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Abstract: Robust bargaining power of customers and intense rivalry among competitors
demand online entrepreneurs to develop dynamic capability in order to stay competitive and
sustain in digital business. In other words, when the environment changes - particularly the
taste and preference of customers - online entrepreneurs also need to adapt with the change.
Explaining dynamic capability as one of the factors for successful performance of online
entrepreneurs however, requires proper measurement. The purpose of this paper is to present
and propose the questionnaire items that can be used to measure the dynamic capability of
online entrepreneurs in Malaysia. The measurement was adapted from past studies and went
through two levels of content validity. The first level was by panels from industry and academic,
and then by the representatives of online entrepreneurs. Factor analysis and Cronbach-[1 were
used for construct validity and reliability tests, respectively. Results from the analysis showed
that there are six items with one component extracted. The result is believed to be justified for
online entrepreneurs, who mostly operate as both owners and workers. The six-items measure
for dynamic capability could also be used in other studies to explain individual-level
performance.
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1. Introduction

It is a known fact that online entrepreneurs are operating their business exclusively through the
internet (Dheeriya, 2009). As a result of the digital era, these online entrepreneurs are exposed
to many external challenges which lead to greater competitive environment where rules are no
longer predictable (Porter, 2001). In addition, the advancement of the Internet of Things (1oT)
has allowed not only the generation of enormous data but also enable the wide spread of the
data which is accessible through any kind of technology devises as long as they are connected
to the internet (Sidi Mohamed & Duryana, 2020). Subsequently, consumers could gain access
to information about the latest product and services, make price comparison, and find sellers
and substitutes around the world. With massive information on hand, the bargaining power of
customers has become stronger than before. For the online entrepreneurs, the cost of venturing
into online business is relatively cheaper compared to brick-and-mortar business (Li et al.,
2019), making the barrier to become online entrepreneurs low. Consequently, with the high
bargaining power of customers and the intensity of rivalry, online entrepreneurs must have the
ability to adapt to the changes in the environment to cater to customers’ tastes and preferences
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in order to be competitive. In other words, having dynamic capability may be the factor that
differentiates between successful and non-successful online entrepreneurs.

Similar to brick-and-mortar entrepreneurs, online entrepreneurs cannot be dissociated from the
business itself (Fernandes et al., 2017). Online entrepreneurs are both owners and workers.
Thus, the performance of entrepreneurs reflects the performance of their businesses. When
online entrepreneurs are motivated and determined to be successful, their businesses will be
successful too (Ampol Chayomchai & Wilaiwan Phonsiri, 2020; Muhammad Khalil et al,
2020). Following this reasoning, the dynamic capability of online entrepreneurs also reflects
the dynamic capability of their businesses.

In order to rationalize whether dynamic capability reflects the business performance of online
entrepreneurs, a measurement for the concept needs to be developed, customized for the online
entrepreneurs. Unfortunately, because dynamic capability has been used as an explanation for
the firm-level performance (Teece et al., 1997), most past research studied dynamic capability
in large corporations (Inan & Bitici, 2015).

Nevertheless, dynamic capability of online entrepreneurs is not irrelevant, albeit not as
complex as large corporations. Why should we be concerned about the dynamic capability of
online entrepreneurs? In Malaysia, the Malaysian government is very active in supporting the
growth of online entrepreneurs (Dewi Izzwi et al., 2018). With 150,000 registered members,
the Web based “Barangan Luarbiasa Eksklusif eUsahawan” (BLEE), for example, is one of the
digital entrepreneurship programs created to help local online entrepreneurs (Bernama, 2018).
Together with 50,882 online entrepreneurs registered legally (Dewi Izzwi, et al., 2018), the
number of online entrepreneurs in Malaysia is not small.

By encouraging the creation and development of online entrepreneurs, Malaysians would have
options to create their wealth without depending on government supports. At the same time
digital entrepreneurship could also help to strengthen Malaysian economy (Sahut, Landoli &
Teulon, 2019). However, in order to ensure that a healthy economy is sustainable in the long
run, the Malaysian government is not only concern with producing large number of online
entrepreneurs, but also looking into the continuous success of the online entrepreneurs’
businesses. Hence, in order to continue to survive and be successful, online entrepreneurs must
be able to adapt to changes in the environment and cope with competitive movements. This
would require them to seize opportunities, learn and make improvement, coordinate and
collaborate with suppliers and funders, and integrate relevant technologies into their business
operation. Hence, the importance of dynamic capability to online entrepreneurs in Malaysia is
evident. Therefore, dynamic capability need be measured for online entrepreneurs.

