education reform and development by setting up
a clear goal for the scale of training and requiring sufficient fund input. It also created a huge
demand for the development of the VET industry. ZK sensed the opportunity the
implementation of this policy would bring. In 2003, ZK transitioned from the internal training
center of its parent company to an independent small private VET institution.

In 2005, during ZK’s first stage (2003-2009), another important policy, Decision on
Vigorously Developing Vocational Education, was issued by the State Council of China.
This not only highlighted vocational education once again by regarding it as an important part
of the lifelong education system, but also extended the quantity goal of vocational training by
ensuring the training of hundreds of millions of urban and rural workers each year, from 2005
to 2009 (State Council of China, 2005). Incentivized by this government subsidized fund,
market demand for VET especially from enterprises, greatly increased. As a result, although
the competition was fierce, ZK still survived and continued to strive to find a way to get
round the dual difficulties mentioned earlier.

The policy that induced ZK to enter Stage Il was the Outline of National Medium and
Long-term Plan on Education Reform and Development (2010-2020) issued by MOEC in

2010. This created a favorable political environment thus enabling ZK to get round the dual

64



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case Study

dilemma for the first time. This policy not only greatly increased the goal of VET enrollment
from 166 million in 2009 to 350 million in 2020, but also emphasized the market
demand-oriented professional settings and the form of online education (MOEC, 2010). This
provided the ideal opportunity for ZK to set up, in 2010, differentiated majors targeting the
VET needs of the electric-power industry and become an online learning center for
universities.

The policy that induced ZK to enter Stage Il was the Decision on Accelerating the
Development of Modern Vocational Education issued by the State Council in 2014. This
policy emphasized improving the quality of vocational education by establishing connections
between majors and the needs of industry, and between curricula and professional standards.
It also initiated the dual certificate system, namely the academic certificate plus vocational
skill certificate system, to encourage students to acquire more skills while obtaining a diploma
(State Council of China, 2014). This gave ZK a great opportunity to be accredited by MIITC
as a National Talent Training Base in 2014 and to get round the dual dilemma for the second
time. At the same time, the policy also proposed tax incentives for enterprises to invest in
VET, which greatly stimulated their demand for VET.

Currently, two main policies affecting the development of ZK are the Opinions on the
Implementation of Lifelong Vocational Skills Training System and the Implementation Plan of
National Vocational Education Reform issued by the State Council in 2018 and 2019
respectively. The 2018 policy emphasized the trend of VET towards lifelong, inclusive,
Internet-based learning, targeting industry and corporate needs, and the importance of
increasing financial subsidies (State Council of China, 2018). This shows that ZK’s current
business model, providing both online academic education and vocational training while
dynamically adjusting majors to adapt to industry’s needs, has conformed to the trends of the
VET industry and made the most of a favorable political environment. It is particularly
noteworthy that, in addition to continuing the main points of previous policies such as the
market-oriented reform of vocational education, the 2019 policy emphasized for the first time
the fundamental role of establishing standards and a quality evaluation system to improve the
quality of vocational education (State Council of China, 2019). This shows that the VET
industry is gradually entering a stage of standardized development. Thus, those institutions
establishing industry standards and ensuring high quality will have a competitive advantage.

This trend will provide further opportunities and challenges for ZK.
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5.1.2 Evolution of the economic environment

The evolution of the economic environment that affects ZK’s development involves three
main aspects: the continuing rapid growth of the Chinese economy, transformation of the
growth pattern, and change in the industrial structure. This evolution has led to increased
requirements for labor quality and new knowledge structure, and affected the development of
the VET industry and ZK.

Since the reform and opening up in 1978, China has experienced continuing and rapid
economic growth, and has now become the second largest economy in the world. As shown in
Annex B.12, China’s annual GDP growth rate remained at between 6-14% from 2000 to 20109.
In 2019, China’s GDP reached RMB 99 trillion (equivalent to 13 trillion Euros) and GDP per
capita reached RMB 70,000 (equivalent to 9,000 Euros) (National Bureau of Statistics of
China, 2020a). Strong economic growth has provided a huge market for the development of
the VET industry.

The rapid economic growth in China has benefited from the massive input of various
production factors, especially natural resources and physical capital. However, the
aggravation of resource consumption and environmental pollution made it difficult to sustain
the investment-driven growth mode. The Chinese government proposed, therefore, to
transform the old growth mode to a new one more reliant on technology and human capital
input. This has increased demand for a high-quality labor force. However, as shown in Annex
B.13, according to the Tabulation on the 2010 Population Census of China, the percentage of
either the labor force or the employed population with only secondary education and below
was almost as high as 90% in 2010 (National Bureau of Statistics of China, 2012). The
educational attainment of the labor force was so low that it created a bottleneck in China’s
economic transformation. For this reason, the MOEC issued the Outline of National Medium
and Long-term Plan on Education Reform and Development (2010-2020) in 2010 to put
forward the goal that the average number of years of education of the labor force should
increase from 9.5 years in 2009 to 11.2 years in 2020 and the proportion of the population
with higher education should reach 20%.

The industry sectors most closely related to ZK’s VET were manufacturing and electricity
production and supply. As shown in Table 5.1, among the employees in manufacturing, the
ratio of the population with an educational attainment of high school or below was as high as
90.2% in 2010. This posed a huge challenge with regard to improving labor productivity in

manufacturing. For this reason, the State Council came up with a plan in 2015, as shown in
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Made in China 2025, to ensure that the average annual growth rate of labor productivity in
manufacturing should reach about 7.5% and 6.5% during the 13th Five-Year Plan period
(2016-2020) and the 14th Five-Year Plan period (2021-2025) respectively (State Council of
China, 2015). This quantitative goal created broad market demand for the development of the
VET industry.

By comparison, employees in the electric-power production and supply sector had
relatively high levels of education. As shown above in Table 5.1, the proportion of employees
with an educational attainment of high school or below in that sector was 63.3%, much lower
than that in manufacturing. The reason for this is that most companies in this industry sector
are state-owned. Nevertheless, driven by the rapid updating of knowledge and skills in this
sector, the employees were still highly motivated to improve skills and education
qualifications, which created high market demand for ZK’s online learning services in the
second and third stages.

Another important economic environment was brought about by the changes in the
industrial and employment structures in the process of economic growth. As shown in Annex
B.14, from 2000 to 2019, the contribution rate of China’s secondary industry to GDP growth
declined year on year, from 45.5% in 2000 to 39% in 2019. In contrast, the contribution rate
of the tertiary industry increased year on year, from 39.8% in 2000 to 53.9% in 2019. Changes
in industrial structure have brought about adjustments in employment structure. With the
transfer of surplus rural labor from the primary industry, the share of employees in the
secondary and tertiary industries has increased. Although the share of employees in the
secondary industry only increased by nearly 5 percentage points between 2000 and 2018,
much smaller than that of the tertiary industry, in absolute terms, the number of employees in
the secondary industry increased from 162.19 million in 2000 to 213.9 million in 2018. In
general, there is an urgent need for both newly-added and existing employees to update their
knowledge and skills as a result of the adjustments in both the industrial and employment
structures.

It can be seen from the above economic data that China’s economic development has
brought about increased demand for high-quality vocational skilled labors, which has
stimulated huge growth potential in the VET industry. However, only targeted VET programs
that can meet market demand could truly promote the smooth transformation of China’s

economy, which also places high demands on VET institutions.
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5.1.3 Evolution of the social environment

The social environment that affects the development of ZK mainly includes factors such as
the age structure and geographical distribution of Chinese population. The evolution of the
social environment is reflected in the changes in these factors.

From the perspective of changes in the age structure of the population, China’s entry into
becoming an aging society is accelerating. As shown in Annex B.15, the proportion of the
population aged 65 and over rose from 7% in 2000 to 12.6% in 2019. In 2019, the figure for
this group has reached approximately 176 million. Acceleration of the aging population
means that future economic growth will face the challenge of a labor shortage, which will
have a negative impact on the potential growth of the economy. In this regard, encouraging
technological innovation and improving labor productivity are important measures to
implement in order to effectively deal with this shock. This places high demands on
expanding the scale of VET and improving its quality.

From the perspective of changes in geographical distribution of the population, China is
in the process of accelerating urbanization. As shown in Annex B.16, China’s urbanization
rate has increased from 36.2% in 2000 to 60.6% in 2019. The educational attainment of most
migrant workers is generally low. According to the 2019 Migrant Workers Monitoring and
Survey Report, in terms of the educational attainment of migrant workers, 72.3% were
educated to junior high school level or below, 16.6% to high school level, and only 11.1%
were college or university graduates (National Bureau of Statistics of China, 2020b). In order

to meet the skills required in urban employment, the demand for VET in this group is high.
5.1.4 Evolution of technological environment

The technological environment that affects the development of ZK mainly involves
technological factors that change learning needs and ways. First of all, the increase in input
and output of technological innovation has increased the speed of technological progress and
brought about a huge demand for the knowledge and skills of the labor force to be updated.
Taking industry as an example, as shown in Annex B.17 in terms of technological innovation
input indicators, both the proportion of industrial enterprises above designated size who
carried out R&D activities and their capital input increased year on year. The proportion of
enterprises that have R&D activities increased from 11.5% in 2011 to 28% in 2018, and the
ratio of R&D expenditure to sales revenue increased from 0.7% in 2011 to 1.3% in 2018.

With regard to the technological innovation output indicators, the number of patent
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applications of industrial enterprises above designated size has increased nearly 2.5 times in
the past 8 years, reaching 957,000 in 2018. The acceleration of technological progress has not
only brought about the rapid adjustment of new and old jobs, but also a rapid increase in
technical requirements for various jobs, which has brought about higher demand for VET to
update labor knowledge and skills.

Secondly, the development of information and communication technology (ICT)
infrastructure has created conditions for the transformation in ways of learning, making it
possible to learn in an online, digital, personalized and lifelong way. As shown in Annex B.18,
the availability of telecommunications services and level of Internet development has
increased substantially since 2000. The number of mobile phones owned by every 100 people
increased from 6.7 in 2000 to 114.4 in 2019, which made it possible for mobile phones to be
used in online learning. At the same time, the number of Internet users increased from 22.5
million in 2000 to nearly 830 million in 2018, and the popularization rate of the Internet
increased from 4.6% in 2002 to 59.6% in 2018. In order to promote the integration of
industrialization and informatization, the State Council emphasized in its Made in China 2025
strategy that the national popularization rate of Internet use should increase to 82% by 2025.

In line with the development of the ICT infrastructure, the scale of online education users
in China has increased year on year. According to the 45th Statistical Report on Internet
Development in China, the number of online education users increased from 110 million at
the end of 2015 to 200 million at the end of 2018 (China Internet Network Information Center,
2020). Indeed, online education has achieved explosive growth as a result of the Coronavirus
- Covid 2019 pandemic. As of March 2020, the number of online education users in China
reached 423 million, which amounts to an increase of 110.2% from the end of 2018,
accounting for 46.8% of the total Internet users. Among them, the number of mobile online

education users reached 420 million.

5.2 Evolution of the VET industry’s environment in the development of ZK

An industry is a group of firms producing products that are close substitutes (Hitt, Ireland, &
Hoskisson, 2016). The five-forces model is a conceptual framework used to analyze the
industrial environment from five competitive forces (Porter, 1980). The five forces are: the
intensity of rivalry, the threat of substitutes, the threat from potential entrants, buyers’ power,
and suppliers’ power. By using this framework, this section analyzes the evolution of the VET

industry’s environment during ZK’s three development stages.
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5.2.1 Evolution of the intensity of rivalry among competitors

The main factors that affect the intensity of rivalry among competitors are: the number of
competitors, the degree of differentiation of products or services, and the growth rate of the
industry. During its development process, ZK has transformed from being an ordinary small
private VET institution providing IT training, to being an online learning center for several
universities providing degree programs, and a National Talent Training Base accredited by
MIITC. This evolution, together with the degree of differentiation in ZK’s VET programs, has
greatly impacted the effect of ZK’s competitors; the intensity of rivalry has been steadily
weakened, improving the industrial environment for ZK and, therefore, its chances of gaining
a competitive advantage. Table 5.1 summarizes the intensity of rivalry faced by ZK and its
determinants at each stage.

Table 5.1 The intensity of rivalry among ZK’s competitors in three development stages

Stage Characteristics of ZK ZK’s Industry  Differentiation The
competitors growth of VET intensity of
rate programs rivalry
Stage | Small private offline  Vocational Fast Low Strong
(2003-2009) VET institution colleges,

providing IT training  universities and
other small private
VET institutions

that carry out VET
programs in
Sichuan
Stage Il Online learning center  Universities that Fast High Weak
(2010-2013) for universities carry out online

degree programs in
similar majors in

Sichuan
Stage Il Online learning center  Universities that Fast High Weak
(since 2014) for universities, carry out online
National Talent degree programs in
Training Base similar majors in

accredited by MIITC  Sichuan, National
Talent Training
Base accredited by
MIITC

Source: Notes on the interviews.
To begin with, during Stage | (2003-2009), ZK was an ordinary, small private VET

institution providing offline IT training for employees, facing competition from vocational
colleges, universities and other small private VET institutions in Sichuan Province. Although
the IT training industry grew fast (see Table 5.1), the low differentiation of ZK’s training
programs and increasing competition resulted in a strong intensity of rivalry for ZK. Annex

B.19 shows the composition of ZK’s competitors and their numbers in this stage. Among
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them, the higher education institutions having academic education qualifications increased
from 62 in 2003 to 92 in 2009, intensifying competition in the vocational training market. The
number of secondary vocational schools between 2007 and 2009 remained at 550-590. Given
such fierce market competition, the number of small private VET institutions fluctuated
greatly. In 2007, from being as high as 637, it decreased to 300-400 in 2008-2009.

Then, during Stage 1l (2010-2013), ZK successfully transitioned from an offline IT
training institution to an online learning center for three universities, Universities “A”, “B”
and “C”. ZK was authorized to carry out online degree programs on behalf of these
universities in Sichuan Province and engaged in advertising enrollment for teaching and
learning management in specific majors. These programs were mainly to meet the part-time
learning needs of employees. Due to the fast growth rate of this VET industry segment, the
high differentiation of ZK’s VET programs and the small number of competitors, the intensity
of rivalry for ZK was weak.

