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Doing Design Thinking and Innovation: Digital transformation in the design of a new venture opportunity for SMEs in the UK in the Digital Economy

Executive Summary

Digital transformation has had a dramatic impact on the operational, competitive and customer interaction world of organisations. Rapid growth in e-commerce, digital solutions like payment platforms and Cloud technologies and online communication platforms has driven opportunities for innovation particularly for small and medium sized enterprises (SMEs) in the United Kingdom. But at times many SMEs still encounter problems when implementing digital technologies: lack of digital skills, lack of financial resources, uncoordinated systems and poor customer relationships online. In this report, author has used the DT framework to view the new opportunities in the digital commerce world as well as envision a concept of a new venture to address these challenges. In line with the 5 phases of DT - Empathise, Define, Ideate, Prototype and Test, the report describes the problems faced by the users and gaps in the market, and provides a novel idea.
Overall, the report shows that DT offers a rigorous method to design innovations that meet the needs of people; a method, that brings together the needs of people, technological opportunities and commercial goals.

1.Introduction

One of the most impactful trends that have influenced the modern business environments is digital transformation. Technology has evolved and gained pace over the last few years and innovations like e-commerce platforms, Cloud Computing, Artificial Intelligence, Digital payment, and social media have revolutionized the way organisations create value and communicate with customers. While larger businesses have been able to maintain funds and strategies of technology, small businesses are now seriously hammed when they are not able to keep up with the technology. SMEs account for a large percentage of companies in the UK's private sector, and are substantial to jobs and economic activity, for which reason they are an important environment for examining digital transformation. Many SMEs do encounter challenges when it comes to implementing digital strategies, such as scarcity of resources, particularly financial resources and a lack of know-how or understanding of the actual value of each technology. Using the principles of Design Thinking this report focuses on the development of digital commerce in UK Communities. The first task is to map out the opportunity areas by considering user pain points, the market landscape, technological advancements and scalability. Task 2 focuses on the design thinking process as a tool to create a new venture concept, LocalLink UK, to support SMEs, during their local digital transformation process.

Task 1: Identifying Key Opportunity Areas—Using a Design Thinking Toolset
2.1 Learning about applying Design Thinking to identify opportunities for Digital Transformation.

Design thinking is an approach to innovation that's rooted in the human, which is about the understanding, problems, idea generation, prototyping and testing solutions for improvement. There are five stages that are commonly recognised - Empathise, Define, Ideate, Prototype and Test (Brown, 2008). Whilst these stages can be displayed as a sequence they are actually a process, and organisations typically reiterate and learn from the users in each one of them.
Thus, best innovation opportunities are not necessarily ones that just incorporate new technologies, but ones where technology can help address problems faced by a real user. For any successful digital business venture, it is essential to lower any barriers and also offer any operational advantages as opposed to any type of digital complexity to businesses.

2.2 Empathise Stage: Understanding user pain points – once the problem is identified, it is then crucial to understand what the user is struggling with.

The Empathise stage is to gain insight into the experiences, frustrations and needs of users. This case involves digital transformation impacting several groups of stakeholders; small retailers, local producers, rural delivery stakeholders, and rural consumers. Small independent enterprise (SMEs) are one of the key categories of users. Many SMEs have traditionally limited themselves to brick-and-mortar, word of mouth and local brand. However, with the evolution of customer behavior, expectations have been raised for online shopping, electronic payments and delivery flexibility. While building an online presence may seem easy, many companies are faced with finding the appropriate platforms, digital marketing, and linking up the various systems. The overarching lesson learned from the Empathise stage is that SMEs need, are not just interested in, more technology. Rather, they need easy to access and low cost integrated solutions that enable them to easily digitally transform and concentrate on what they are doing best.

2.3 Define Stage: Identifying Market Gaps

Define is the step of capturing an observation by the user and making it into a clear problem statement. If a problem is not important, it will not be solved and thus no innovation will be possible. The first gap in the market is an affordable solution for digital transformation that is focused on SMEs. These already established e-commerce sites offer great value with their services, however, many of them leave businesses to handle their own site and market their products, handle their own customers and deliver the products. All of these requirements specifically form a huge barrier for smaller organisations. The second void is fragmentation. Many small businesses (SMEs) today are using different tools for online selling, payment processing, marketing and customer communications. Administering several platforms can lead to more administrative task load, and lesser efficiency. The integrated solution can enable these processes to be much simpler by having the necessary digital services in a single place.

