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13.2: Launching the Imperfect Business - Lean Startup

By the end of this section, you will be able to:
Describe how businesses use lean startup principles to develop products and test markets
Identify how the build-measure-learn method helps companies understand what potential customers want in a product
Determine what a minimum viable product (MVP) is and explain why companies don’t need to have a perfect product to
launch
Explain why companies need to learn to construct a lean pitch to investors and potential customers
Explain what pivoting is and when it is necessary for companies to undertake

As you can see from the Dropbox example, businesses can function without being perfect. The company initially provided a short
video description of the Dropbox product without even having it coded to the actual program first.  This way, they could test the
idea and receive customer feedback without losing time or money on products that wouldn’t work. If any changes were needed,
they had the flexibility to make them because it was just an early prototype and no big investment in the product had been made
yet. Many of the early changes were to the interface design that involved buttons and actions that could be taken, and storage
capabilities that customers consistently gave feedback on.

New businesses need time to develop their identities, engage their target market, create and develop the right products, and sharpen
their strategies. Startups don’t have fully developed and proven business models like established companies do. A business’s
starting focus or idea may evolve into something else because the initial feedback from the prototype points in a different direction.

Houston (pictured in Figure 13.2.1) and Ferdowsi knew they did not have the perfect product, so they employed a system called
lean startup, a methodology entrepreneurs use to help them innovate by continuously testing their products and getting feedback
from customers in real-time. This methodology calls for a product to be shared with early adopters in its beginning stages of
development and gain immediate feedback. It ensures that people actually like a product and are willing to buy it. Tech companies
primarily use this method because they have learned that too many years working on a product without measuring is highly risky,
especially in a rapidly changing technological environment. Lean strategy, though, is applicable to almost every business and
industry.

Even with Dropbox’s reported $1 billion in revenue and 500-plus million users, Houston’s journey still has its ups and downs. He
learned that the CEO’s job changes as the venture progresses because the company’s needs vary across its lifecycle. The CEO has
to shift focus, such as on building prototypes, testing users, exploring the best distribution channels, and managing cash flow. These
hurdles need to be tackled when they arise.  Let’s take a closer look at lean startup, and how it got its own start.

Figure : Andrew Houston believes that, as a CEO, you must shift your focus as your business needs change. (credit: “Drew
Houston (Dropbox) by Financial Times/Wikimedia Commons, CC BY 2.0)
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Lean Startup
Author and entrepreneur Eric Ries developed the lean startup methodology after spending much time, effort, and money when his
first tech company had to close down. Fortunately, Ries’ frustration led him to study other successful companies and lean
manufacturing programs, including the highly successful Toyota lean manufacturing process, which taught him how to be flexible
and quick while building products. He learned that he didn’t need to have a fully designed product resulting from years of
development; instead, he could have something imperfect that worked without the bells and whistles, something that people could
test and provide feedback on over time.

Dr. Jeffrey Liker is an industrial operations management scholar, specializing in lean principles. Watch his presentation
describing the basic components of lean manufacturing leadership to learn more. These components are the heart of Toyota’s
14 management principles known as the Toyota Way.

He advocated a step-by-step approach on how to maneuver a startup, how to change course if necessary, persevere, and accelerate
its expansion. This is also called the build-measure-learn loop, which means that a prototype is built, or at least the idea is written
down, it is then pitched to customers who provide feedback so the company learns what to keep and what to change, then it makes
the changes to the prototype, and starts all over again, repeating the process until the prototype is good enough to go to market.
Figure 13.2.2 illustrates this loop. Even after it hits the mass market, this loop can continue to be used to enhance the product.

Figure : The build-measure-learn loop is a framework that helps entrepreneurs develop their idea into a minimum viable
product (MVP), measure its impact on people, and learn if there is a need to pivot (change) or persevere. (CC BY 4.0; Rice
University & OpenStax)

After his first startup proved unsuccessful, Ries created a second company called IMVU.  IMVU is an avatar platform, or
“metaverse,” for people who want to shop for clothing, furniture, and accessories in an online community and keep their identity
safe. Essentially, IMVU is a virtual reality world with an e-commerce engine, user-generated content, and 3-D characters. While
Ries was building IMVU, he and his co-founders worked endless hours for six months to create a prototype of 3-D avatars that they
later learned no one wanted. During their first month, they made a total of $300. The next month they made $400 after begging
friends and family to try it.