Based on the foregoing discussion, a research was conducted to examine the dynamic
capability of online entrepreneurs in Malaysia. This paper aims to present and discuss the early
stage of developing the measurement of dynamic capability for online entrepreneurs.

2. Literature Review

Dynamic capability

There have been several attempts to define dynamic capability. For example, Teece et al. (1997,
p. 516) defined dynamic capability as a firm’s “ability to integrate, build, and reconfigure
internal and external competences to address rapidly changing environments”. Helfat (1997)
defined it as the capability that allows firms to create new products and processes and their
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respond to changing market conditions. Wang and Li (2013) defined dynamic capability as the
ability to change the business operation and adapt to the dynamic change. Later, Teece et al.
(2016) referred dynamic capability as the capacity to innovate, and adapt and create change
that is loved by customers but provides a disadvantage to competitors. Similarly, Wilden et al.
(2019) described the capability as featured by sensing, seizing, and reconfiguring processes
that enable firms to respond or shape market change. While these definitions were not precisely
the same, at some points, they agreed that dynamic capability is the capability to adapt to
changes; and adapting means reviewing, learning, and adjusting to match the internal with the
external environment.

Dimensions of Dynamic Capability
Most researchers have accepted that dynamic capability is a composition of several capabilities.
Among the most common dimensions of the dynamic capability are; sensing, learning, and
coordinating-integrating capabilities.

The first dimension is the sensing capability, which is described as the capability to continually
and proactively observe and appraise situations in the internal and external environment (Teece
et al., 1997; Teece et al., 2016). Through this capability, businesses are able to detect
opportunities and threats, and therefore able to make necessary adjustments to seize or
overcome them.

Second is the learning capability, which is described as the capability to acquire and make use
of new knowledge. According to Teece et al. (1997), learning is a part of dynamic capability
as it enabled businesses to identify new methods and opportunities through experimentations,
repetitions, communications, and collaborations; and subsequently supports products and
services development.

Third, is the coordination-integration capability. In all organizations, internal and external
coordination is crucial to ensure efficiency in the business processes and activities. Internal
coordination requires resources, tasks, activities, and routines to be allocated appropriately and
deployed, and synchronized (Pavlou & Sawy, 2011). External coordination with relevant
parties or main stakeholders, including suppliers, distributors, business partners, and even
customers, should be built and well-managed through linkages, cooperation, and interactions
(Kumar, 2009). Also, throughout the business operations, technologies should also be well
integrated not only within but also with outside organizations (Teece et al, 1997). This
capability is essential because when an organization changed, its primary internal and external
stakeholders also need to change; hence, any changes done by the organization would affect
suppliers, distributors, business partners, and customers.

Even though the study of dynamic capability of online entrepreneurs is still lacking, there were
attempts to conceptually discuss or empirically investigate the contributing successful factors
of entrepreneurs’ competencies and capabilities including opportunity recognition, learning,
knowledge generation and utilization, coordinating, and even integration; but these studies
were done separately. In fact, the definition for an entrepreneur reflects someone who identifies
opportunities, coordinates, and adapts to changes (Muhammad Khalil et al., 2020). This shows
that entrepreneurs and online entrepreneurs should have the dimensions of capabilities too.

Entrepreneurs need to constantly recognize opportunities (Penrose, 1959). New products,
services, methods, or even markets can be identified through the ability of recognizing
opportunities (Schumpeter, 1961). Online environment is quite competitive in which it requires
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online entrepreneurs to frequently scan the environment and exploit opportunities (Anwar &
Daniel, 2017). They need to be able to sense what is happening in the market so that they can
offer the right products or services to attract customers. Application of new digital media also
considered as the new approaching method for modern business (Tanha, 2020).