China has more than 2,000 higher education institutions, but only 70 of these universities
have pilot qualifications for online higher-degree programs. Therefore, the intensity of rivalry
faced by ZK was greatly reduced. Instead of competing with all universities, vocational
colleges and other small private institutions that provided VET services in Sichuan, as it had
done in the first stage, ZK’s competitors in the second stage were only pilot universities that
carried out online degree programs in similar majors within Sichuan Province. Table 5.2
presents the specific majors of ZK’s VET programs in partnership with three universities, and
the situation regarding their competition. From the perspective of the University “A”
programs, two of the majors - Electrification Technology and Electrical Engineering and
Automation - were designed based on the development needs of the electric-power industry,
which meant they were highly differentiated from other online degree program majors. The
same became true of the University “B” program, with the development of a new major,
namely Agricultural Electrical Automation Technology, to meet the VET demand of both the
electric-power industry and agriculture. Thus, by taking the initiative and setting up the above
mentioned three majors, ZK faced no competitors in 2010. This, in turn, resulted in the rapid
growth of ZK’s enrollment. Although a few universities copied ZK and successively set up
similar majors, ZK as the pioneer had achieved first-mover advantage and good market

reputation, resulting in weak intensity of rivalry.
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Table 5.2 The differentiation of programs of ZK and its competitors in Stage Il

Cooperation Major of programs Differentiation of  Number of competitors

university programs

University  Electrification Technology, Electrical High From zero to a few
“A” Engineering and Automation

University Agricultural Electrical Automation High From zero to a few
“B” Technology,

University Software Engineering Moderate A few
“C”

Note: Since ZK’s business area was limited to Sichuan province, competing universities refers to pilot
universities that carried out online degree programs in similar majors in Sichuan. Due to the lack of public
data, the accurate number of competitors was not available. The interviewee, the dean of ZK, could only
provide rough estimates.

Source: Notes on the interviews.

In contrast, from the perspective of the University “C” program shown in Table 5.2, ZK
faced a few competitors since the Software Engineering major was new and popular
nationwide during the second stage. However, although this program was not unique, the high
market demand brought weak intensity of rivalry to ZK. As a result, ZK’s annual enrollment
reached more than one thousand.

In comparison, although there were a few competitors for all majors in the latter stage,
ZK won first-mover advantage in those set up first by ZK. Hence, compared with its
competitors, the differentiation level of the programs of Universities “A” and “B” was
considered high. However, the University “C” program major is a popular new major
nationwide, so it is regarded as having a moderate differentiation.

Finally, ZK have been in Stage Il since 2014. Besides qualifying as an online university
learning center, ZK acquired an additional official qualification as the National Talent
Training Base accredited by MIITC in the field of industry and information technology in
2014. This made it possible for students on the University “A” program to obtain both
academic certificates and vocational skill certificates at the same time. This greatly increased
the differentiation of ZK’s programs and, consequently, market demand, which led to weaker
intensity of rivalry.

During Stage III, ZK’s competitors were institutions with two qualifications. It can be
seen from Table 5.3 that the majors of ZK’s VET programs and its competitive situation have
undergone great changes since 2014. With regard to the University “A” programs, ZK
cancelled the Electrification Technology major to adapt to the electric-power industry’s
development needs and, by doing so, took the lead again with its new Electrical Intelligence
major set up in 2014. For the old Electrical Engineering and Automation major, the increasing

demand of students for this major had brought in an influx of new entrants, increasing the
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number of competitors from just a few to around a dozen. However, with ZK’s new
qualification as a National Talent Training Base, its program’s significant dual-certification
characteristic highly differentiated it from competitors. More importantly, for the new
Electrical Intelligence major, there were no competitors from among either universities or
National Talent Training Base centers. ZK therefore regards it as its main focus for future
development.

Table 5.3 The differentiation of programs of ZK and its competitors in Stage IlI

Cooperation Major of programs Differentiation of Number of competing Number of
university programs universities National Talent
Training Base
A Electrical Engineering High Adozen None
and Automation
Electrical Intelligence Very high None None
B Agricultural Electrical High A few -
Automation
Technology
C Software Engineering Moderate Afew -

Note: ZK’s training courses as a National Talent Training Base accredited by MIITC were only consistent with
the curricula of the University “A” program. Hence for Universities “B” and “C” programs, the competitors
faced by ZK just included related universities.

Source: Notes on the interviews.

In terms of Universities “B” and “C” programs, since the differentiation is high, the
competitors faced by ZK are few. On average, the intensity of rivalry faced by ZK is not
strong since the programs of University “A” account for an absolute proportion. As shown in
Table 4.4, the proportion of enrollment scale and income of University “A” programs account

for more than 70% during the third stage, and more than 90% after 2016.
5.2.2 Evolution of the threat of substitutes

Unlike the homogeneous competing products or services, the substitutes meet the
approximate needs of consumers in different ways (Barney and Hesterly, 2015). The threat of
substitutes is mainly related to factors such as product differentiation, brand loyalty and
network effects. For VET programs, the threat of substitutes mainly depends on the degree of
differentiation and brand effect.

As shown in Table 5.4, ZK provided offline IT training for employees in Stage I. The
substitute for this VET program was online IT training. While on the one hand, online training
broke through the space and time constraints of offline learning, and had low switching costs
for students, ZK’s IT training on the other hand, lacked differentiation and brand effect.
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Therefore, as a newly established small private VET institution, ZK faced a high threat from
substitutes.
Table 5. 4 The threat of substitutes faced by ZK in three stages of development

Stage Characteristics of ZK’s VET ZK’s Switching Brand  Threat of
programs competitors costs of  effect substitutes
customers
Stage | Offline IT training Online IT Low Low High
(2003-2009) training
Stage 1l Online degree programs that Offline degree High High Low
(2010-2013) provide academic certificates programs
Stage 11l Integration of online degree Offline degree Very high  Very Low
(since 2014)  program and certificate program programs high

that provide both
academic certificates and
vocational skill certificates

Source: Notes on the interviews.
ZK’s VET programs changed from offline to online during Stage Il and Stage Ill. As

shown in Table 5.4, after transitioning to become a university online learning center, ZK
launched online degree programs in specific majors. Thus, the substitute became offline
degree programs in these majors. Since the university online degree programs were mainly for
part-time adult students, and the offline degree programs were for full-time students from
senior secondary schools, the threat of substitutes was low. Furthermore, ZK’s programs not
only met the needs of employees in the electric-power industry in terms of the new majors
that were set up, but they also had the dual-certificate characteristic, namely an academic
certification plus a vocational qualification certificate for learning results in the third stage.
The programs’ differentiation and accumulated market reputation increased the customer’s

switching costs, and further weakened the threat from substitutes faced by ZK.
5.2.3 Evolution of the threat of potential entrants

Potential entrants can threaten the market share of existing competitors in the industry,
causing the latter to decline in revenue and profits. The threat of potential entrants depends on
the entry barrier. The higher the entry barrier, the lower the entry threat (Barney and Hesterly,
2015). The factors that determine the barriers to entry in the VET industry include
government policies, product differentiation, cost advantages related to economies of scale
and learning curve.

As shown in Table 5.5, ZK provided offline IT training for employees in Stage 1. This
kind of training program is not regulated by the government and its differentiation is low. In

addition, offline training is limited by space, time and the availability of competent teachers
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and has no economies of scale. In conclusion, in terms of ZK’s programs in the first stage, the
barriers of entry and exit were low and the threat of entrants was high.
Table 5.5 The threat of potential entrants faced by ZK in three stages of development

Stage Characteristics of ZK’s Government Program Cost Threat of
VET programs barriers Differentiation advantage potential
entrants
Stage | Offline IT training No Low No High
(2003-2009)
Stage Il Online degree programs that Yes High Yes Low
(2010-2013) provide

academic certificates

Stage 11l Integration of online degree Yes High Yes Low
(since 2014) program and certificate

program that provide both
academic certificates and

vocational skill certificates

Note: Cost advantages include those related to economies of scale and learning curve.
Source: Notes on the interviews.
During Stages II and III, ZK’s programs changed greatly based on it being awarded two

important qualifications to conduct online degree programs as an online learning center for
universities and certificate programs as a National Talent Training Base accredited by MIITC.
Both types of programs were characterized by high government barriers, high differentiation
and cost advantages due to economies of scale and learning curve, hence the threat ZK faced
from potential entrants was greatly reduced.

Firstly, from the perspective of government barriers, according to the MOEC, the number
of higher education institutions increased from 2,358 in 2010 to 2,688 in 2019, but the
number of pilot universities qualified to run online higher-degree programs remained steady
at 70. Meanwhile, according to the MIITC, there were fewer than 100 National Talent
Training Bases accredited by MIITC nationwide, and less than 5 in Sichuan Province. These
data show that the government strictly regulates both types of programs, making it hard for
potential entrants to gain a foothold.

Secondly, from the perspective of program differentiation, compared with the other 69
pilot universities with online education qualifications, most of ZK’s major programs were
highly differentiated (see Table 5.2 and Table 5.3). However, by successfully setting up
majors similar to those initiated by ZK, all those universities became potential entrants.
Nevertheless, ZK has maintained the differentiated characteristics of its programs through
timely updating of its majors and by increasing the added value of learning results from
additional vocational qualification certificates.

Finally, from the perspective of cost advantages, ZK’s online learning programs had
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obvious economies of scale and cost advantages. On the one hand, once the online learning
platform and curricula of majors have been developed, the marginal cost of online courses is
almost zero, resulting in a decrease in the average cost, along with the expansion of student
scale. On the other hand, online learning programs have cost advantages brought about by the
learning curve. With the expansion of the scale of students, managers can improve their
efficiency by accumulating more experience of online program management and reducing
communication costs with other stakeholders such as universities, customer companies and

students.
5.2.4 Evolution of the buyers’ bargaining power

Buyers always want to buy products or services at the lowest possible price. The bargaining
power of buyers is determined by factors such as product differentiation and the concentration
ratio of buyers. During ZK’s development, its buyers’ bargaining power has changed from
high to low as a result of the adjustments made to the VET programs.

In Stage I, ZK provided offline IT training to enterprises in various industries, and those
training programs were undifferentiated. Therefore, while there was a large number of
companies that needed training, that is to say — buyers, there were also many small private
VET institutions providing the standardized IT training. So, in their race for a share of the
market, these companies competed by lowering their prices thus giving the buyers strong
bargaining power.

In Stage Il and I, ZK transitioned into an online learning center for three public
universities “A”, “B” and “C” and launched online degree programs in related majors. Among
them, the programs of University “A” had unique majors that were set up to meet the needs of
the electric-power industry, which meant those students came mainly from the SCEP
Company. As a state-owned company in the electric-power industry, SCEP Company set up a
special fund for its employees to attend continuing education and vocational skill training. So
for the programs of University “A”, the concentration ratio of buyers was very high. In
contrast, the programs of Universities “B” and “C” had no corporate customers and their
students were varied. In general, despite these online degree programs having different
concentration ratios of buyers, they were under the management of public universities and
their tuition fees were regulated by the MOEC. So those buyers, whether they were corporate

customers or individuals, had no bargaining power.
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5.2.5 Evolution of the supplier’s bargaining power

Suppliers provide input for organizations, and affect the latter’s performance by raising prices
or lowering the quality of inputs, thereby shaping the suppliers’ bargaining power. The
bargaining power of suppliers is determined by factors such as the number of suppliers and
the degree of the differentiation of inputs.

ZK provided offline IT training for enterprises in Stage I, and the inputs were mainly
training venues and teachers. Both input markets had the characteristics of the competitive
market, namely a large number of buyers and sellers and basically the same inputs. For
training venues, except for ZK’s own classrooms, the cost of training venues rented by ZK
was basically determined by market demand and supply, hence neither party had an advantage
with regard to bargaining power. The same situation applied to ZK’s hiring of external
teachers.

In Stage Il and I1l, ZK transitioned into an online learning center for public universities
“A”, “B”, and “C”. Based on the online learning platform and the qualification of online
degree programs of these universities, ZK provided services such as enrollment and student
management. These universities were the suppliers of VET programs to ZK. Since the
entrance requirements to these programs were high and the competitors in Sichuan Province
were few, these universities had strong bargaining power for ZK.

5.3 Future trend of external environment faced by ZK

5.3.1 Future trend of the general environment faced by ZK

The future trend of the general environment faced by ZK is affected by such factors as the
current VET policy guidance, and the economic slowdown and popularization of online
learning resulting from the Coronavirus Disease 2019.

In terms of the political environment, although China’s market-oriented reforms are
accelerating, government policies will still play an important role in guiding the future
development of the VET industry. Currently, the most important policies include Opinions on
the Implementation of Lifelong Vocational Skills Training System (State Council of China,
2018) and the Implementation Plan of National Vocational Education Reform (State Council
of China, 2019). For the VET industry, these two policies clearly set out the future
development direction (targeting industry and corporate needs), development method (online)

and development guarantees (establishing standards and quality evaluation systems, and
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increasing financial subsidies), and will become one of the most important factors affecting
VET institutions.

In terms of the economic, social and technological environment, the current spread of the
Coronavirus Disease - Covid 2019 will have a major impact on the changes in these
environments. It can be estimated that China’s economic growth will continue to slow down,
making human capital investment the most important factor supporting future economic
development. Based on IT development, the way forward for online learning will be further
popularization, and the convenience and accessibility of such training will be further
improved. All this will increase demand for the VET industry and create huge opportunities
for the development of VET institutions.

5.3.2 Future trend of the industrial environment faced by ZK

The future trend of the industrial environment faced by ZK is reflected in the five forces in the
VET industry. As shown in Table 5.6, with the accelerated development of the VET industry
in the foreseeable future, all of the five forces faced by ZK will increase, leading to intensified
industrial competition. The reasons are as follows: first, that competing universities imitate
similar majors and grab high-quality customers will weaken ZK’s unique offer in online
degree programs and reduce its market size; second, the competition from the National Talent
Training Bases accredited by MIITC will intensify; and third, there will be more institutions
having the dual-certificate qualifications of academic and vocational skills certification.

Table 5.6 The expected future changes in the five forces faced by ZK

Five forces Now The foreseeable future
The intensity of rivalry Weak Increasing
Threats of substitutes Low Increasing
Threats of potential entrants Low Increasing
Bargaining power of buyers Low Increasing
Bargaining power of suppliers Strong Increasing

Source: Notes on the interviews.

5.4 Summary of external analysis: key opportunities and threats

Based on the above external environment analysis, it can be concluded that the key

opportunities faced by ZK are the following.
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The first opportunity is that the economic transformation in China is bringing about VET
market expansion.

China’s continuous economic growth, changes in industrial structure and technological
progress in the future will all lead to a huge need to update the knowledge and skills of the
labor force, which in turn will result in high market demand for VET.

The second opportunity is that the popularization of online education greatly enhances
market demand for VET.