2.4 Innovation opportunities with the support of technological enablers are described in section 

Various technological advancements open up prospects for solving digital transformation problems that SMEs may face. One important enabler is cloud computing that lets businesses utilise advanced digital set-ups without much investment. For SMEs it can be cost-prohibiting to buy expensive systems, therefore scalable subscription-based services can be used. Cloud technology could be useful in providing an SME focused platform to include Website management, Customer Relationship Systems, Inventory Management and Business Analytics. This would bring down reliance on various stand-alone applications.
In addition, Artificial Intelligence (AI) offers possibilities to increase the competitiveness of SMEs. Customer service tools can be used to help with this, and AI can be used to help understand consumer behavior and automate simple tasks. In the past, these were only used by larger organisations but now, with advancements in technology, it is accessible to smaller business also.

2.5 Opportunity Evaluation: Scalability & Sustainability

Once the user problems, market gaps and technological opportunities have been identified, it is crucial to assess if the proposed innovation could be scaled up and is feasible for long-term sustainability. Teece (2010) says it takes more than an idea to be successful at innovation it takes a business model that creates value at the time and sustains it. Charging UK Small and Medium Enterprises (SMEs) and integrating a digital commerce ecosystem shows a big possible scale. There are numerous small business entrepreneurs in the United Kingdom in a range of fields including local production, professional services, retail and hospitality. This platform could then be scaled up to other industries and geographical areas, as it is addressing common digitalisations challenges. Another major benefit of digital platforms is the scalability they offer; they deal with rising value of users which is possible due to lack of corresponding increase in physical resources. Digital businesses can scale up using software development, better infrastructure and maintaining a greater contribution from its user base—unlike the traditional businesses that demand extra premises and workforce. This opens the prospect of "network effects". More local businesses sign up to the platform, more product and services are available for consumers. Meanwhile, the heightened consumers' activity generates more value for businesses, which further draws more SMEs in. This relationship may be beneficial for the platform over time in terms of increasing its competitiveness.

Task 2: Developing a new venture by using the Five stages of Design Thinking

LocalLink UK is a new venture concept outlined below.
This report starts with the opportunity analysis and suggests the development of LocalLink UK as a Digital Commerce Ecosystem for helping SMEs and other local producers and all rural communities to reach and traverse effective Digital Business Models. The aim of LocalLink UK is to provide a platform that will make it easier to make digital transformation happen. Digital stores, payment systems, customer engagement tools, marketing, analytical tools, and delivery provider links—these would all be part of the venture for SMEs to enjoy a digital storefront. For businesses, they would be able to build online stores, even if they didn't have in-depth expertise in web design, and would manage orders, accept online payments, and learn about customer trends with a simple analytics function. They would make new products more accessible to consumers to discover and buy, from smaller businesses.
The process of forming LocalLink UK is designed to go through the 5 stages of design thinking to make sure that the solution addresses real needs.

3.2 Empathise stage: understanding users and their experiences
During Empathise, you need to learn more about user experiences, user motivations and user challenges. Brown (2008) takes the stance that innovation is best initiated by observing and talking to people to learn about what their problems are rather than assuming what they need to know. Small business owners, local producers, consumers and delivery partners are the key adopters of LocalLink UK. Digital transformation often results in a complex and lengthy process for small businesses. Many independent retailers are very small teams, with maybe one or two staff members and may have to do the day-to-day job of serving customers, ordering stock and paying bills, etc. Thus, undertaking such a complex system may seem unattainable.
They are not primarily looking for cutting-edge technology, but for a "solution that will make a difference in their business. For instance, while the owner of a local store knows how good it would be to have an online business, he likely won't know how to make a website, set up payments online and arrange for deliveries. Sarah's biggest barriers are having a lack of knowledge when it comes to digital, time constraints, uncertainty about online marketing and controlling delivery expenses. What she would like is a straight-forward website for this business to sell online but with the personality of her local store.

3.3 Define Stage: Creating the Problem Statement

Define is the step of translation from research results to a problem statement centered on a focus. This phase is used to make sure that innovation activities stay on focus of resolving important problems.

The central problem is: According to the empathy stage:
Existing solutions are often complex, expensive and fragmented and that is why small UK businesses need a simple and affordable way to be a part of digital commerce, if they're going to compete online and reach customers effectively. Three issues are highlighted in this problem. Firstly, the challenge is centred on users rather than technology. LocalLink UK isn't just about producing another digital platform, but busting down barriers for SMEs to receive the advantages of digital transformation.

The design challenge can thus be formulated as:
How can we help small businesses and local producers get access to digital commerce tools that are affordable and help them to be more competitive and make the shopping experience easier for consumers?
This is to clear-cut statement that gives a foundation in thinking about the innovative solutions.