After Ries saw their faithful first customers disappear, he and his co-founders decided to shift from feeling frustrated to talking to
potential customers. They tested their product with teenagers and heavy users of technology, as well as with mainstream customers.
The mainstream customers never knew what to do with the product. They thought it was too strange. But those that were more tech
savvy and younger were happy to try it. They gave a lot of feedback that resulted in creating a better version of the avatar
community.

The initial platform was designed as a minimum viable product (MVP), which is a very early prototype of a product.  According
to Ries, an MVP can be the bare minimum to help people understand what the product is about. A product doesn’t even have to be
built to be an MVP; instead, it can be represented in sketches, videos, and explanations of how it might look. MVPs also can
include a basic version of the product, just like IMVU’s website, which was not very good at first. The point is to have a basic
product to show to potential users, with enough substance to elicit feedback on what people find useful and what attributes are
important without having to invest a lot of money and time. There is no right or wrong type of MVP. It is up to the owner to decide
how to showcase the idea and test it to find out what people like and don’t like, and how to take the idea to the next level.
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Through this MVP experience, Ries (shown in Figure 13.2.3) realized that his first platform had bugs and issues that could crash
users’ computers; however, in spite of the bugs, he was determined to get customer feedback without spending lots of cash or time.
Once he and his co-founders had the low-quality platform running, they decided to charge a fee for the service. They would send
dozens of changes to their loyal followers until they developed a product that would work for a larger customer base. These
changes included adjustments such as adding new avatars, new avatar movements, choices of clothing, and new worlds for avatars
to explore. IMVU pioneered this lean startup approach, which new ventures all over the world now use. Today, IMVU is a
successful enterprise with over $55 million in revenue and 50 million users.

Figure : Eric Ries, third from left, speaks at a conference about the lean startup process he developed while creating his
second business. (credit: modification of “Eric Ries TechCrunch Disrupt” by “kawanet”/Wikimedia Commons, CC BY 2.0)

A lean startup begins with the first stage of building a basic product (MVP) that has only its core benefits and no extra features.
Houston and his developers created a basic platform for early adopters to test. Early adopters are people who like to try new
products as soon as they come out. They don’t mind, for example, buggy software or cumbersome designs because they are
innovators and like to test new things. Dropbox did not create a perfect product initially because the developers did not know what
it would be until they got user feedback. After early signups and feedback on the first prototype, they were able to create the first
version of the product. Later, they conducted iterations, or additions or changes to the version of the product, using customers’
ideas and suggestions.

Zappos is another example of an MVP development project. Nick Swinmurn, creator of the online shoe company, launched the idea
in 1998 by creating a bare bones website to sell shoes and measuring traffic to the site.  The idea started after he took a trip to the
mall and could not find shoes in the styles or colors he wanted. He figured other people had equally frustrating experiences. His
first hypothesis was that people were interested in buying shoes online, so he asked Tony Hsieh, current CEO of Zappos, to invest
in this new project. Hsieh provided half a million dollars to get the company started. Swinmurn then created a plain webpage that
started with basic photos of shoes and their prices. Swinmurn also ran ad campaigns, measured web traffic, and adjusted the
webpage. Instead of spending so much time in building a detailed plan about his business, this method helped him make quick
adjustments to the product, the target market, and strategies using the build-measure-learn loop and starting with an MVP, just as
Houston did.

Five Lean Principles

Go to the website http://theleanstartup.com/#principles and click on the link “Lean Startup Process In Detail.”

Pick one topic that interests you and write a one-page summary of the concept.
Add an example to illustrate the topic.