While the development of the ICT infrastructure has created conditions for change in
learning methods from offline to online, the impact of the COVID-19 pandemic has further
increased the demand for online learning, both of which have enhanced popularization of
online education. This new learning method adapts to workers’ requirements for flexibility in
on-the-job learning time and effectively solves the contradiction between work and study, thus
greatly increasing the demand for VET.

The third opportunity is that the policies favorable to VET that focus on industry are
demand oriented, and the development goals of standardization and high-quality promote the
healthy development of the industry.

Government policies are the most important factor affecting the development of the VET
industry in China. Current policies emphasize that the future development direction of the
VET industry is to target the needs of industry and companies, establish industry standards
and improve quality. This will create a lot of opportunities for the healthy development of the
VET industry.

Accompanying the above opportunities, however, are the key threats faced by ZK which,
it can be can be concluded, are as follows.

The first threat is that ZK’s high dependence on a single business customer in a single
industry brings about a potentially high market risk.

As a university online learning center and a National Talent Training Base of MIITC,
ZK’s main business focuses on the support services for online teaching and learning. However,
all of this relies heavily on the online degree programs together with the online platforms of
partner universities. Under the management constraints of public universities in China, not
only is the enrollment scale of the online degree programs served by ZK strictly regulated, but
also the development of certificate programs based on universities’ online platforms cannot
possibly grow very fast. This will pose a huge challenge to ZK’s future business expansion.

The second threat is that ZK’s high dependence on one partner university also limits the

scale of expansion of its online degree programs.
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The expansion of ZK’s enrollment scale in the second and third stages benefited from the
successful lock-in of the SCEP Company based on its customized and differentiated online
degree program majors. Given that SCEP Company was a monopoly in the electric-power
industry with nearly 100,000 employees, ZK signed a VET service agreement with it, aiming
to enroll students from among the workers at this company. This action both saved marketing
costs and increased profit for ZK greatly, but it also brought potential market risks due to the
single source of customers. As competing universities successively set up similar majors and

actively strive to cooperate with SCEP Company, ZK’s future growth will become slow.
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Chapter 6: ZK’s Dynamic Capabilities, Microfoundations and
Strategic Choices

Combining the interview data with the dynamic capability theory reviewed in Chapter 2, this
chapter first of all describes a descriptive case study conducted on ZK’s dynamic capabilities
and micro-foundations, and draws a conclusion about the strengths and weaknesses of ZK.
Secondly, combining the opportunities and threats faced by ZK and summarized in Chapter 5,
this chapter uses the SWOT framework to identify the main strategic issues and sets out ZK’s
future strategic choices.

6.1 ZK’s dynamic capabilities and microfoundations

The descriptive case study on ZK shows that as a small private VET institution, ZK has gone
through three stages of development since it was established in 2003. It has evolved from an
ordinary offline IT training institution at the beginning of its inception to become an online
learning center of online university degree programs in continuing education, and has further
been accredited as a National Talent Training Base by MIITC. This has led to ZK managing to
get round the double dilemma of a shortage of VET resources and little or no market
reputation. This success is not only a result of ZK’s dynamic capabilitie of sensing
opportunities and threats, seizing opportunities, and managing threats and reconfiguring
resources in the VET industry, but it also relies on the micro-foundations of these capabilities.
Combining the interview data with the dynamic capability theory reviewed in Chapter 2,
Table 6.1 shows a dynamic capability framework for the descriptive case study on ZK.

Table 6.1 Dynamic capabilities framework for case study on ZK

Dynamic Capability Microfoundation
Sensing opportunities and Entrepreneurship; Social capital
threats
Seizing opportunities Designing a business model based on a value chain; Integrating

resources including complements; Organizational flexibility;
Commitment and implementation

Managing threats and Organizational learning and knowledge management

reconfiguring resources

Source: Author developed based on literature and survey data.
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6.1.1 Capability of sensing opportunities and threats

The capability of sensing opportunities and threats is the ability of an organization to scan,
create, learn and interpret across technologies and markets, and then identify and shape
opportunities (Teece, 2007). ZK’s capability of sensing opportunities and threats in different
segments of the VET industry has two micro-foundations involving entrepreneurship and
social capital. They provide strong support for ZK to seize opportunities and manage threats.
The following analyzes these two micro-foundations based on the results of the interviews

conducted for the case study.
6.1.1.1 Entrepreneurship

Entrepreneurship is the capability entrepreneurs have for seeing the opportunities of
technologies and markets, understanding how to interpret new events and developments,
which technologies to pursue, and which market segments to target. Entrepreneurship belongs
at the individual-level micro-foundation of dynamic capabilities.

ZK was transformed from an internal training center of QM IT Company. Mr. X, the
former director of the training center, served as the dean of ZK. The interview data show that,
Mr. X, as the founder of ZK, has always had a strong entrepreneurial spirit and that his
entrepreneurial flair is an important micro-foundation of ZK’s dynamic capability of sensing
opportunities and threats in the VET industry. The entrepreneurial personality traits of Mr. X
include being dedicated, creative and always willing to seek cooperation.

First of all, Mr. X has a strong spirit of professional dedication. In this regard, the relevant
colleague gave him a high evaluation. “He works hard, full of passion, and devotes himself to
the development of ZK” (M3, Administrative director of ZK). In terms of institutional
management, Mr. X is the essence of the top management team, making important decisions,
planning ZK’s development strategy and formulating management systems. He is also the
executor of management decisions, participating in the specific implementation of VET
programs down to the last detail including customer development and relationship
management, curriculum design, and process management in teaching and learning. In terms
of market development, Mr. X organizes and participates in various seminars related to the
VET industry, such as annual conferences of the China Computer Federation, Sichuan
Province Computer Federation, China Education Society of Electronics and Zhongguancun
Smarter City Information Industry Alliance. “By keeping abreast of VET policies and industry
trends, Mr. X has formed a keen insight into the needs of the VET industry and tried to find
good opportunities in ZK’s strategic choices” (M2, Vice dean of ZK).
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Mr. X said, “Although the VET market demand is high, ZK, as a small private VET
institution, had no differentiated programs and faced fierce competition at the beginning of its
establishment. So, as the dean of ZK, | have to work hard and be enterprising. | have almost
no rest time. | have to work every day, from morning to night. | often stay up all night to write
training program proposals. I also participate in various industry seminars on weekends” (M1,
Dean and the founder of ZK). For his contribution, Mr. X thought this was worthwhile. “I like
education, I love education, I am willing to devote my whole life to education and be a good
ferryman. Seeing that our VET programs can enable students to learn something and serve
society, I derive a great sense of happiness and accomplishment” (M1, Dean and founder of
ZK). The employees of ZK commented on Mr. X as “being dedicated, conscientious,
pioneering and enterprising. We are also deeply motivated under his strict requirements” (M5,
Manager for University “A” program).

Secondly, the founder is sensitive to the changing environment. The VET programs
carried out by ZK during its first stage were mainly characterized by offline IT training, wide
industry coverage and fierce market competition. So, sensing the scale of the crisis ahead, Mr.
X actively sought out new development opportunities. Mr. X recalled, “Whether to myself
or to members of ZK, | have always emphasized that ZK has no way out via traditional offline
IT training programs. We need to brainstorm, we need to break through, we need to be
different” (M1, Dean and founder of ZK). Opportunities always come to those who are
prepared. Based on a software development project of ZK’s parent company, “Mr. X found
that the automation and digital development of the electric-power industry brought about a
huge demand from employees for on-the-job VET. This helped him realize the importance of
targeting the electric-power industry to develop VET programs and adopt online learning
technology” (E2, Manager of training center of SCEP Company).

Finally, he was able to seize and harness resources from outside the company. The
founder was well aware of the dual dilemma of a shortage of VET resources and little or no
market reputation ZK faced as a small private VET institution. Therefore, “Mr. X advocates
learning from all possible opportunities and unblocking the bottleneck of ZK through
cooperation with external institutions” (M4, ZK’s manager of the University “A” program).
The founder said that “universities are good partners to help ZK achieve a breakthrough in the
double dilemma. They have a wealth of VET resources, a good market reputation and high
entry requirements to degree programs. Therefore, by targeting the on-the-job VET market,
the cooperation between ZK and continuing university degree programs should provide broad

development space” (M1, Dean and the founder of ZK).
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In short, since the establishment of ZK in 2003, “Mr. X has been working tirelessly in the
VET industry, giving full rein to his entrepreneurial personality traits of dedication, creativity
and cooperation” (M2, Vice dean of ZK).

6.1.1.2 Social capital

Social capital is the capability of individuals or organizations to secure benefits from sensing
opportunities and threats by virtue of social networking. ZK’s social capital includes the
individual social capital of its founder, and its organizational social capital, which correspond
to the individual-level and organizational-level micro-foundations of dynamic capabilities.

In terms of individual social capital, Mr. X pointed out that “As the founder of ZK, I have
wide social networks based on my education and work experience in universities, experience
as a director of the firm’s training center, and as a standing director of the Sichuan Province
Computer Federation. This gives me timely access to information about policies and market
supply and demand in the VET industry, thereby informing my capabilities to sense
opportunities and threats” (M1, Dean and founder of ZK). Mr. X’s major is software
engineering. He has a good professional background and former classmate resources in the IT
field. Prior to becoming the dean of ZK, Mr. X worked as a manager in the training centers of
two universities for 5 years and is, therefore, familiar with the institutional organization and
processes of university education and training. Following that, he served as the director of the
internal training center of the QM IT Company, ZK’s parent company, for one year. Based on
these experiences, Mr. X is not only familiar with policies and management in the field of IT
VET, but has also accrued rich resources. Most importantly, Mr. X has served as the standing
director of the Sichuan Province Computer Federation since 2008. This Federation is a
non-profit organization established and run voluntarily by individuals and institutions who
engage in scientific research and development, education, manufacturing, management, and
services in the IT field in Sichuan Province. Mr. X’s status in this Federation has greatly
expanded his social resources and networks in computer-related fields.

In terms of organizational social capital, “ZK’s connection with its parent company, its
status as an institutional member of Sichuan Province Computer Federation and an online
learning center for universities have helped establish extensive social networks, laying the
foundation for its business expansion and transformation” (M1, Dean and founder of ZK).
First of all, ZK was separated from the internal training center of QM IT Company, which at
first became ZK’s most important social tie in the early days of its establishment. Based on a

software development project of this company, ZK, under the leadership of Mr. X, sensed the
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market opportunity for online VET programs targeting the electric-power industry.

ZK has been a group director of Sichuan Province Computer Federation since 2008. “ZK
has actively organized or participated in all kinds of conferences, seminars and vocational
training and thus established social networks with other organizations in the IT field. ZK has
also built good relationships with relevant government departments, such as the Education
Department and Department of Human Resource and Social Security of Sichuan province”
(M1, Dean and founder of ZK). Relying on these social ties and under the leadership of Mr. X,
ZK realized the market opportunity of cooperating with universities’ continuing education
department to carry out online degree programs.

Finally, since ZK began cooperating with universities and became an online learning
center in its second stage, it has built a closer social connection with the public university
system. This has further enabled ZK to sense good opportunities for the large-scale
development of online VET programs, providing the foundation for ZK to be accredited by
MIITC as a National Talent Training Base in its third stage.

6.1.2 Capability of seizing opportunities

An organization’s capability of seizing opportunities also informs its ability to act upon those
opportunities (Teece, 2007). After sensing opportunities and threats in the VET industry, ZK
chose to abandon its offline IT training programs and seize the opportunities of online
education, targeting the electric-power industry, by cooperating with universities. In this
process, ZK’s dynamic capability of seizing opportunities involve four micro-foundations:
designing a business model based on a value chain, integrating resources including

complements, organizational flexibility, and commitment and implementation.
6.1.2.1 Designing a business model based on a value chain

Designing a business model based on a value chain relies on the capability of designing a
value proposition in terms of product and service, customer needs and geography, defining a
value chain structure, and selecting revenue and cost structure to meet customer needs. As Mr.
X pointed out, “on the basis of sensing the opportunities and threats of the VET industry, we
have identified the key business activities through a value chain analysis of VET
organizations, and then innovatively designed a business model” (M1, Dean and founder of
ZK). This has become one of the most important micro-foundations of ZK’s dynamic
capability of seizing opportunities.

Table 6.2 is the breakdown of business activities of VET institutions by ZK using Porter’s
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value chain model to identify key business links. It can be seen that the support activities of

VET institutions include three processes or activities, namely infrastructure supporting daily
business operations, human resource management for teachers and staff, and curriculum
development of VET programs. The primary activities comprise marketing, implementation
of teaching and learning, and teaching support service.

Table 6. 2 Value chain of VET institutions

Support Infrastructure Process that supports daily operations involving administration,
activities financial, and general management for VET programs
Human resource Process related to the acquisition, training, management and
management termination of teachers and other staff.
Curriculum Process related to the development and update of curricula and
development of VET  majors of VET programs
programs

Primary Marketing Process related to advertising and promotion of VET programs to
activities enhance product visibility among a target audience

Implementation of ~ Process related to the arrangements and implementation of teaching
teaching and learning  content, methods, examinations

Support service for  Process related to support service for enrollment, teaching and
teaching and learning learning management and evaluation

As Mr. X pointed out, “By combining value chain analysis and ZK’s experience of offline
IT training in the first phase, we identified that curriculum development and support service
for teaching and learning were two links that are key to increasing competitive advantage. The
two links not only had high added value in the value chain of VET programs, but also helped
us avoid disadvantages in VET resources and market reputation” (M1, the dean and founder
of ZK). To this end, after ZK sensed the opportunities of online university degree programs
targeting the electric-power industry at the end of the first stage, it innovatively designed
business models through cooperation with the electric-power company, universities and
relevant government departments. This supported ZK’s dynamic capability of seizing
opportunities and promoted ZK’s transformation and rapid development in the second and
third stages. Although ZK’s partner universities included Universities “A”, “B” and “C”, as
analyzed in Chapter 4, the business model of cooperation with University “A” alone was
representative and most successful. Therefore, the following analysis is only for ZK’s
programs in partnership with University “A”.

In its first stage, ZK provided offline IT training to enterprises in different industries, and
faced the dual dilemma of a shortage of VET resources and little or no market reputation. In
the second stage, as Mr. X recalled, “Sensing the gap in the market of online university degree
programs targeting the electric-power industry, we redesigned ZK’s business model by

connecting business, customer and university with the customized online degree programs
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based on the university’s online learning platform. This business model effectively matched
the demand and supply of VET programs and achieved great success” (M1, Dean and founder
of ZK).