Entrepreneurs must acquire and exploit knowledge so that new products or product
improvement can be undertaken. Thus, the process of learning enables online entrepreneurs to
reflect and learn from their mistakes (Dias et al., 2019). They need to learn and apply new
knowledge and information into their businesses. This view is consistent with Schumpeter’s
(1961) and Kirzner’s (1973), where they believed that what makes entrepreneurs different was
their ability to recognize opportunities based on existing and new knowledge, and then take
advantage of those opportunities.

Entrepreneurs should coordinate and organize resources (Barney, 1995). While the resources
possess by online entrepreneurs are not as much as those own by large businesses, online
entrepreneurs still have important resources such as business network, funds and information
communication technologies. Hence, these resources must be managed and allocated
appropriately. They need to have a secure link with stakeholders like suppliers and customers
during the period of changes to have an efficient supply-distribution process. Strong bond with
the stakeholders would strengthen entrepreneurs’ empowerment (Faradillah Iqgmar et al., 2017).
Utilizing social capital will enable entrepreneurs operating online to boost sales volume (Li et
al., 2019). Besides, social network enables entrepreneurs to collectively collaborate with the
audience as the mean of sharing feedbacks, ideas, information as well as the to extend the
business offerings globally (Sandi & Triastuti, 2020).

Entrepreneurs ought to integrate their online businesses’ primary and secondary activities with
technologies (Tiwari & Singh, 2011). Since online entrepreneurs depend on the internet, they
need to utilize social media so that they can practice effective marketing at the least cost (Zouria
& Udanoh, 2020). It was found that advertisement using social media would greatly help online
entrepreneurs to be successful. The use of technologies facilitates entrepreneurs to embark on
digital business easily (Babin Dhas & Vetrivel, 2020). Integrating social media into business
operation enable entrepreneurs to increase business visibility, raise funds through
crowdfunding and increase promotion effectiveness (Li, Chung & Fiore, 2019).

Together, all of the above-mentioned capabilities is known as dynamic capability. Recent
findings found that among the competencies that an entrepreneur should have are; coordination,
information seeking, learning, collaboration, and opportunity recognition (Tittel & Terzidis,
2020). As such, the capability to rapidly recognize, create and seize new business openings is
becoming a basic component of online business achievement (Doo et al., 2018).

3. Methodology

This research is an applied quantitative research. The respondents for this research are online
entrepreneurs who conduct businesses through the internet, run their business individually
(one-woman or one-man shows), and do not have full-time worker. They were selected based
on convenience sampling technique. Dynamic capability is operationalized as the capability to
monitor environment, learn, coordinate with relevant stakeholders, and integrate social media
into business operation in order to adapt to external changes. The set of questionnaires was
distributed by-hand. For this research, exploratory factor analysis and Cronbach-J were used
to test construct validity and reliability tests, using SPSS software.
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Several steps were taken in designing the questionnaire. First, measurement items for dynamic
capability were adapted from past studies after reviewing papers such as by Teece et al. (1997),
Pavlou & Sawy (2011), and Mohammed Ibrahim & Rosli (2015). Based on the reviews, items
on dynamic capability that represent sensing, learning, integrating and coordinating capabilities
were compiled and accustomed to reflect the dynamic capability of online entrepreneurs by the
research team. Then, the items were given to panels from academic and industry, and followed
by representatives of online entrepreneurs for content validity. Content validity is embedded in
the process to make sure that on surface, the question items used are relevant and reflect
dynamic capability of online entrepreneurs. Panels from academic were from those who have
knowledge about online entrepreneurship. Panels from industry were those who are certified
trainers from Malaysian Digital Economy Corporation (MDEC), an agency under the Ministry
of Communications & Multimedia focusing on accelerating Malaysian digital business and
economy. As for the representatives of online entrepreneurs, 20 individuals who are actively
operating online business were selected. After corrections were made based on panels’ and
representatives’ feedback, a pilot test was conducted with 30 online entrepreneurs. Again,
corrections were made and followed by the actual fieldwork. At this stage, 126 online
entrepreneurs responded. Data were collected from June 2019 until August 2019. The process
to develop questionnaire items for dynamic capability is illustrated in Figure 1.