Going deeper into this build stage, we can see that the steps take an entrepreneur through a cycle or loop that begins with defining
the problem at hand and building the MVP to show potential consumers a sample of the product and see how they react. In many
cases, selling this low-quality product can also help measure user reactions. Metrics, or measurements, are developed to test the
product assumptions of the engineers who created it. The goal is to test the MVP with its target market by asking questions about
the design, usability, core or bundle of benefits, and other attributes that enhance the customer experience.

For example, different design attributes can be measured by asking customers if they like a feature or set of features of the product
they are testing. The number of likes or dislikes can be tallied, and comments can be collected on what additional features should

10

13.2.3

11

12

WORK IT OUT

https://libretexts.org/
https://biz.libretexts.org/@go/page/62841?pdf
http://theleanstartup.com/#principles
https://openstax.org/books/entrepreneurship/pages/10-1-launching-the-imperfect-business-lean-startup#footnote6
https://openstax.org/books/entrepreneurship/pages/10-1-launching-the-imperfect-business-lean-startup#footnote7
https://openstax.org/books/entrepreneurship/pages/10-1-launching-the-imperfect-business-lean-startup#footnote8


13.2.4 https://biz.libretexts.org/@go/page/62841

be added or deleted. Once the feedback comes in, entrepreneurs can make changes. Then, they can move into the next stage, which
is to measure whether the changes to the product based on the feedback are actually helping make progress.

Along with a minimal product offering, Ries advocates using a minimal financial evaluation concept called innovation accounting
to assess whether the changes made to the product are creating the desired results. This means that entrepreneurs should not look
first to the basic financial measurements traditional to businesses—such as sales, profits, and return on investment—because these
traditional measurements aren’t the most relevant metrics at this stage. Instead, they should measure progress in a different way.
Measurements may include testing assumptions about the business, attributes that customers like, sign-ups, and retention rates that
can be separated into cohorts and tested, say weekly, as changes to the products are made.

Read this article on innovation accounting and notice the available metrics that measure progress and the instances in which
they are effective.

During the learn stage, the entrepreneur uses the feedback obtained to assess the progress of the product in an objective manner.
The entrepreneur makes changes to the MVP and starts the cycle over again until the process has reached a point where it either
accelerates or needs to pivot.

As a learning component for the company, feedback is very important in the lean process. Feedback helps companies design better
products and make iterations, or newer versions, which better serve the customer base. Companies will work with early adopters
for a while before they expand their reach with a better product and entice more people to use it.

General Electric Is Big and Lean

General Electric (GE) is a company that has been around for many years and boasts a tremendous portfolio of businesses under
its parent company. Eric Ries managed to encourage this giant to take advantage of the lean startup movement by collaborating
with him in a new program called Fast Works. This program was essentially created to imbue its product development method
with the principles of lean innovation by training thousands of employees in the methodology and helping them develop
desirable products at a faster pace.

For example, GE improved a turbine using the lean approach by asking for customer feedback. Many customers needed
different features, such as improved reliability, better fuel efficiency, and faster operation. The team working on this project
decided to use Fast Works to fulfill all of the customers’ requests. This approach would allow them to shorten the development
process and save the customers money. Three hundred members of the GE turbine team knew that this would be a difficult task
given their locations around the world and the processes involved in approvals, so they got to work. Some focused on
streamlining the approval process, while some worked on bottlenecks and encouraged low-level engineers to make difficult
decisions without asking upper management. These two changes allowed them to pivot quickly, while gathering feedback and
making changes to the turbine effectively. After using FastWorks, the team reduced development time by a quarter—from four
to three years. They saved $5 million dollars in fuel per year for their customers, while increasing their revenues by $6 million
per year.

Iterating, Pitching, and Pivoting
Many companies invest significant time and effort on projects that seem like great ideas in theory but flop when taken to market.
The lean startup method is a new way to develop and manage products that people want in a shorter period of time. Companies are
able to learn from customer discovery and validation that the offer or value of the product is not working and needs to be enhanced
or changed.