As shown in Figure 6.1, ZK signed a VET services agreement with the business customer,
SCEP Company, to provide online degree programs for its employees in the form of
customized majors. These programs are supplied by the public university, with ZK only
providing a teaching and learning support service. As the manager of the human resources
department of SCEP Company said, “Since the public university has a good market reputation,
and the programs’ majors are customized and forward-looking, and the online learning
method meets the flexible needs of our employees for on-the-job learning, the two parties hit
it off and our company greatly appreciated ZK’s programs” (E1, Manager of the human
resources department of SCEP Company). At the same time, ZK signed an agreement with the
university to become a learning center for their online degree programs. ZK was then
entrusted with carrying out support services for the customized majors including marketing
and enrollment, student services, and teaching and learning management. “Due to the high
demand for VET from the large number of employees of SCEP Company, annual enrollment
on these programs has been large and steadily increasing year on year. This cooperation with a
public university has greatly improved the earlier, disadvantaged position of ZK as a small
private VET institution. These programs are highly valued by the university” (M1, Dean and
founder of ZK).

ZK

Agreement of VET
services

Agreement of online

Customized majors
J degree programs

and curricula
Support services for
teaching and learning Customer

VET
demand resource

~
’

SCEP Company Academic | Online degl.'ee i Online learning University
and its employees certificate 1~ Programsim o platform .
- i customized majors |
* Large number of employees N ’ * Abundant VET resources
* High demand for VET * Good reputation

Figure 6.1 ZK’s business model in stage 11

Note: In stage Il, the customized majors of online degree programs served by ZK were Electrification
Technology and Electrical Engineering and Automation.

Based on the business model in its second stage, ZK further innovated its business model
in the third stage, to provide even greater development potential. As shown in Figure 6.2, ZK

was accredited as a National Talent Training Base by MIITC for its “professionally
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forward-looking majors and enrollment scale in University ‘A’ programs” (E6, Manager of
MIITC). This gave ZK an official qualification to carry out a certificate program and made it
possible for students to exchange credits between the degree program and the certificate
program. This meant that once students had earned the required credits, in addition to
academic certificates, they could obtain vocational certificates as an Electrical Automation
Engineer and an Electrical Intelligence Engineer. “The new business model increases the
added value of our VET programs for students and their company, and strengthens ZK'’s
competitive advantage. More importantly, our new qualification establishes a high barrier to
industry competition, improves our market reputation, and enables us to expand the VET
business beyond the university’s online degree programs in the future” (M1, Dean and

founder of ZK).
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Figure 6.2 ZK’s business model in stage 111

Note: In stage Ill, the customized majors of the online degree programs provided by ZK weres Electrical
Engineering and Automation, and Electrical Intelligence. The corresponding vocational skill certificates are
Electrical Automation Engineer and Electrical Intelligent Engineer.

6.1.2.2 Integrating resources including complements

Integrating resources including complements is the capability of combining specialized and
co-specialized assets to enhance value. It is the key to the successful implementation of the
business model, and therefore one of the micro-foundations of dynamic capability of sensing
opportunities. As ZK faced the double dilemma of a shortage of VET resources and little or
no market reputation in the first stage, the focus of its business model in the second and third
stages was to effectively integrate the quality of pubic universities’ intellectual resources and

market reputation as a way to get round the double dilemma. ZK had tried to cooperate with
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many public universities in Sichuan Province in the first stage, but being only a small private
VET institution, their attempt was not taken seriously and was rejected. To counter this, ZK
began to actively try to cooperate with universities outside Sichuan. As Mr. X recalled,
“Universities within Sichuan Province had a good source of local students, so they had no
incentive to cooperate with us. But the situation was different with universities outside
Sichuan. They were not familiar with our local market and lack of recognition, so they needed
to cooperate with local institutions to expand their market, which provided the possibility for
our cooperation” (M1, Dean and founder of ZK).

In order to increase the possibility of cooperation with universities, ZK strove to develop
quality customer resources. As Mr. X pointed out, “When we successfully secured SCEP
Company by designing the customized VET majors targeting the electric-power industry, the
quality customer resource made us more attractive to University ‘A’ who are located outside
Sichuan. This prompted us to successfully cooperate with University ‘A’ and become the
latter’s sole learning center for online degree programs in Sichuan” (M1, Dean and founder of
ZK). Based on that cooperation, ZK achieved its first breakthrough in the double dilemma.
Furthermore, ZK had already identified two key business links, namely the customized
development of VET programs and the support service for teaching and learning. The
important complement to these businesses was the online education platform. “as our partner
online learning center, ZK was able to use our university’s online platform to provide support
service for teaching and learning in its customized majors and curricula” (E3, the online
degree program manager of University “A”). Thus, ZK successfully achieved the integration
of complement”.

Secondly, ZK effectively integrated expert resources in IT and the electric-power industry
to acquire support for its development and to update the customized majors and curricula of
the VET programs. During the second and third stages, as the manager of the SCEP Company
training center said, “to meet the needs of VET in the electric-power industry, ZK
successively developed three online degree program majors, namely: Electrification
Technology, Electrical Engineering and Automation, and Electrical Intelligence. This was
unanimously recognized by our company and employees, leading to increased enrollment
year on year” (E2, Manager of the SCEP company training center). The success was partly
due to the integration of expert resources in IT and the electric-power industry. On the one
hand, ZK made full use of the social capital in the IT field to get intellectual support,
especially for the in-depth exploration of expert resources from the Sichuan Computer

Federation. And, at the same time, ZK had many discussions with experts from SCEP
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Company in order to understand the electric-power industry’s actual needs with regard to VET,
and invited these experts to participate in the design of customized majors and curricula. “ZK
insisted on market-oriented design and always emphasized the important role of experts. As a
result, ZK dynamically updated majors and curricula with the development of the
electric-power industry to keep them forward-looking in the industry” (M1, Dean and founder
of ZK).

Finally, ZK fully tapped customer resources and successfully secured a quality corporate
customer. Based on a software development project of SCEP Company undertaken by ZK’s
parent company, ZK sensed the supply and demand gap in the university’s online degree
programs targeting the electric-power industry. “There is a huge demand for VET in the
electric-power industry, but there is a lack of online degree programs that can meet the needs
of the industry” (E2, the manager of the SCEP Company training center). More importantly,
as the SCEP Company was a monopoly in the electric-power industry with as many as
100,000 employees in Sichuan Province its potential demand for VET was huge. Securing
that company meant securing the market. Therefore, ZK actively communicated with the
company's human resources department to discuss matters related to VET cooperation. Once
ZK had successfully integrated the university’s online education resources and developed
customized majors and curricula targeting the electric-power industry, it was accepted by
SCEP Company and became one of the latter’s strategic cooperation parters for VET services.
This led to enrollment at ZK rising sharply and made it stand out among the learning centers

for online university degree programs across the country.
6.1.2.3 Organization flexibility

Organizational flexibility involves the ability to flexibly adjust organizational structures,
incentives and routines to support a new business model. This is one of the important
micro-foundations for ZK to form the dynamic capabilities needed to seize opportunities.
Once ZK had recognized new market opportunities during its second and third stages, and
designed new business models based on the value chain, ZK adjusted its organizational
structure in a timely manner and fully empowered its employees to ensure the successful
implementation of these new business models.

As shown in Figure 6.3, ZK mainly carried out offline IT training for enterprises in
various industries in the first stage. The programs lacked differentiation, and competition was
particularly fierce. “To adapt to this internal and external environment, in terms of ZK’s

organizational structure and personnel composition, the staff in the marketing department and
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administrative office accounted for up to two-thirds, while the number of teachers in the
program office was less than a quarter. Most training programs relied on external teachers”

(M3, Administrative director of ZK).

- Council
Council | >

* 1 vice dean

l I

* | vice dean ¢ | vice dean |' 1 vice dean

| Administration Office l | Program Office ‘
Marketing Administration Program Office * | manager * 15 managers
Department Office
* 1 director * 1 director * L director -| University “A” Program ‘
* 9 staffs * 6 staffs * | sectary
* 7 teachers
—| University “B” Program ‘

-I University “C” Program ‘

Figure 6. 3 The adjustment of ZK’s organizational structure from stage I to 11

During the second stage, “ZK transformed into a learning center for online university
degree programs, and carried out support services for teaching and learning” (M1, Dean and
founder of ZK). Correspondingly, ZK flexibly adjusted its organizational structure and
reduced the total number of employees from 30 to 18. The number of vice deans was reduced
from 3 to 1. And employees were fully empowered to manage online degree programs. “All
these structural adjustments were made to suit the needs of the new strategy” (M1, Dean and
founder of ZK).

First, ZK abolished its marketing department. ZK signed a strategic cooperation
agreement with SCEP Company, the electric-power monopoly, for VET services. Thus, with
employees of this company becoming a stable and sufficient source of students for ZK, a
marketing department was no longer necessary.

Second, ZK streamlined the administration office. “Under the new business model, ZK
used the online learning platform of partner universities to provide support services for online
teaching and learning, which greatly reduced the original inbound logistics” (M3, the
administrative director of ZK). Thus, ZK was able to reduce the staff of the administration
office from 7 down to 1. The sole vice dean concurrently served as the director of
administration office, and was in charge of ZK’s financial management and logistics support.

Third, ZK expanded the program office. Under the new business model, the rapid increase
in ZK’s enrollment led to an increase in program support services. There were no teachers in
the program office, instead different program groups were set up to serve the corresponding

universities. The number of program office employees increased from 9 to 15 and they were
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fully empowered to manage programs under the direct leadership of the dean.

ZK’s organizational flexibility is also reflected in itsS third stage of development. By the
third stage, ZK was already accredited by MIITC as a National Talent Training Base and
possessed the qualification to implement vocational skills training that could issue vocational
skills certificates from the MIITC. Hence “ZK adjusted its organizational structure and
personnel composition in a timely manner to maintain competitiveness” (M1, Dean and
founder of ZK). As shown in Figure 6.4, “to suit the new business model, ZK’s program
office was divided into two groups, degree program and certificate program. The former was
responsible for the online university degree education, while the latter was in charge of
vocational skills training, communicating with and managed by the MIITC. This new group
provided organizational guarantees for ZK’s future expansion of the VET training business”

(M8, the manager of the certificate program of ZK).

|

. roe des H
1 vice dean * 1 vice dean

l | [ |

Administration Office l | Program Office J | Administration Office | ‘ Program Office

* 15 managers * | manager I * 15 managers

University “A™ Program | Degree Program | Certificate Program
University “B” Program | University “A” Program |
University “C” Program

¢ | manager

University “B” Program |

University “C” Program I

Figure 6. 4 The adjustment of ZK’s organizational structure from stage II to III
Note: ZK abolished the University “C” program in 2017.

6.1.2.4 Commitment and implementation

Commitment and implementation involve the ability to implement a new business model by
demonstrating leadership and effective management, building loyalty and cooperating with
stakeholders. During the transformation, ZK set up management systems that adapted to new
business models, and established the goal of providing quality support services. Under the
leadership of the dean, Mr. X, “employees were fully authorized to provide support services
for online teaching and learning, and actively encouraged to communicate with multiple
stakeholders including universities, corporate customers and students. By obtaining timely
feedback information, ZK ensured the smooth development and effectiveness of its online
degree programs” (M1, Dean and founder of ZK).

First of all, ZK complied with the university’s unified requirements for online degree

programs and adopted a comprehensive teaching mode comprising online learning, online
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Q&A, online discussion, online tutoring, offline tutoring, homework, self-test exercises,
offline exams in the learning center, and graduation report or thesis. “But, in contrast to other
online degree programs, the majors and curricula developed by ZK were market-oriented and
directly targeted the learning needs of employees in the electric-power industry. In order to
improve the effect of online learning, ZK strengthened the online and offline tutoring by
integrating the intellectual resources of the electric-power industry” (M1, Dean and founder of
ZK). ZK established a database of expert tutors, and hired 100 experts with either
intermediate and senior titles, or a master’s degree or above from technical colleges in the
electric-power industry, SCEP Company, and the College of Electrical Engineering of Sichuan
University. These experts served as part-time tutors for students, provided guidance and
answered questions throughout the online learning process. In addition, and in order to help
students better develop their ability to learn independently and create a cooperative learning
environment, ZK’s program managers helped set up many communication channels such as
WeChat groups and QQ groups to run alongside the universities’ online learning platform. As
student A said, “Under the guidance of the program managers, we have established many
study groups to form a student community for cooperative learning and active learning. The
students actively discussed and solved the problem of insufficient interaction in online
learning” (E7, Student A of University “A”).

Secondly, ZK advocated teamwork in support services for teaching and learning. Under
the leadership of the dean, Mr. X, employees were fully empowered and effectively motivated
to be responsible for the quality of support services. Just as Mr. X said, “The quality of
support services is the lifeline of ZK. On the one hand, I, as the dean, am also an employee. |
try to participate in the whole process so as to be familiar with every detail of the teaching and
learning support services. On the other hand, every employee is a program manager. While
being fully authorized to provide support services, it is also necessary for them to tap into the
dean’s way of thinking. For this reason, we have implemented a system that employees must
take turns to serve as executive dean for half a year. This system helps employees to
understand the importance of service quality” (M1, Dean and founder of ZK). Meanwhile,
ZK’s salary systems were very flexible since employees had a high degree of participation in
formulating remuneration plans. The salary and reward schemes would first be proposed by
employees according to their abilities, positions, work goals and contributions, and then
submitted to the employees’ congress for agreement, and finally reported to the dean for
implementation. These measures greatly mobilized the enthusiasm of employees.

Finally, ZK actively encouraged communication among stakeholders. Under the
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leadership of ZK, the three stakeholders - the partner university, the SCEP company and ZK
itself - each sent a representative to set up a service center for teaching and learning with the
goal of improving learning outcome. The representative from ZK was the vice dean. “This
service center not only provided unified guidance and coordination in teaching and learning
communication, assessment and evaluation, but also regularly obtained feedback from
students. It greatly improved the degree to which VET supply and demand matched” (E1, the

manager of the human resources department of SCEP Company).
6.1.3 Capability of managing threats and reconfiguring resources

An organization’s capability of managing threats and reconfiguring resources is measured by
its ability to maintain competitiveness through enhancing, combining, protecting, and
reconfiguring its intangible and tangible assets when faced with threats (Teece, 2007). For ZK,
the micro-foundation of this dynamic capability involves organizational learning and
knowledge management.

Organizational learning and knowledge management are the capabilities of integrating
know-how from outside as well as within the organization, and further generating new
knowledge to maintain competitiveness through institutional arrangements for learning and
knowledge-sharing. When ZK became an online university degree learning center in the
second stage, it gained a competitive advantage by customizing the majors and curricula of
online degree programs aimed at the electric-power industry. Not surprisingly, these
differentiated majors triggered successive imitations from competing universities. In response
to this new threat, ZK strengthened its organizational learning and knowledge management.
“By building a learning organization and establishing an incentive system to promote learning,
ZK successfully achieved knowledge integration, redesigned the majors and curricula, and
regained its competitive advantage” (M1, Dean and founder of ZK).