Generating Innovative Solutions (Goal 3.4)

Ideate: Brainstorm various solutions and decide which one is best. Design thinking is a very creative process since successful innovations can emerge from exploring several techniques.
The first proposed was a straightforward on-line market – local businesses can advertise and sell products. This would help with the visibility, but would not address other issues on payments, marketing, delivery management etc. Considering these options, integrated digital commerce ecosystem was determined to be the most effective. LocalLink UK would be a one-stop-shop where businesses could sell, get paid, market their products/services, organise their deliveries and learn online. Ideation process shows that there needs to be a balance between creativity and practicality for innovation to happen. But, it doesn't have to be the most technologically advanced solution; it has to be the best solution for users!
The development of the minimum viable product (MVP) is what the Prototype Stage aims to achieve. The Prototype stage of the process is when the idea is made into a useable solution ready to be tested out. Prototypes help an entrepreneur find any weaknesses, then tweak ideas to be more successful before making a large investment. Ries (2011) shows that a Minimum Viable Product (MVP) is a tool that enables the organisations to test assumptions and gain feedback from customers by launching a basic version of the product before spending more money on its completion.
LocalLink UK will have a bare bones version initially. The first would be an easy sign-up for businesses to provide their profiles (which would include data on who they are, location, products, delivery preferences and so on). Second would be e-stores. Every business would get an online page that will present products, prices and business information to customers. This would give SMEs an online presence without having to spend a lot of money to develop a website. The third specialized feature would be smart payments that can be made through the integration of digital payment. Through the platform, customers would make secure transactions, which would increase their convenience and minimise administrative challenges. This MVP would be rolled out in targeted/selected communities in the UK where there is robust independent business network. National expansion could benefit from a regional pilot that imparts lessons learned from the regional implementation before rollout.

3.6 Test Stage: Test and Modify Solution

Test – testing the prototype to real users, evolving solution to incorporate feedback. Testing is not the end of innovation, it's a reiteration of the learning process. The platform would be assessed by LocalLink UK in terms of interviews, observations and pilot programmes. The SMEs participating would give feedback in terms of usability, functionality and the ability to reduce the digital challenge. In order to enhance the platform, LocalLink UK would follow the essence of design thinking – learning, adapting and refining to create solutions.

4. Critical evaluation of LocalLink UK through Innovation Frameworks
4.1 Design Thinking Evaluation

The importance of the concept of LocalLink UK is that it is based on the design thinking principles of designing human centred innovation. Typically, innovation efforts are based on finding existing technologies and exploring potential applications. On the other hand, design thinking starts with their user experiences and designing solutions that are based on real problems. Thus, it is important to view design thinking in a broader context of the innovation process. It gives the necessary base line of recognizing pertinent opportunities; other frameworks still are needed to assess the business potential.

4.2 The evaluation of the Double Diamond Framework is discussed.

The Double Diamond flow developed by Design Council (2019) can also be used to further understand the development of LocalLink UK. The framework consists of four stages: Discover, Define, Develop and Deliver. The Discover stage is where individuals look at the experiences of users and collect information on challenges. It come from the Empathise stage in the DT design thinking process as a way to better understand SMEs, consumers and other stakeholders that will be impacted by Digital Transformation. The Double Diamond model emphasizes the need to make use of divergent and convergent thinking. Entrepreneurs will need to consider various options and will need to make sensible choices as to what would be the most valuable ideas. Marketing, an assessment of the Business Model Canvas, is conducted in this module. The Business Model Canvas created by Osterwalder and Pigneur (2010), is used to think through the commercial potential of LocalLink UK.
Those who would have to be the main target groups to meet the needs would be small shops, their own producing shops, country shops or service shops. There would be other segments of users interested in these local products and available services: the consumers who want to have easy access to them. LocalLink UK's value proposition is their affordable and simple digital transformation tools, that allow SMEs to compete online without having an advanced technical person. Unlike big platforms, the marketplace would bring in features that would aid local business and facilitate commerce in their region.
The costs would be somewhat software development, cyber security, marketing and operational support. The Business Model Canvas shows that, on balance, LocalLink UK has commercial potential, with its value proposition and business model being scalable in its ability to produce positive impact within a number of different stakeholder groups that are satisfied with using local, digital information.

Determine Desirability, Feasibility and Viability Assessment.
5.1 Desirability

Desirability is used to try to determine if a solution solves a real user need and adds value. LocalLink UK is very desirable as it ties in with recognised issues that SMEs are facing with digital transformation.Many small businesses have recognized the need for online commerce but still aren't making the most of their resources due to a lack of funding, lack of know-how, or problems running their host of online platforms. There are a number of existing solutions that offer valuable services, many require users to have some technical knowledge. By streamlining the uptake of digital, and supporting implementation, LocalLink UK can add value.Yet this process might prove difficult since it would take both businesses and consumers to use the digital marketplace to be adopted. Partnership working with local organisations to develop trust would thus be vital.

5.2 Feasibility

Feasibility looks at if the proposed solution is feasible to implement, given the resources and technologies available. LocalLink UK is a technologically feasible project as the necessary technologies already exist.Competition is a major challenge. The large company players already take a commanding lead in many sectors on the Internet. To achieve this, LocalLink UK should steer clear of direct competition with the global platforms, and instead differentiate with SME support and local connections and accessibility.