After Ries experienced his first business loss, he recognized the problem of companies devoting time and money on projects
rejected by consumers, and he wanted to identify a solution. As he started his new company’s avatar community, he enabled his
teams to put the product through iterations—those small changes to the current version of a product to make it better fit consumer
needs. At this phase, and using lessons from his first failure, he strove to create a bare-bones version of a product that worked well
enough to provide core value to the customer, garner customer feedback, and make small adaptations around what users considered
most essential. This allowed IMVU to enhance the product in a way that brought the company, step by step, closer to providing the
best value.

LINK TO LEARNING
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One iteration that proved enormously successful was adjusting how the avatar moved through its virtual reality world. The original
avatars didn’t have the ability to walk around like they do in, say, popular multiplayer video games. Even though he knew this was
a disadvantage, he sent the version to early adopters and asked for feedback. Customers responded that the lack of movement
suggested the software was low quality. Reluctant to make the major tech investment for this movement, Ries and his team decided
to try a very small iteration as an alternative: They made the avatar disappear from its starting point and reappear in its new
location. Customers responded positively, seeing this as superior to what existed and as a high- quality variation. The quick and
low-cost iteration turned out to be the best path to success.

In addition, while this process is ongoing, the entrepreneur is constantly pitching the idea to potential consumers and investors.
Pitching can be intimidating for entrepreneurs, as they can get nervous speaking in front of people. However, pitching can be as
important as building the right product for the right target: It needs to be practiced and mastered.

Pitching is the verbal delivery of an idea or business plan, and a request to a group of investors, customers, or potential business
partners by an entrepreneur. As an entrepreneur, knowing how to pitch your business concept to investors is one of the keys to
success. However, if you’re using the learn startup approach, your pitch likely needs to be quite different from a regular pitch.

The lean pitch requires the presenter to craft an exciting and well-developed story about the company, its product, and what makes
the product unique, with enough detail to show that the company is more than a story in the presenter’s mind. The lean approach is
customer-centric and tries to solve customers’ problems and resolve issues, and it measures its product over and over again until it
is right. The story must show the process of understanding their customers as well as their problems and issues. Then, there must be
an explanation of iterations, design tests, and learning from customer feedback that demonstrates the customer-centric approach.
Experiments, data, and insights are shared to show the company’s progress. Using a regular pitch approach, the presenter gives all
of the details of the product and the future launch. This traditional pitch asks for an investment without having tested assumptions
or having much data or experiments to show that the idea will work.  Increasingly, successful lean pitching requires the presenters
to have some sort of validation of their business model because this shows more truth to the vision. Many investors look for
companies that have some time invested and a seed customer base under their belt. They are particularly interested in those who
know their sales numbers, their costs, their sales projections, and have a track record of increased sales, customers, and profit.
Table 13.2.1 shows a step-by-step approach to pitching to investors and potential partners.

Table 13.2.1: Lean Startup Pitching

Step Tips

1. Tell an exciting story that quickly moves into tangible results

Don’t do a sales pitch; be yourself by being open and authentic.
Craft an exciting and well-designed story to capture your audience
and introduce this as a business that is already up and running so
investors know from the beginning that you are using lean startup
techniques.

2. Describe the problem and solution at hand and what makes you
unique.

Clearly define the problem you are solving and how you are
already solving the problem with the best tested/measured
solution.

3. Describe the target market and how it will benefit from the
product.

Show that you understand your potential customer because you
have gotten customer feedback. Give examples of early product
development and share key customer feedback that helped you
enhance or incorporate new benefits. Demonstrate the product,
focusing on the benefits, not the features.

4. State your position with facts and achieved results.

Show additional tests, experiments, customer feedback, and
anything that can back your claims. Show actual data and insights
collected, emphasizing validated facts and assumptions you have
made. Describe early challenges and how you adapted without
giving up.

5. Be simple
Don’t use jargon. Speak as if you were explaining it to a stranger
sitting next to you in a coffee shop.

6. Show current progress Show what you have accomplished in sales/profit so far.
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Step Tips

7. Finish with the ask
Close up your pitch by identifying what you are seeking. If you are
looking for an investment, a partnership, a new member to join
you, or an advisor, finish with the ask.