First of all, ZK established a standardized internal learning system and regularly held
weekly discussion meetings. The dean always personally presided over every meeting. The
employees of ZK adequately communicated and exchanged ideas on the implementation of
the online degree programs and support services for teaching and learning, the appeals and
feedback from all stakeholders, and especially market competition environment and trends.
All participants shared their own work experiences and lessons in a timely fashion. “This
system enabled all employees of ZK to reach a consensus on both the focus of support
services and the internal and external environment of online degree programs. Improving the

quality of support services and managing new threats had been placed firmly at the center of
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ZK’s work” (M1, Dean and founder of ZK).

Secondly, ZK attached importance to the improvement of employees’ learning capabilities
and provided sufficient financial support for employees to participate in continuing education.
“The tuition fees for employees participating in degree programs and short-term training were
fully reimbursed by ZK” (M3, Administrative director of ZK). Additional bonuses were also
awarded based on the outcomes of the on-the-job learning. For example, the basic salary
would be increased by 3% to 5% for those obtaining academic certificates (5% for those
obtaining a doctoral degree and 3% for a master’s degree). Employees who obtained
vocational skill certificates would be given RMB 1,000 to 5,000 for each one.

Finally, ZK encouraged employees to actively innovate while learning by doing. ZK
emphasized that “support services should meet the needs of teaching and learning to the
greatest extent” (M1, Dean and founder of ZK). Therefore “ZK encouraged employees to
keep abreast of the demands of universities and corporate customers, to actively learn from
partners and carry out knowledge innovation” (M1, Dean and founder of ZK). ZK required
each program manager to have a comprehensive and in-depth understanding of the online
education model, teaching support service system and VET market trend, and also encouraged
employees to apply for research projects in these fields by providing a project budget as high
as 50,000 to 150,000 yuan per item. ZK’s practice of learning from partners is one that is
itself worth learning. For example, in order to ensure that the teaching content and thesis topic
were closely related to the work of students, ZK’s corporate customer, SCEP Company, not
only appointed some staff from its human resources department and training center to serve as
class advisors, but also arranged for its senior engineers to provide guidance for students
during their internship and thesis writing. For this, ZK’s program managers “participated in
the whole process, and tried to understand the concerns of both the students and customer
company and follow up the directions of curricula adjustment and support service
improvement” (M4, Manager for University “A” program).

ZK has achieved remarkable results in these practices in organizational learning and
knowledge management. In 2014, ZK was accredited by MIITC as a National Talent Training
Base in the field of industry and information technology due to its professional,
forward-looking majors and the scale of enrollment in the University “A” program. In the
same Yyear, in response to the changes in the electric-power industry’s demand for VET and
the threat of competition, ZK adjusted its online degree program majors by cancelling the
Electrification Technology major and establishing a new major in Electrical Intelligence.

Their work has been unanimously recognized by multiple stakeholders. For example, ZK was
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rated as an outstanding online learning center for universities by the Ministry of Education
from 2015 to 2019. “ZK was also rated as an outstanding National Talent Training Base by
MIITC from 2015 to 2016 and both its curricula and program managers were rated as

excellent by MIITC” (E6, Manager of MIITC). Numerous honors have greatly improved ZK’s

market reputation and competitiveness.
6.1.4 Summary of internal analysis: ZK’s strengths and weaknesses

6.1.4.1 Internal strengths

Based on the above analyses of ZK’s dynamic capabilities and micro-foundations, the
strengths of ZK can be summarized as follows.

First, ZK has a strong dynamic capability of sensing and managing opportunities and
threats, and is good at developing and updating differentiated VET programs based on the
changing market environment.

The entrepreneurship flair of ZK’s founder and his social capital at both the individual
and organizational level are two micro-foundations that contribute to ZK’s dynamic capability
of sensing opportunities and threats. Organizational learning and knowledge management
provide micro-foundations for ZK’s dynamic capability of managing threats. Both of them
enable ZK to identify the dynamic changes in the market environment, and to design and
update differentiated VET programs accordingly. More specifically, with the electric-power
industry’s demand for VET in mind, ZK, as a learning center for online university degree
programs, took the lead in developing customized and differentiated majors in the national
university system during its second stage. This enabled ZK to quickly get a foothold in the
electric-power industry market and gain a first-mover advantage. In the third stage, ZK sensed
the changes in the competitive environment and accordingly updated the majors and curricula
of VET programs to sustain its competitive advantage.

Second, ZK has a strong dynamic capability of seizing opportunities, and is good at using
the official qualifications of universities and MIITC to enhance its market reputation.

Sensing the increasing market opportunities of online degree education and vocational
technical training, ZK took advantage of its two official qualifications as a learning center for
online university degree programs and the National Talent Training Base accredited by MIITC
to design and update its business models. By improving its support services for online
learning through flexible organizational structure adjustments, institutional arrangements and

resource integration including complements, ZK’s VET programs have been recognized by
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multiple stakeholders including partner universities, business customers, students, and related
government departments including the Ministry of Education and MIITC. These
achievements have not only made its enrollment scale increase steadily year on year, but also
enhanced ZK’s market reputation.

Third, ZK has a strong dynamic capability of integrating and reconfiguring resources, and
Is good at designing and implementing new business models to expand its market scale.

In its first stage, ZK faced the dual dilemma of a shortage of educational resources and
little or no market reputation. Since then, however, by targeting and bridging the gap between
VET program majors and industry’s needs, ZK has constructed a multi-party cooperation
framework involving industry customers, universities, and government departments. Through
the design and implementation of new business models, ZK successfully integrated multiple
resources including complements. This not only established industry barriers for ZK to

compete with similar institutions, but also greatly expanded its market scale.
6.1.4.2 Internal weaknesses

However, ZK also has two weaknesses that can be summarized as follows.

The first is that ZK lacks a key complementary resource, namely the official qualification
in its own right for online university degree programs.

Although ZK is the learning center for online university degree programs, it only provides
the support services, having no official qualification in its own right means that ZK cannot
award certificates in its own name. Therefore, despite ZK’s strong capability with regard to
developing the majors and curricula of online degree programs, the implementation of this
capability is completely dependent on the partner universities. Once cooperation with its
partner universities ceases, ZK’s existing business model would be difficult to maintain.

The second key complementary resource that ZK lacks is its own online learning
technology platform.

With regard to the first weakness, the quality support services for online teaching and
learning provided by ZK are based on the universities’ online technology platform. Once
separated from the university’s online platform, ZK’s service capability would be difficult to
sustain. More importantly, as a National Talent Training Base accredited by MIITC, ZK also
completely relies on the universities’ online platform to provide vocational skills training,

which further increases the vulnerability of its business.
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6.2 ZKs strategic initiatives: based on the SWOT matrix

The SWOT matrix is used to identify the main strategic issues and synthesize the findings.
SWOT stand for Strengths, Weaknesses, Opportunities and Threats. This framework is used to

analyze ZK’s strategic initiatives under four strategy clusters.
6.2.1 ZK’s SWOT matrix

As shown in Table 6.3, the SWOT matrix combines ZK’s strengths with the opportunities and
threats, and the weaknesses with the opportunities and threats that were identified in the

previous analysis. Thus, the matrix reveals four clusters. Below that is a detailed discussion of

the strategic initiatives ZK should implement to address each of the strategic issues.

Table 6.3 ZK’s SWOT matrix

Opportunities (Oy, O2)

O; : Expansion of VET market
from economic transformation
in China

O- : High VET demand from
the popularization of online
education

Os : Favorable VET policies
focusing on demand-oriented,
standardization and
high-quality

Threats (T1, T>)

T1 : High dependence on a
business customer in a single
industry brings about
potentially high market risk
T, : High dependence on a
partner university limits the
scale expansion of online
degree programs

Strengths (S1, Sz, S3)

S1: Has dynamic capability of
sensing and managing
opportunities and threats, and is
good at developing and updating
differentiated VET programs based
on changing market environment
S, : Has dynamic capability of
seizing opportunities and is good at
using the official qualifications of
universities and MIITC to enhance
market reputation

Ss: Has dynamic capability of
integrating and reconfiguring
resources and is good at designing
and implementing new business
models to expand the market scale
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SO Strategy

1. Promote online degree
programs and certificate
programs simultaneously, and
develop and implement both
programs to meet the needs of
specific sectors in the fields of
industry and information
technology

2. Establish online VET
standards for these sectors

3. Expand the market scale of
and establish a brand for ZK’s
online VET programs

ST Strategy

1. Choose online degree
programs as the main
business, and copy the
existing business model to
develop new business
customers in new sectors with
customized online degree
programs

2. Increase the number of
partner universities to mainly
expand online degree
programs and secondly
develop certificate programs
in corresponding majors
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Weaknesses (W1, W2)

Wi: Lack the key complementary
resource namely its own the
qualification for university online
degree programs

W,: Lack the key complementary
resource namely own online
learning platform

WO Strategy

1. Choose online certificate
programs as the main business,
and bypass the qualification
constraint of university online
degree programs by increasing
the scale of online certificate
programs

2. Develop own online
learning technology platform

WT Strategy

1. Promote online degree
programs and certificate
programs simultaneously, and
increase the number of partner
universities and both programs
to reduce dependence on a
single university and single
type of programs

2. Develop new business
customers in new sectors to

and promote nationwide :
reduce dependence on a single

customer in a single industry

6.2.2 ZK’s strategic initiatives under four strategy clusters

6.2.2.1 Strategic initiatives under the SO strategy

The SO strategy involves taking advantage of opportunities through existing strengths. As
shown in Table 6.3, ZK’s strengths involve the dynamic capabilities of sensing opportunities
and threats, seizing opportunities, and managing threats and reconfiguring resources in the
VET industry. Adopting this strategy enables ZK to be good at the dynamic development of
new VET programs, to design and implement new business models, and to successfully
integrate resources, thereby enhancing its market reputation and expanding its market scale.
The opportunities available to ZK involve the rapid growth in demand for VET, the
popularization of online education and favorable political support. Thus, the strategic
initiatives that ZK should formulate under the SO strategy would involve: (1) promoting
online degree programs and certificate programs simultaneously, and developing and
implementing both programs to meet the needs of specific sectors in the fields of industry and
information technology, (2) establishing online VET standards for these sectors, and (3)
expanding the market size and establishing a brand for ZK’s online VET programs. These
strategic initiatives would not only help ZK seize opportunities in the online VET market
through existing strengths, but also help ZK develop new programs in new markets to
decrease its excessive dependence on partner universities and business customers in a single
industry. It would also improve ZK’s strategic flexibility and enhance its ability to withstand

risks.
6.2.2.2 Strategic initiatives under the ST strategy

The ST strategy involves taking advantage of strengths to eliminate or reduce the impact of

threats. In accordance with the above analysis, the threats faced by ZK are its high
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dependence on both business customers in a single industry and a single partner university as
these lead to greater market risks and limited scale expansion of its online degree programs.
Thus, the strategic initiatives that ZK should formulate under the ST strategy would involve:
(1) choosing online degree programs as the main business, and copying the existing business
model to develop new business customers in new sectors with customized online degree
programs, and (2) increasing the number of partner universities to expand online degree

programs and, secondly to develop certificate programs in corresponding majors.
6.2.2.3 Strategic initiatives under the WO strategy

The WO strategy involves taking advantage of opportunities by overcoming weaknesses. As
shown in Table 6.3, ZK’s weaknesses are that it lacks two key complementary resources — its
own official qualification for online university degree programs, and its own online learning
technology platform. This makes ZK’s business heavily reliant on its partner universities.
These two resources are the fundamental complements essential for ZK to carry out its own
online VET programs, thus lacking them is a weakness hindering ZK’s ability to take
advantage of new opportunities. The opportunities available to ZK are a result of the rapid
growth in demand for VET, the popularization of online education, and favorable political
support. Thus, the strategic initiatives that ZK should formulate under the WO strategy would
involve: (1) choosing online certificate programs as the main business, and bypassing the
qualification constraints of online university degree programs by increasing the scale of
certificate programs, and (2) developing its own online learning technology platform and

promoting it nationwide.
6.2.2.4 Strategic initiatives under the WT strategy

The WT strategy involves reducing the impact of threats by considering weaknesses. In
accordance with the above analysis, ZK’s weaknesses stem from its lack of two key
complementary resources involving its own official qualification for online university degree
programs and its own online learning technology platform. The threats faced by ZK are its
high dependence on both a business customer in a single industry and a single partner
university. Thus the strategic initiatives that ZK should formulate under the WT strategy
would involve: (1) promoting online degree programs and certificate programs simultaneously,
and increasing the number of partner universities and programs to reduce dependence on a
single university and single type of programs, and (2) attracting new business customers in

new sectors to reduce dependence on a single customer in a single industry.
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6.3 ZK’s strategic actions for the next five years

6.3.1 ZK’s strategic actions under the SO strategy

In order to promote the successful implementation of the above SO strategy, ZK should make
the following action plans over the next five years.

6.3.1.1 Strategic initiative 1: promote online degree programs and certificate programs
simultaneously, and develop and implement both programs to meet the needs of specific

sectors in the fields of industry and information technology

(1) Action 1.1 Identify sub-sectors that need to be expanded in the fields of industry and
information technology

For ZK, the MIITC National Talent Training Base qualification affords greater credibility in a
far larger market than the university online learning center does. Therefore, ZK should rely
more on the former and identify new sub-sectors in the field of industry and information
technology. This would help ZK seize greater opportunities for industry development and
achieve further growth.

Indicator 1.1.1 Action goals: sense market opportunities in the fields of industry and
information technology, and identify 2-3 sub-sectors that can be expanded, such as petroleum,
ICT, and financial technology.

Indicator 1.1.2 Time plan: in 2022, identify 2-3 new sub-sectors that need to be expanded.

Indicator 1.1.3 Personnel and organization guarantee: (1) set up an R&D office, and add
three managers for program development, (2) make full use of external expert resources from

industries, universities, and related government departments.
(2) Action 1.2 Develop differentiated online VET programs targeting new sub-sectors

The development of differentiated VET programs (including online degree programs and
certificate programs) targeting new sub-industries would help ZK make full use of industrial
opportunities and take advantage of its dynamic capabilities and organizational strengths. This
should, therefore, become one of the important actions under the SO strategy.

Indicator 1.2.1 Action goals: target the newly expanded sub-sectors in the fields of
industry and information technology, develop 2-3 new online VET programs.

Indicator 1.2.2 Time plan: (1) in 2022, develop 2-3 new online VET programs; (2) from
2023 to 2026, implement new programs and increase market size.