7~ B

Literature Review

Content Validity

Pilot Test

Field Work

Figure 1: Questionnaire Items Development Process
4. Results and Discussion

A total of 126 usable responses were analyzed using SPSS. Exploratory factor analysis (EFA)
was conducted to determine the construct validity of the items used to measure dynamic
capability. To ensure that the construct validity is done correctly, the researcher followed the
advice given by Samuels (2017).

Factor analysis showed that there is only one component extracted. Kaiser-Meyer-Olkin
(KMO) test result for the component is 0.820, verifying for sampling adequacy (Field, 2017).
In other words, the six items are sufficient to measure dynamic capability of online
entrepreneurs. The cumulative percentage of total variance explained is 51.2%. As shown in
Table 1, factor loadings for the items are between 0.611 and 0.800. Item-total correlation ranges
from 0.460 to 0.660. Since the loadings are all above 0.5, and item-total correlations are all
above 0.3, the items are valid to measure dynamic capability (Hair et al., 2014; Pallant, 2016).
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Cronbach-[1 shows that the reliability of the six-items dynamic capability is 0.81, which
reflects good scale reliability (Pallant, 2016).

Component of Factor Item-Total
Dynamic Questionnaire Items Loadings Correlation
Capability
Sensing Q1 I frequently observe the environment to 0.686 0.538
identify new business opportunities
Q2 I often review my products and services 0.692 0.540
offering to ensure what customers want
Learning Q3 I continuously identify new information 0.760 0.617
and knowledge
Q4 I utilize my knowledge in new product 0.800 0.660
or service
Integrating- Q5 My stakeholders and I successfully link 0.611 0.460
Coordinating our business activities
Q6 I use various social media medium to 0.731 0.583

market my products and services

Figure 2: Items, Loadings, and Item-Total Correlation

The analysis showed that the dynamic capability of online entrepreneurs has only one
component. The six items represent the typical dimensions of dynamic capability that are
sensing, learning, and integrating-coordinating capabilities. As displayed in Table 1, question
1 (Q1) and question 2 (Q2) are about monitoring the environment, and reviewing products and
services. These questions determine whether online entrepreneurs scan their environment so
that they can keep track on taste and preference of customers, and evaluate their current
products and services. Question 3 (Q3) and 4 (Q4) are about acquiring and applying new
knowledge. In this case, online entrepreneurs were asked whether they keep updating their
knowledge in order to learn new things, and make use of the knowledge in their business
offerings. Question 5 (Q5) is about the link with stakeholders where it determines whether
online entrepreneurs connect with their network such as suppliers, distributors, agents, and
even customers. Question 6 (Q6) is about integration of technologies. Since online
entrepreneurs operate their business using the internet and information communication
technologies, the question identifies whether their marketing activities utilize various social
media such as Facebook and Instagram. Overall, the finding is logical because in the case of
online entrepreneurs, the entrepreneurs are both the owners and workers. Thus, the size of their
businesses is small (i.e. micro), and the business operation is also much more straightforward
than large corporations.

Admittedly, this research deviates from past studies; it focuses on the dynamic capability of
the individual (i.e. online entrepreneurs) instead of the firms. Evidently, dynamic capability
exists largely in the entrepreneurs themselves, where they are the ones who exploit capabilities,
and shape and bring forward their business success (Farago et al., 2019; Teece, 2007; Teece et
al., 2016). Therefore, measuring and examining the dynamic capability of online entrepreneurs
are possible.

5. Conclusion
The measurement of the dynamic capability of online entrepreneurs found in this research is

one of the steps to explain the individual-level performance of online entrepreneurs. The
measure consists of only six items but it should be adequate in the context of business operated
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by online entrepreneurs. More future researches are needed to test the validity and reliability
of the measurement, using a larger sample size and latest technique.

Developing a valid and reliable measurement for the dynamic capability of online
entrepreneurs is important. When it is consistently proven that dynamic capability is one of the
critical success factors for online businesses, the valid and reliable measurement can be used
not only to aid future research but also as a psychometric test tool to help decision-makers
making a better assessment on online entrepreneurs. In addition, findings from this research
contribute to dynamic capability, entrepreneurship, and resource-based view theory.
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