After carefully going through the build-measure-learn loop, there comes a point where the company either accelerates or realizes
it’s time to pivot. Pivoting is a crucial and often difficult change done to test a hypothesis regarding the basic product, its growth
potential, and business model. Once the product has been tested and retested for changes in consumer behavior, or any metric that
the company sets itself to attain, if it’s not attaining growth, then the next step is to pivot instead of continuing down the current
path.

This is a time for tough decisions: Should you continue working on the business, product, or project—or should you change? Is the
company making progress toward its goals, or do the strategies need major adjustments? While measurable data, such as attribute
likes and dislikes, or number of sign-ups, are gathered during the measure stage, the lean startup process also has a component that
is creative, intuitive, and visionary. Knowing when to change cannot be determined solely through number crunching. It also
requires human judgment, which, when coupled with the build-measure-learn formula, can lift a company out of mediocrity.

Ten Ways to Pivot

Read this article from Forbes.com to see more examples of the kinds of pivots entrepreneurs can make:
https://www.forbes.com/sites/martinz.../#3286d2422d2b.

Which one(s) would be best for your current business project? Why?
What product features would you have in place to ensure future growth without investing too much?

If a business is not growing, it is shrinking or stagnating.  A pivot, just like in basketball, requires one foot down on the ground,
and the other moving. This means that you keep what you have learned from customers as your grounding foot but test out a
different direction in which to move. Here are examples of famous pivots:

Twitter transformed into a social media giant from a company called Odeo, a broadcast platform that was initially created to
transmit video, sound, and podcasts. However, Apple beat them by launching iTunes podcasting, and it didn’t make sense for
the founders of the company to pursue that path, so they decided to create Twitter instead.
PayPal (formerly Confinity) allowed people to send electronic payments or “beam” payments from their Palm Pilots (first
personal digital assistants created by Palm Computing) as well as from other devices. At that time, PayPal users registered a
card number, downloaded the beam application, and were able to make transfer payments from one device to another. As
technology changed, it merged with X.com to become the preferred payment method on Ebay, helping the company go
mainstream.
Avon was created by a traveling book salesman who would add perfumes to his sales as perks for his female customers.
Eventually, he realized that women were more interested in the perfumes than the books, so he started a new business from a
small office in New York.
Fab.com, a design e-commerce website, was initially called Fabulis, and it started as a social media site to connect gay men.
After the social media site failed, the co-founders took it into a new direction by selling their design picks for the best home
goods, accessories, and clothing for everyone.

The Market for Experiences

Since the 2009 recession, people have spent more on experiences like travel and dining, rather than goods. Instead of owning
many products, people, especially Millennials and Gen Zers, are transforming many industries. They prefer to travel by Uber
and have an Airbnb experience where places and people are more important than things. They would rather freelance than
work for a corporation and are more likely to try new foods and entertainment instead of accumulating possessions. This
market trend has led many large retailers to downsize or close all together. Smaller retailers have been hurt as well. However,
online retailers, home stores, and grocery chains have remained largely immune to the changes in buying habits.

WORK IT OUT
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If you were a specialty retailer that focused on selling sports clothing and gear, and had several regional stores around the
country, how would you pivot your business to avoid slowing sales?
Create a step-by-step list of your main strategies and how each would help avoid closing down your business.

You may wonder, how many times can a company pivot? Ries likes to use a runway analogy: You must measure how long you
have until your company can achieve its goals, and whether you fail to lift (burn through all your cash resources) or have a liftoff
(generate sales, sign-ups, add new customers). The runway can be calculated by taking the amount of cash that is in the bank and
dividing that by how much is being spent or drained on that balance. So if your company has $550,000 in the bank, and it drains or
burns $50,000 per month, then you have a projected time of 11 months (550,000/50,000). A way to slow down the cash drain—and
to extend the runway—is to cut some costs or ask investors for additional cash.

There are also different types of pivots for different needs. Table 13.2.2 shows ten pivots an entrepreneur can make according to
feedback.