Indicator 1.2.3 Personnel and organization guarantee: (1) jointly implement via the
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program office and the newly established R&D office, (2) make full use of external expert

resources from industries, universities, and related government departments.

6.3.1.2 Strategic initiative 2: establish online VET standards for sub-sectors in the fields

of industry and information technology

(1) Action 2.1 Match the majors and curricula of the newly developed online VET
programs with market demand and vocational standards of the corresponding

sub-sectors

One of the important aspects of China’s vocational education reform policy is the matching of
VET program majors with related industry needs and the matching of VET program curricula
with related vocational standards. This was also key to the success of ZK’s previous VET
programs, and what led to ZK to being accredited by MIITC as a National Talent Training
Base. ZK’s business practice and official qualification provide it with a good foundation to
establish online VET standards in specific sub-sectors.

Indicator 2.1.1 Action goals: match 2-3 new online VET program majors and curricula
with market demand and the vocational standards of the newly expanded sub-sectors.

Indicator 2.1.2 Time plan: keep updating and matching in a timely manner from 2022 to
2026

Indicator 2.1.3 Personnel and organization guarantee: (1) jointly implement via the
program office and the newly established R&D office, and add two managers to the certificate
program group, (2) make full use of external expert resources from industries, universities,

and related government departments.

(2) Action 2.2 Establish online VET teaching standards and curricula standards in

specific sub-sectors based on dominant online VET programs

With the advancement of China’s vocational education reform, the development of standards
and the use of standards to drive innovation have become important trends. In the
development and implementation of online VET programs, ZK should rely on dominant
programs with large market scale to establish online VET teaching standards and curricula
standards in specific sub-sectors in the fields of industry and information technology. After
becoming a standard setter, ZK will gain dual first-mover advantages in both technology and
the market.

Indicator 2.2.1 Action goals: build 2-3 online VET teaching standards and curricula

standards in specific sub-sectors based on 2-3 dominant online VET programs
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Indicator 2.2.2 Time plan: (1) from 2023 to 2024, expand the market size of 2-3 online
VET programs and highlight their vocational advantages; (2) from 2025 to 2026, establish 2-3
online VET standards in specific sub-sectors.

Indicator 2.2.3 Personnel and organization guarantee: (1) implement via the certificate
program group of the program office, (2) make full use of external expert resources from

industries, universities, and related government departments.

6.3.1.3 Strategic initiative 3: expand the market scale and build a brand of online VET

programs

(1) Action 3.1 Expand the market scale of online degree programs and certificate

programs relying on dual qualifications

Market scale is one of the basic conditions for ZK to build a VET brand. Therefore, ZK
should make the most of its two qualifications as a university learning center and as a
National Talent Training Base of MIITC to expand the market scale of its online degree
programs and certificate programs inside and outside Sichuan province. This will be helpful
for ZK with regard to promoting brand expansion.

Indicator 3.1.1 Action goals: expand the market scope from Sichuan province to the
whole country, and promote online degree programs and certificate programs for business
customers in specific sub-sectors in the fields of industry and information technology.

Indicator 3.1.2 Time plan: (1) from 2022 to 2026, the number of new enrollments should
increase by no fewer than 20,000 every year; (2) in 2026, the number of new enrollments
should increase to 100,000.

Indicator 3.1.3 Personnel and organization guarantee: set up a marketing office and add

three managers to be responsible for the promotion in the eastern, central and western China.
(2) Action 3.2 Build a brand of online VET programs

A brand is a kind of identification mark and the core embodiment of excellent quality.
Through brand building, ZK’s strengths in the development and implementation of VET
programs would earn wider recognition. Its intangible assets and market reputation would be
greatly enhanced, thus providing sufficient guarantee for the implementation of ZK’s
differentiated strategy at more levels and in more fields.

Indicator 3.2.1 Action goals: build and promote a brand of online VET programs based on
the credibility of the National Talent Training Base of MIITC.

Indicator 3.2.2 Time plan: (1) from 2022 to 2023, emphasize the qualification of the
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National Talent Training Base of MIITC in the promotion of programs to increase their
reputation; (2) from 2024 to 2026, establish and promote ZK’s brand in online VET programs
while diluting the qualification of MIITC.

Indicator 3.2.3 Personnel and organization guarantee: set up a marketing office and add

two managers for brand building and operation.
6.3.2 ZK’s strategic actions under the ST strategy

In order to promote the successful implementation of the above ST strategy, ZK should take

the following actions over the next five years.

6.3.2.1 Strategic initiative 1: choose online degree programs as the main business, and
copy the existing business model to attract new business customers in new sectors with

customized online degree programs

ZK’s existing business model, namely customizing online degree programs targeting industry
needs, has made the most of its organizational strengths and resulted in success. This should
be reproduced in ZK’s future development. Copying this model to expand into new sectors
and attract new business customers would help avoid external threats from a single industry

and a single customer, and improve ZK’s ability to avert risks.
(1) Action 1.1 Identify the VET needs of quality business customers in new sub-sectors

Indicator 1.1.1 Action goals: identify 2-3 sub-sectors that should be expanded in the fields of
industry and information technology, as well as the VET needs of the corresponding 2-3
quality business customers

Indicator 1.1.2 Time plan: implement gradually from 2022 to 2023.

Indicator 1.1.3 Personnel and organization guarantee: (1) set up an R&D office, and add
three managers for program development, (2) make full use of external expert resources from

industries, universities, and related government departments.

(2) Action 1.2 Develop differentiated online degree programs aimed at new business

customers in the newly expanded sub-sectors

Indicator 1.2.1 Action goals: aimed at the needs of 2-3 quality business customers, customize
2-3 differentiated and new online degree programs.
Indicator 1.2.2 Time plan: from 2022 to 2026, customize 2-3 new online degree programs.
Indicator 1.2.3 Personnel and organization guarantee: (1) jointly implement via the degree
program group of the program office and the newly established R&D office, (2) make full use
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of external expert resources from industries, universities, and related government

departments.

6.3.2.2 Strategic initiative 2: increase the number of partner universities mainly to
expand online degree programs and secondly develop certificate programs in

corresponding majors

Increasing the number of partner universities will not only help ZK avoid its high dependence
on University “A” and reduce its operating risks, but also help ZK adapt to the expansion
needs of VET programs and find more suitable partner universities. This could make full use
of the disiplinary advantages of these universities, and more importantly, integrate the alumni
resources of partner universities to obtain rapid growth in both online degree programs and

related certificate programs.

(1) Action 2.1 Increase the number of partner universities with discipline advantages

based on the corresponding majors of customized online degree programs

Indicator 2.1.1 Action goals: identify 2-3 partner universities with discipline advantages
corresponding to the newly developed 2-3 programs and majors.

Indicator 2.1.2 Time plan: implement gradually from 2022 to 2023.

Indicator 2.1.3 Personnel and organization guarantee: jointly implement via the degree
program group of the program office and the newly established R&D office.

(2) Action 2.2 Relying on dual qualifications, mainly to expand the scale of online degree

programs, and secondly to develop certificate programs in the corresponding majors

Indicator 2.2.1 Action goals: mainly promote online degree programs while secondly
promoting certificate programs for business customers in specific sub-sectors in the fields of
industry and information technology.

Indicator 2.2.2 Time plan: (1) from 2022 to 2026, the number of new enrollments should
increase by no fewer than 10,000 every year; (2) in 2026, the number of new enrollments
should increase to 50,000.

Indicator 2.2.3 Personnel and organization guarantee: set up a marketing office and add

two managers for the promotion of programs.
6.3.3 ZK’s strategic actions under WO strategy

ZK’s previous business model is based on online degree programs, i.e., ZK, as a university

online learning center, develops and manages online degree programs tailored to industry’s
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needs. Although this model has achieved phased success, it relies heavily on the partner
universities’ qualification as a provider of online degree programs, and their online learning
technology platform, which puts ZK at a disadvantage. Therefore, to overcome weaknesses
and seize opportunities of online VET development, ZK should reduce its reliance on both the
universities and online degree programs, and focus on the development of online certificate
programs based on its qualification as a National Talent Training Base of MIITC.

In order to promote the implementation of the above WO strategy successfully, ZK should

take the following actions over the next five years.

6.3.3.1 Strategic initiative 1: choose online certificate programs as the main business,
and bypass the qualification constraint of university online degree programs by

increasing the scale of online certificate programs

(1) Action 1.1 Develop online certificate programs aimed at industry needs in the fields

of industry and information technology

Indicator 1.1.1 Action goals: Customize 2-3 new online certificate programs targeting industry
needs in the fields of industry and information technology.

Indicator 1.1.2 Time plan: implement gradually from 2022 to 2023.

Indicator 1.1.3 Personnel and organization guarantee: (1) set up an R&D office, and add
three managers for program development, (2) jointly implement via the program office and
the newly established R&D office, and adjust the structure of the program office by increasing
the number of personnel in the certificate program group while reducing that in the degree

program group.

(2) Action 1.2 Take advantage of its qualification as a National Talent Training Base of

MIITC, and promote online certificate programs among industry customers.

Indicator 1.2.1 Action goals: change the income structure and increase the proportion of
online certificate programs.

Indicator 1.2.2 Time plan: (1) from 2023 to 2024, the proportion of income from online
certificate programs should increase to 30%; (2) from 2025 to 2026, the proportion of these
programs should increase to 50%.

Indicator 1.2.3 Personnel and organization guarantee: set up a marketing office and add

three managers for the promotion of programs.
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6.3.3.2 Strategic initiative 2: develop its own online learning technology platform and

promote nationwide

(1) Action 2.1 Establish its own online learning technology platform and put it into

action

Indicator 2.1.1 Action goals: entrust a third party to develop the PC and mobile terminals of
the online learning technology platform, and put them into use after testing.

Indicator 2.1.2 Time plan: (1) from 2022 to 2023, develop and test the online learning
technology platform, and try it out and improve on it in some online degree programs; (2)
from 2024 to 2026, put the new platform into use in all programs.

Indicator 2.1.3 Personnel and organization guarantee: (1) set up an IT office and add two
managers for the development and maintenance of the online learning platform, (2) make full
use of external expert resources from industries, universities, and related government

departments.

(2) Action 2.2 Relying on the huge training market of MIITC, promote the use of the

self-built online learning platform nationwide

Indicator 2.2.1 Action goals: Promote the self-built online learning platform all around the
country to reduce the average cost

Indicator 2.2.2 Time plan: implement gradually from 2024 to 2026

Indicator 2.2.3 Personnel and organization guarantee: jointly implement via the marketing

office and IT office.
6.3.4 ZK’s strategic actions under the WT strategy

In order to overcome weaknesses and eliminate the impact of threats, ZK should reduce its
reliance on a single business customer in a single sector, a single partner university, and one
type of program, and increase cooperation with more universities and industry customers.
Only by actively obtaining qualifications in its own right for both the university online
learning center and the National Talent Training Base of MIITC can ZK expand the scale
of its online degree programs and certificate programs.

In order to promote the successful implementation of the above WT strategy, ZK should

take the following actions over the next five years.

6.3.4.1 Strategic initiative 1: simultaneously promote online degree programs and

certificate programs simultaneously, and increase the number of partner universities

107



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based
Research

and both programs to reduce dependence on a single university and single type of

program

(1) Action 1.1 Combine the universities’ discipline advantages and the needs of specific

industries, increase the number of partner universities and online degree programs

Indicator 1.1.1 Action goals: add 2-3 partner universities and develop 2-3 online degree
programs targeting industry needs.

Indicator 1.1.2 Time plan: implement gradually from 2022 to 2023

Indicator 1.1.3 Personnel and organization guarantee: (1) jointly implement via the degree
program group of the program office; (2) make full use of external expert resources from

industries, universities, and related government departments.

(2) Action 1.2 Develop corresponding online certificate programs based on the online

degree programs

Indicator 1.2.1 Action goals: develop 2-3 online certificate programs

Indicator 1.2.2 Time plan: implement gradually from 2022 to 2023

Indicator 1.2.3 Personnel and organization guarantee: (1) to be implemented by the
certificate program group of the program office and add 2 managers to this group; (2) make
full use of external expert resources from industries, universities, and related government

departments.

6.3.4.2 Strategic initiative 2: develop new business customers in new sub-sectors to

reduce dependence on a single customer in a single industry

(1) Action 2.1 Identify sub-sectors and business customers that can be expanded in the
fields of industry and information technology

Indicator 2.1.1 Action goals: identify 2-3 new sub-sectors in the fields of industry and
information technology and related business customers.

Indicator 2.1.2 Time plan: implement gradually from 2022 to 2023

Indicator 2.1.3 Personnel and organization guarantee: (1) to be implemented by the
program office; (2) make full use of external expert resources from industries, universities,

and related government departments.

(2) Action 2.2 Give full rein to the role of qualifications involving both the university
online learning center and the National Talent Training Base of MIITC and

simultaneously promote online degree programs and certificate programs
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Indicator 2.2.1 Action goals: increase market size based on the two qualifications and two
types of customized programs

Indicator 2.2.2 Time plan: implement gradually from 2023 to 2026

Indicator 2.2.3 Personnel and organization guarantee: (1) to be implemented by the
program office; (2) add 2 managers to the certificate program group of the program office; (3)
make full use of external expert resources from industries, universities, and related

government departments.
6.3.5 Summary of ZK’s strategic actions

Based on the above analysis, Table 6.4 summarizes the actions under the various strategic

plans of ZK as follows.
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Table 6.4 Summary of ZK’s strategic initiatives and actions

Type of
strategy

Strategic initiatives

Strategic actions

Action goals

Indicators of strategic actions
Time plan

Personnel and organization
guarantee

SO
strategy

1. Promote online
degree programs and
certificate programs
simultaneously, and
develop and
implement both
programs to meet the
needs of specific
sectors in the fields of
industry and
information
technology.

2. Establish online
VET standards for
sub-sectors in the
fields of industry and
information
technology

1.1 Identify sub-sectors
that need to be expanded
in the fields of industry
and information
technology.

1.2 Develop
differentiated online VET
programs targeting new
sub-sectors

2.1 Match the majors and
curricula of newly
developed online VET
programs with market
demand and the
vocational standards of
the corresponding
sub-sectors

2.2 Establish online VET
teaching standards and
curricula standards in
specific sub-sectors based
on dominant online VET
programs

Sense market opportunities

in the fields of industry and

information technology, and
identify 2-3 sub-sectors that
can be expanded

Targeting the newly
expanded sub-sectors in the
fields of industry and
information technology,
develop 2-3 new online VET
programs.