5.3 Viability
Viability is a measure of the potential for sustainable development. There are potentially a number of revenue streams for LocalLink UK. Implementing a subscription-based service may offer steady revenues through monthly fees, which businesses can use to access digital tools. Transaction fees might generate extra revenue as companies generate more sales via the website. Additional revenue opportunities may be tapped in the form of Premium services, such as high-end marketing tools, Analytics and Training Programmes. Altogether, the start-up shows high viability potential, but the success would rely on the successful implementation as well as sustained competitive advantage. 

Wider impact and sustainability of the Innovation

Entrepreneurship and innovation is something new and the sustainability now has become a matter of concern. Time is the era for a business not only to create economic value, but also think about social and environmental aspects. The potential for economic benefit through LocalLink UK is seen as the support for SMEs who may not have been able to ‘compete in digital’. While small businesses have a high input into jobs creation and to the economy in general, they face tremendous pitfalls compared to large businesses. The platform could allow smaller businesses to have access to markets at lower costs through its release of digital tools.
Overall, LocalLink UK has proven to be a responsible innovation opportunity as it brings economic development, social inclusion and environmental aspects together.

6. Recommendations
There are a number of strategic recommendations which could be considered to maximise the success of LocalLink UK. A phased implementation should be used, with the venture rolling out a pilot programme in communities across the UK with a significant number of SMEs and independent retailers. This strategy will enable the company to gain insights from its users, uncover technical challenges, and improve the platform for its future national rollout. Through the iterative process of Design Thinking, improvements can be made repeatedly, based on actual customer experience.Secondly, LocalLink UK should build partnerships between local councils, business support organisations, logistics and financial institutions. Such partnerships would enhance the platform's credibility, increase access to more support services for SMEs and enhance the integration of online selling (with payment and delivery management). Partnering with established delivery companies would also help in ensuring the reliability and efficiency of last mile delivery for customers. Another crucial suggestion is investing in digital education and continuous customer support. Digital transformation is not always about a lack of will, but often it is about not knowing how.If a business is lacking in technical expertise, that is the issue for many SMEs. Providing step-by-step onboarding, online tutorials, webinars and dedicated customer support would encourage greater adoption of the platform and improve user satisfaction. In addition, the development of new technologies, including Artificial Intelligence, cloud computing and business analytics, should be continued to be funded by LocalLink UK. AI-powered recommendations, Automated Customer Support, and Data-driven insights would enable SMEs to gain a deeper understanding of customer behaviour, enhance marketing efforts, and make informed business decisions. The platform will continue to be innovative, with regular technological advancements that will enhance its competitive edge and keep it relevant to the changing landscape of digital commerce. Last but not least, the venture should continue to be focused on sustainability and responsible innovation. To minimize environmental impacts while strengthening local economies, adopting strategies such as local sourcing, optimizing delivery routes and using eco-friendly packaging can be implemented. Meanwhile, meeting the UK data protection laws and putting in place strong cybersecurity measures will help foster customer trust and secure sensitive business info. These recommendations will help to make LocalLink UK more scalable, more competitive and sustainable for the future in the UK's digital economy.

7. Conclusion
Digital transformation has been so advanced that it has transformed the way businesses conduct themselves in the United Kingdom. E-commerce, electronic payments, cloud technologies and online communication have provided greater opportunities for SMEs, but also presented challenges - including cost, digital skills and disparate technological solutions. To compete in a digital world, businesses need to be ready for innovation and change as consumers' expectations continue to shift. In this report the Design Thinking approach was used to understand these issues and to find possible opportunities for innovation and entrepreneurship. The needs and frustrations of the SMEs, and local producers and consumers were explored as part of the Empathise stage. At the Define stage, it was identified that there was a market issue of lack of affordable, integrated and user-friendly digital commerce solutions. The report has created the digital commerce ecosystem called LocalLink UK, which aims to make online selling, digital payments, customer engagement and delivery management easy for small businesses throughout the Ideate, Prototype and Test phases. The analysis also proved the proposed venture desirability as it satisfies the true needs of the users, feasibility as it is based on existing digital technologies and viability based on its scalable business model which follows the subscription method and multiple revenues. Moreover, the examination of the concept using other innovation frameworks such as the Double Diamond Framework and the Business Model Canvas further validated the business case for the proposed business and emphasized its sustainability. Overall, this report shows that DT is a promising human-centred method to uncover innovation opportunities and to create actionable solutions for business problems. Instead of the technology, the framework is based on real customer needs, and the business ventures are continually improved through feedback and iterations. LocalLink UK could potentially help digital transformation of SMEs, boost local economies, enhance customer experience and help shape the future of a more inclusive, innovative and sustainable digital economy in the UK.
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