Match 2-3 new online VET
programs in majors and
curricula with market
demand and the vocational
standards of the newly
expanded sub-sectors

Build 2-3 online VET
teaching standards and
curricula standards in
specific sub-sectors based on
2-3 dominant online VET
programs

Implement in 2022

In 2022, develop 2-3 new online
VET programs

From 2023 to 2026, implement
new programs and expand the
market size

Keep timely updating and
matching from 2022 to 2026

From 2023 to 2024, expand the
market size of 2-3 online VET
programs and highlight their
vocational advantages

From 2025 to 2026, establish
2-3 online VET standards in
specific sub-sectors

(1) Set up a R&D office, and
add three managers for program
development; (2) Make full use
of external expert resources
from industries, universities,
and related government
departments.

(1) Jointly implement via the
program office and the newly
established R&D office; (2)
Make full use of external expert
resources from industries,
universities, and related
government departments.

(1) Jointly implement via the
program office and the newly
established R&D office, and
add two managers to the
certificate program group; (2)
Make full use of external expert
resources from industries,
universities, and related
government departments.

(1) Implement by certificate
program group of program
office; (2) Make full use of
external expert resources from
industries, universities, and
related government
departments.
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SO 3. Expand the market
strategy  scale and build a
brand of online VET
programs

ST 1. Choose online
strategy degree programs as

the main business,
and copy the existing
business model to
develop new business
customers in new
sectors with
customized online
degree programs

3.1 Expand the market
size of online degree

programs and certificate
programs relying on dual

qualifications

3.2 Build a brand of
online VET programs

1.1 Identify the VET

needs of quality business

customers in new
sub-sectors

1.2 Develop
differentiated online

degree programs aimed at

new business customers
in newly expanded
sub-sectors

Expand the market scope
from Sichuan province to the
whole country, and promote
online degree programs and
certificate programs for
business customers in
specific sub-sectors in the
fields of industry and
information technology.

Build and promote a brand
of online VET programs
based on the credibility of
the National Talent Training
Base of MIITC.

Identify 2-3 sub-sectors that
should be expanded in the
fields of industry and
information technology and
the corresponding 2-3
quality business customers
about their VET needs.

Aimed at the needs of 2-3
quality business customers,
customize 2-3 differentiated
and new online degree
programs.

From 2022 to 2026, the number
of new enrollments should
increase by no fewer than 20,000
every year.

In 2026, the number of new
enrollments should increase to
100,000.

From 2022 to 2023, emphasize
the qualification of MIITC in
the promotion of programs to
increase reputation

From 2024 to 2026, establish
and promote ZK’s brand while
diluting the qualification of
MIITC.

Implement gradually from 2022
to 2023.

Implement gradually from 2022
to 2023.

Set up a marketing office and
add three managers for the
promotion in eastern, central
and western China.

Set up a marketing office and
add two managers for brand
building and operation.

(1) Set up an R&D office, and
add three managers for program
development; (2) Make full use
of external expert resources
from industries, universities,
and related government
departments.

(1) Jointly implement via the
degree program group of the
program office and the newly
established R&D office; (2)
Make full use of external expert
resources from industries,
universities, and related
government departments.
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ST
strategy

WO
strategy

2. Increase the
number of partner
universities to mainly
to expand online
degree programs and
secondly develop
certificate programs
in corresponding
majors

1. Choose online
certificate programs
as the main business,
and bypass the
qualification
constraint of
university online
degree programs by
increasing the scale
of online certificate
programs

2.1 Increase the number
of partner universities
with discipline
advantages based on the
corresponding majors of
customized online degree
programs

2.2 Relying on dual
qualifications, mainly
expand the scale of
online degree programs,
and secondly develop
certificate programs in
the corresponding majors

1.1 Develop online
certificate programs
aimed at industry needs
in the fields of industry
and information
technology

1.2 Take advantage of the
qualification of National
Talent Training Base of
MIITC, and promote
online certificate
programs among industry
customers.

Identify 2-3 partner
universities with discipline

advantages corresponding to

the newly developed 2-3
programs and majors.

Mainly promote online
degree programs while
secondly promoting
certificate programs for
business customers in
specific sub-sectors in the
fields of industry and
information technology.

Customize 2-3 new online
certificate programs
targeting industry needs in
the fields of industry and
information technology.

Change the income structure

and increase the proportion
of online certificate
programs.

Implement gradually from 2022
to 2023.

From 2022 to 2026, the number
of new enrollments should
increase by no fewer than 10,000
every year

in 2026, the number of new
enrollments should increase to
50,000.

Implement gradually from 2022
to 2023.

From 2023 to 2024, the
proportion of income from
online certificate programs to
increase to 30%.

From 2025 to 2026, the
proportion of these programs to
increase to 50%.

Jointly implement via the
degree program group of the
program office and the newly
established R&D office

Set up a marketing office and
add two managers for the
promotion of programs

(1) Set up an R&D office, and
add three managers for program
development; (2) Jointly
implement via the program
office and the newly established
R&D office, and adjust the
structure of the program office
by increasing the number of
personnel in the certificate
program group while reducing
that in the degree program
group.

Set up a marketing office and
increase three managers for the
promotion of programs
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WO
strategy

WT
strategy

2. Develop own
online learning
technology platform
and promote
nationwide

1. Promote online
degree programs and
certificate programs
simultaneously, and
increase the number
of partner universities
and both programs to
reduce dependence
on a single university
and single type of
program

2.1 Establish its own
online learning
technology platform and
put it into use

2.2 Relying on the huge
training market of
MIITC, promote the use
of the self-built online
learning platform
nationwide

1.1 Combining the
discipline advantages of
universities and the needs
of specific industries,
increase the number of
partner universities and
online degree programs

1.2 Develop
corresponding online
certificate programs
based on online degree
programs

Entrust a third party to
develop the PC and mobile
terminals of the online
learning technology
platform, and put them into
use after testing

Promote the self-built online
learning platform to the
whole country

add 2-3 partner universities
and develop 2-3 online
degree programs targeting
industry needs.

Develop 2-3 online
certificate programs

From 2022 to 2023, develop and
test the online learning
technology platform, and try it
out and improve on it in some
online degree programs.

From 2024 to 2026, put the new
platform into use in all
programs.

Implement gradually from 2024
to 2026

Implement gradually from 2022
to 2023

Implement gradually from 2022
to 2023

(1) Set up an IT office and
increase two managers for the
development and maintenance
of online platform; (2) Make
full use of external expert
resources from industries,
universities, and related
government departments.

Jointly implement by marketing
office and IT office

(1) Implement by the degree
program group from program
office; (2) Make full use of
external expert resources from
industries, universities, and
related government
departments.

(1) Implement by the certificate
program group of program
office and increase 2 managers
in this group, (2) Make full use
of external expert resources
from industries, universities,
and related government
departments.
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WT
strategy

2. Develop new
business customers in
new sub-sectors to
reduce dependence
on a single customer
in a single industry

2.1 Identify sub-sectors
and business customers
that can be expanded in
the fields of industry and
information technology

2.2 Give full play to the
role of both qualifications
involving the university
online learning center and
National Talent Training
Base of MIITC and
promote online degree
programs and certificate
programs simultaneously

Identify 2-3 new sub-sectors
in the fields of industry and
information technology and
related business customers.

Increase market size based
on two qualifications and
two types of customized
programs

Implement gradually from 2022
to 2023

Implement gradually from 2023
to 2026

(1) Implement by program
office; (2) Make full use of
external expert resources from
industries, universities, and
related government
departments.

(1) Implement by program
office; (2) Make full use of
external expert resources from
industries, universities, and
related government
departments.
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Chapter 7: Conclusion and Discussion

7.1 Conclusion

With the advance of China’s economic development, the VET industry is experiencing rapid
growth and change. In this industry, small private institutions are market-oriented and flexible,
and play an active role in linking the demand and supply of VET programs which are mainly
provided by vocational colleges and universities, and firms’ internal training centers. However,
these small, private institutions have always faced the dual dilemma of a shortage of
educational resources and little or no market reputation and, consequently, have struggled to
develop and expand. Therefore, in today’s rapidly changing industrial environment, it is of
important research significance to explore how these small private VET institutions found ways
round the double dilemma to gain competitive advantages by constructing dynamic
capabilities.

This thesis takes ZK as its research object. As a representative small private VET
institution, ZK faced the aforementioned dual dilemma from the moment it was first established.
However, ZK has successfully found ways round it by building dynamic capabilities to
implement differentiation strategies. ZK’s economic indicators, market reputation and
government recognition have all been excellent compared to other small private VET
institutions. The development and final success of ZK demonstrates the dynamic process of
building dynamic capabilities and gaining competitive advantages. It was for this reason that
ZK was chosen for this thesis, and a descriptive case study was conducted to analyze its past,
present and future development and to explore the evolutionary process of ZK’s dynamic
capabilities.

The thesis uses strategic management theory and analysis tools to carry out the descriptive
case study of ZK. Firstly, the thesis outlines the historical development of ZK since its
establishment and divides the process into three stages. This thesis describes how ZK
transformed from an ordinary offline VET organization providing IT training for multiple
industries (in the first stage) to a differentiated online institution providing online degree
programs and certificate programs targeting the electric-power industry (in the second and third
stages). During this process, ZK successfully got round the dual dilemma of the shortage of

educational resources and little or no market reputation by obtaining access to two important
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qualifications involving the learning center for online university degree programs (in the
second stage) and the National Talent Training Base accredited by MIITC (in the third stage).
This introduction provides background for the descriptive case study based on the dynamic
capabilities framework.

Secondly, by using analytical tools involving PEST analysis and the five-force model, and
macro-level, industry-level data and interview data, the thesis analyzes ZK’s external
environment from an evolutionary perspective. The research content includes (1) how the
external scenario has evolved since the start of ZK, (2) what the current external strategic
context and competitive scenario is, and (3) the expected changes to the external scenario that
would likely affect the future development of ZK.

Based on this analysis of the external environment, the thesis concludes that the three key
opportunities available to ZK are as follows: (1) the economic transformation in China that is
driving VET market expansion, (2) the popularization of online education that is greatly
enhancing market demand for VET, and (3) VET policies focusing on industry demand, and
guiding the development goals of standardization and high-quality to promote the healthy
development of the industry. Accompanying the above opportunities, are two key threats that
ZK faces (1) ZK’s high dependence on a single business customer in a single industry leads to
potentially high market risk, and (2) ZK’s high dependence on one partner university limits the
scale of expansion of its online degree programs.

Thirdly, combining the interview data with the dynamic capabilities theory reviewed in
Chapter 2, the thesis conducts a descriptive case study on ZK’s dynamic capabilities and
micro-foundations, and draws conclusions as to the strengths and weaknesses of ZK. This
shows that ZK’s success lies in its transformation from a representative small private VET
institution to a learning center for online university degree programs and a National Talent
Training Base of MIITC. And this transformation, which was the result of ZK’s dynamic
capabilities of sensing opportunities and threats, seizing opportunities, and managing threats
and reconfiguring resources in VET industry, as well as the micro-foundations of these
capabilities, has enabled ZK to get round the dual dilemma and gain a competitive advantage.

The descriptive case study on ZK shows that its dynamic capability of sensing
opportunities and threats in different segments of the VET industry has two micro-foundations,
namely entrepreneurship and social capital at both the individual and organizational level.
These provide strong support for ZK to seize opportunities and manage threats. ZK’s dynamic
capability of seizing opportunities involves four micro-foundations: its business design model

based on the value chain; integrating resources including complements; organizational
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flexibility; and commitment and implementation. The micro-foundations of ZK’s dynamic
capability of managing threats and reconfiguring resources are organizational learning and
knowledge management.

Based on analyses of ZK’s dynamic capabilities and micro-foundations, the thesis
summarizes the strengths and weaknesses of ZK and concludes that the strengths of ZK are: (1)
ZK has the dynamic capability of sensing and managing opportunities and threats, and is good
at developing and updating differentiated VET programs based on the changing market
environment; (2) it has the dynamic capability of seizing opportunities and is good at using the
official qualifications of universities and MIITC to enhance its market reputation, and (3) it has
the dynamic capability of integrating and reconfiguring resources and is good at designing and
implementing new business models to expand its market scale. With regard to the weaknesses
of ZK, itis concluded that it lacks two key complementary resources, namely the official online
university degree program qualification in its own right, and its own online learning technology
platform.

Finally, based on the analyses of the external environment and internal organization
focusing on dynamic capabilities and their micro-foundations, the thesis uses the SWOT matrix
to identify the main strategic issues and propose ZK’s future strategic initiatives and related
actions. Combining ZK’s strengths and weaknesses with the opportunities and threats it faces,
the thesis proposes four strategic clusters, which are: the SO strategy, the ST strategy, the WO
strategy and the WT strategy.

Specifically, the thesis shows that to take advantage of opportunities through existing
strengths, ZK’s strategic initiatives under the SO strategy should be to (1) promote online
degree programs and certificate programs simultaneously, and develop and implement both
programs to meet the needs of specific sectors in the fields of industry and information
technology, (2) establish online VET standards for these sectors, and (3) expand the market
scale of ZK’s online VET programs and establish a brand for them.

To take advantage of strengths to eliminate or reduce the impact of threats, ZK’s strategic
initiatives under the ST strategy should be to (1) choose online degree programs as the main
business, and copy the existing business model to develop new business customers in new
sectors with customized online degree programs, and (2) increase the number of partner
universities to first of all expand online degree programs and secondly develop certificate
programs in corresponding majors.

To take advantage of opportunities by overcoming weaknesses, ZK’s strategic initiatives

under the WO strategy should be to (1) choose online certificate programs as the main business,
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and bypass the qualification constraint of online university degree programs by increasing the
scale of certificate programs, and (2) develop its own online learning technology platform and
promote it nationwide.

To reduce the impact of the threats that could be compounded by weaknesses, ZK’s
strategic initiatives under the WT strategy should be to (1) promote online degree programs and
certificate programs simultaneously, and increase the number of partner universities and
programs to reduce its dependence on a single university and single type of program, and (2)
develop new business customers in new sectors to reduce dependence on a single customer in a
single industry.

The implication of this thesis with regard to management practice is as follows. The results
accrued from this research applying the theory of dynamic capabilities to VET institutions, and
conducting a descriptive case study on a representative small private VET institution in China
(ZK), will benefit similar VET institutions, local regulators and other stakeholders in the VET
industry in China, as well as any foreign institutions interested in the Chinese VET industry. In
practice, with the acceleration of China’s economic transformation, the VET industry has
developed greatly. The rapidly changing environment has promoted the development of
dynamic capabilities for VET institutions. Studying this process of dynamic evolution,
therefore, helps to deepen our understanding of the changes in the VET industry, as well as the
dynamic capabilities and micro-foundations of the VET institutions. This thesis focuses on the
evolutionary path ZK as it built its dynamic capabilities in order to get round the dual dilemma
of the shortage of VET resources and little or no market reputation to finally gain competitive
advantage. As well as revealing the strengths and weaknesses of ZK and the opportunities and
threats ZK faces, it puts forward strategic choices for the future development of ZK. This
research not only provides a good reference for the construction of dynamic capabilities and
micro-foundations of similar VET institutions in China, but also helps local regulators to
understand the basic demands of these VET institutions and improve related policies. It also
helps other stakeholders to fully understand the typical characteristics of this type of VET
institution and achieve better cooperation. In addition, this thesis also has important practical
significance for any foreign institutions interested in the Chinese VET industry by helping them
understand the dynamic environment and main stakeholders of China’s VET industry and the

way small private VET institutions evolve.
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7.2 Research limitations and future research

The research objects and methods of the thesis have limitations. This thesis chose to conduct a
single case study on ZK, a representative small private VET institution, based on its evolution
over three development stages. Although this case has characteristics that are both common
and descriptive, ZK is only one object. ZK shares many commonalities with similar VET
institutions, but also has its own individual characteristics such as its founder’s
entrepreneurship and social capital. These factors provide ZK with important
micro-foundations upon which to build a dynamic capability of seizing opportunities and
threats, which may be difficult for other similar institutions to replicate. Thus, there are
limitations to using a single case study on ZK to reveal the relationship between the dynamic
capabilities, competitive advantages, and strategy selection of all small private VET
institutions.

In this regard, the research conclusions reached in this thesis not only need to be verified in
a larger sample of the VET industry, using methods of multi-case study or quantitative models,
but also need to be extended to more industries and countries. First of all, given the limitations
of a single case study, future research could use a multi-case study to compare and refine
different types of representative cases. Second, future research could use more data and build
structural equation models to test the relationship between dynamic capabilities and
competitive advantage. The data could include the primary data obtained through
questionnaires and interviews, or reliable secondary data. Finally, future research could be
expanded beyond the VET industry in China to consider a research sample involving other

industries and countries.
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Annex A: Interview Guide

Part I Interview guide for ZK’s top managers including the founder/dean, vice dean

and administrative director

1.

Since the establishment of ZK, what changes have taken place in the VET market

environment, especially the policy and technology environment?

How did ZK sense opportunities and threats of the VET market?

(1) What are the personal characteristics of the founder? What social capital does he
have? What role did these two aspects play in sensing opportunities and threats of the
VET market?

(2) What are the characteristics of the electric-power company’s VET demand? How did
ZK position itself in VET segment of the electric-power industry?

(3) Compared with the past, present and future, what has changed in ZK’s opinions of
opportunities and threats of the VET market?

How did ZK seize the opportunities of the VET market to design a new business model?

(1) In the face of new market opportunities, how did ZK target the VET demand of
electric-power industry and redesign its business model?

(2) How did ZK integrate internal and external resources to provide support for new
business model? Specifically, how did ZK lock in SGCC Sichuan company that is a
State-owned monopoly? How did ZK establish cooperative relationship with public
universities and become their online learning center? How did ZK become a National
Talent Training Base for MIITC?

(3) What were the main difficulties facing ZK in this process? How did ZK overcome
them?

(4) What role did the founder’s personal characteristics and social capital play in ZK’s
seizing market opportunities?

How did ZK manage threats and reconfigure resources to develop and refine the new

business model?

(1) How did ZK manage threats and reconfigure its resources to develop a new business
models? What were the main difficulties during the process? How did ZK overcome

them?
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(2) As an online learning center, how did ZK manage the stakeholders including
corporate customer, public universities and government department? How did these
management help refine the new business model?

(3) How did ZK align exsiting capabilities and develop new capabilities through
knowledge management?

(4) What are the potential risks of ZK’s current business model? What is the possible
solution?

For the future development of ZK, how important are the dynamic capabilities of sensing,

seizing and reconfiguring? How does ZK rank in each of these dynamic capabilities?

For the future development of ZK, how important are the microfoundations of sensing

capabilities such as entrepreneurship and social capital? How important are the

microfoundations of seizing capabilities such as designing business model by innovation,
integrating resources including complements, organization flexibitliy, and commitment
and implementation? How important are the microfoundations of managing threats and
reconfiguring capabilities such as organization flexibitliy, managing cospecialization,
organizational learning and knowledge management? How does ZK rank in each of
microfoudnations mentioned above?
Which future challenges will ZK likely face in terms of changing customer requirements,

technology, regulation and competition?

Part I1: Interview guide for project managers of ZK’s online learning programs

1.

What are the characteristics of ZK’s online learning programs? What are the strengths
and weaknesses compared to similar programs?
What are the administration support, technology support, faculty and student support for
ZK’s online learning programs? How effective are these support measures?
Have ZK’s online learning programs established a quality evaluation system? Has it been
effectively implemented?
During the process of program implementation, how to manage the relationships with
external stakeholders including corporate customer, students, cooperation universities,
and government department?

How did external stakeholders evaluate ZK’s online learning programs?
What are the main challenges facing ZK’s online learning programs? What would be the

possible solution?
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For the future development of ZK, how important are the dynamic capabilities of sensing,
seizing and reconfiguring? How does ZK rank in each of these dynamic capabilities?

For the future development of ZK, how important are the microfoundations of sensing
capabilities such as entrepreneurship and social capital? How important are the
microfoundations of seizing capabilities such as designing business model by innovation,
integrating resources including complements, organization flexibitliy, and commitment
and implementation? How important are the microfoundations of managing threats and
reconfiguring capabilities such as organization flexibitliy, managing cospecialization,
organizational learning and knowledge management? How does ZK rank in each of
microfoudnations mentioned above?

Which future challenges will ZK likely face in terms of changing customer requirements,

technology, regulation and competition?

Part Ill: Interview guide for external stakeholders from corporate customer,

cooperation universities, government department and students

1.

What are the characteristics of ZK’s online learning programs? What are the strengths
and weaknesses compared to similar programs?

What is the management quality of ZK’s online learning programs? Have these programs
achieved the expected goal?

Is it possible to keep cooperation with ZK in the future? why?

For the future development of ZK, how important are the microfoundations of sensing
capabilities such as entrepreneurship and social capital? How important are the
microfoundations of seizing capabilities such as designing business model by innovation,
integrating resources including complements, organization flexibitliy, and commitment
and implementation? How important are the microfoundations of managing threats and
reconfiguring capabilities such as organization flexibitliy, managing cospecialization,
organizational learning and knowledge management?

How does ZK perform in each of dynamic capabilities (sensing, seizing and
reconfiguring) and each of microfoudnations (entrepreneurship, social capital, designing
business model by innovation, integrating resources including complements, organization
flexibitliy, commitment and implementation, organizational learning and knowledge
management)?

Which future challenges will ZK likely face in terms of changing customer requirements,

technology, regulation and competition?
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Annex B: Tables and Figures

Internal department 52%
Private training providers 28%
Private educational institutions 21%
Public educational institutions 18%

Public training provider 14%

Annex B.1 Projected use of training providers in China (share of training)

Source: World Economic Forum (2018)
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Annex B.2 Porter’s Five Forces framework

Source: Adapted from Porter (1980).
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Annex B.3 VRIO framework and its application

Is a resource or capability:

Valuable? Rare Costly  Exploited by Competitive Strength or weakness
? to organization? implications
imitate?
No — — No Competitive disadvantage Weakness
Yes No — Competitive parity Strength
Yes Yes No I Temporary competitive Strength and
advantage distinctive competence
Yes No Yes Yes Sustained competitive Strength and
advantage sustainable distinctive
competence

Note: competitive parity means that a firm creates the same economic value as their rivals.
Source: Barney and Hesterly (2015)

Firm Performance
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Impact on
Strategic
Change
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Managerial
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Managerial
Cognitive
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and
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Annex B.4 Microfoundations of dynamic managerial capabilities in Helfat and Martin (2015)
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Annex B.5 Microfoundations of dynamic capabilities in Dixon et al. (2014)

Dynamic Second-order Microfoundations
Capabilities Capability
Adaptation Exploitation (1) Knowledge acquisition, (2) Knowledge internalization,
(3) Knowledge dissemination
Deployment (1) Resource reconfiguration, (2) Resource divestment,

(3) Resource integration

Operational capabilities (Catch-up and survival)
Innovation Exploration (1) Search, (2) Experimentation, (3) Risk-taking
Path creation (1) Project selection, (2) Project funding, (3) Project
implementation

Unique capabilities, Potential competitive advantage

Source: Dixon, Meyer, and Day (2014)

Dynamic capabilities . . R Competitive
Types of innovation advantage
- Sensing opportunities v g
- Integrating and reconfiguring _ Exploitative Innovation . Shor
- Organization flexibility - >nort-term
Kchhnology flexibility / - Exploratory Innovation \ long-term )

Annex B.6 Dynamic capabilities, innovation and competitive advantage in Jiao (2011)
Source: Jiao (2011)

Traditional Views] - Emerging Views ]

4 N 4 )
* physical * virtual
* product-focused » capability-focused
* intrafirm « interfirm
* static & fixed * evolving & shapable
* linear & sequential * matrixed & simultaneous
- / - J

Annex B.7 The evolution of the value chain analysis
Source: Freeman and Liedtka (1997)

135



Dynamic Capabilities of Chinese Small Private Vocational Education and Training Institutions: A Case-based

Research

Overall Modernisation of learning processes
objective /©
] \
Subobjectives Strengther}mg Increase use
self-learning of e-learning
Development Development
Activities of instructions of suitable
and tasks material
PN
Resources/ | Lime budget Further E-learning
means for teachers Training Platform

Annex B.8 An example of strategic planning of VET institutions
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Annex B.9 ZK’s organizational structure and personnel composition in Stage I
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Council

e | vice dean

Administration Office | | Program Office |

* | manager * 15 managers

-| University “A” Program |

—| University “B” Program |

-I University “C” Program |

Annex B.10 ZK’s organizational structure and personnel composition in Stage II

Council

* | vice dean

Administration Office | | Program Office |

* |5 managers

| Degree Program ‘ | Certificate Program |

* | manager

| University “A” Program |

University “B” Program |

University “C” Program |

Note: The University “C” program has been omitted from 2017 because ZK cancelled this program.

Annex B.11 ZK’s organizational structure and personnel composition in Stage I1I
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Annex B.12 Annual GDP growth rate from 2000 to 2019 in China

Year

Source: National Bureau of Statistics of China (2020a)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 20122013 2014 2015 2016 2017 2018 2019

Annex B.13 Composition of educational attainment of the labor force and employed population in
2010

Composition ratio of

High school and

educational attainment (%) below College students Undergraduates Postgraduates
The labor force 89.0 6.3 4.3 0.4
The employed population 89.9 6.0 3.7 0.4
Among them: 90.2 6.4 3.1 0.3
Manufacturing
Industry of electricity 63.3 93.4 125 0.9

production and supply
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Source: National Bureau of Statistics of China (2012)
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Annex B.14 Industrial and employment structure of the secondary and tertiary industries in 2000-2019

Contribution ratio of industry to GDP growth (%) Ratio of employees in industry (%)

vear Secondary industry Tertiary industry Secondary industry  Tertiary industry
2000 455 39.8 22.5 27.5
2001 44.8 41.2 22.3 27.7
2002 44.5 42.2 21.4 28.6
2003 45.6 42.0 21.6 29.3
2004 45.9 41.2 22.5 30.6
2005 47.0 41.3 23.8 314
2006 47.6 41.8 25.2 32.2
2007 46.9 429 26.8 32.4
2008 47.0 42.9 27.2 33.2
2009 46.0 44.4 27.8 34.1
2010 46.5 44.2 28.7 34.6
2011 46.5 44.3 29.5 35.7
2012 454 455 30.3 36.1
2013 44.2 46.9 30.1 38.5
2014 43.1 48.3 29.9 40.6
2015 40.8 50.8 29.3 42.4
2016 39.6 52.4 28.8 43.5
2017 39.9 52.7 28.1 44.9
2018 39.7 53.3 27.6 46.3
2019 39.0 53.9 27.5 47.4

Source: National Bureau of Statistics of China (2020a)
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Annex B.15 Ratio of population aged 65 and over to total population in China (%)
Source: National Bureau of Statistics of China (2020a)
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Annex B.16 Urbanization rate in China from 2000 to 2019 (%)

Source: National Bureau of Statistics of China (2020a)

Annex B.17 Technical input and output of industrial enterprises above designated size

Percentage of enterprises

Percentage of expenditure

Number of patent

Year having R&D activities (%) on R&D to sales revenue applicat!ons (10,000
(%) pieces)
2011 11.5 0.7 38.6
2012 13.7 0.8 49.0
2013 14.8 0.8 56.1
2014 16.9 0.8 63.1
2015 19.2 0.9 63.9
2016 23.0 0.9 715
2017 27.4 11 81.7
2018 28.0 1.3 95.7

Note: Industrial enterprises above designated size are all enterprises with annual revenue from principal
business over 20 million yuan. Due to the inconsistency of statistical calibers before 2011, this table only
presents data since 2011.
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Source: National Bureau of Statistics of China (2020a)
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Annex B.18 Telecommunication services available and Internet development since 2000

Popularization rate of

Year  mobile telephone (seyiop  NUMberof termet Users - Poputarization fte of
people)
2000 6.7 2250 -
2001 11.5 3370 -
2002 16.1 5910 4.6
2003 21.0 7950 6.2
2004 25.9 9400 7.3
2005 30.3 11100 8.5
2006 35.3 13700 10.5
2007 41.6 21000 16
2008 48.5 29800 22.6
2009 56.3 38400 28.9
2010 64.4 45730 34.3
2011 73.6 51310 38.3
2012 82.5 56400 42.1
2013 90.3 61758 45.8
2014 94.0 64875 47.9
2015 92.5 68826 50.3
2016 95.6 73125 53.2
2017 102.0 77198 55.8
2018 112.2 82851 59.6
2019 114.4 - -

Note: Popularization rate of Internet use refers to the proportion of Internet users in the total population
Source: National Bureau of Statistics of China (2020a)

Annex B.19 Competitors in Sichuan vocational training market in Stage |

Year 2003 2004 2005 2006 2007 2008 2009
Higher education institution 62 68 72 76 76 78 92
Secondary vocational ) ) i i 587 571 556
school
Private VET institution - - 459 391 637 365 338

Note: The higher education institutions include universities and higher vocational colleges.
Source: Sichuan Provincial Bureau of Statistics (2020)
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