Table 13.2.2: Types of Pivots20

Pivot Strategy Description

Zoom-in A product’s single feature becomes a whole product.

Zoom-out
This is the reverse of zoom-in. A single feature is not enough for a
customer, so the product needs added features.

Customer segment
There is a need to change the customer segment, as the one studied
is not representative of who will buy the product at a larger scale.

Customer need
Feedback from customers shows that the problem solved is not
important. The product needs to be repositioned, or a new product
needs to be created to solve a real problem.

Platform

A change from an application to a platform or the other way
around is needed. Startups usually begin with what is called a
“killer app” for their platform, which later becomes a way for third
parties to create their own products.

Business architecture
This is a change from high margin, low volume to low margin,
high volume. This happens in business-to-business (B2B) and
business-to-customer (B2C), respectively.

Value capture
These are changes in monetization or capturing value (raising
capital).

Engine of growth
A startup changes its engine of growth (sticky, paid, or viral paid
growth models for revenue). Usually, the company requires a
change in the way it collects revenue.

Channel
Distribution channels are changed when the product requires faster
or broader alternatives to reach consumers. The Internet has
become a great disruptor of channels.

Technology

Sometimes achieving a solution that serves an existing customer
through cheaper means occurs when other technology is used (new
production equipment, new software, etc.). This is more common
with established businesses.

Eric Ries outlines these ten pivot strategies in The Lean Startup.
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Nintendo

Nintendo could have gone sour in the gaming world had it not made a fateful pivot at a stark time. Created in 1889 (surprising,
right?) in Kyoto, Japan, Nintendo manufactured “hanafuda,” or flower cards (pictured in Figure 13.2.4) (a) used to play card
games. It was humming along until the card game industry started to decline in the 1960s. Fusajiro Yamauchi, founder of
Nintendo, tried to move into other markets by also providing hotel and taxi services. These pivots proved unsuccessful choices,
and Nintendo almost closed its doors. However, it continued to manufacture its cards, which now had a plastic coating, and,
thanks to a deal with Disney, had moved into the character cards market.

Still, the company hobbled along until, thankfully, one of the line assembly engineers created a device that would reboot sales.
He designed a toy called the Ultra Hand, which children could manipulate to reach objects far and away. After successfully
selling a million units, the company rebranded itself as Nintendo Games and entered the growing toy market.

Their foray into video games found its first success with the release of the Color TV Block Breaker game in 1977 (pictured in
Figure 13.2.4 (b)). In 1981, when technology was changing the gaming industry, Nintendo created Donkey Kong, and later in
the 1980s, Mario Brothers. Thanks to this great pivot, Nintendo is now worth over $22 billion and continues to thrive as one of
the top gaming companies in the world.

Figure : Nintendo started as a small company that created (a) Hanafuda cards and (b) the Color TV Block Breaker.
Today Nintendo is one of the largest companies in the gaming industry valued at over $22 billion. (credit (a): modification of
“Koi-Koi Setup” by “Aldaron”/Wikimedia Commons, CC BY-SA 3.0; credit (b): modification of “Nintendo-Color-TV-Game-
Blockbreaker-FL”by “Evan-Amos”/Wikimedia Commons, Public Domain)

13.2: Launching the Imperfect Business - Lean Startup is shared under a not declared license and was authored, remixed, and/or curated by
LibreTexts.

10.1: Launching the Imperfect Business- Lean Startup by Michael Laverty and Chris Littel et al. is licensed CC BY 4.0. Original source:
https://openstax.org/details/books/entrepreneurship.

ENTREPRENEUR IN ACTION

21

13.2.4

https://libretexts.org/
https://biz.libretexts.org/@go/page/62841?pdf
https://biz.libretexts.org/Courses/Cosumnes_River_College/BUS_215%3A_Introduction_to_Business_(Brown)/13%3A_Launch_for_Growth/13.02%3A_Launching_the_Imperfect_Business_-_Lean_Startup
https://biz.libretexts.org/Courses/Cosumnes_River_College/BUS_215%3A_Introduction_to_Business_(Brown)/13%3A_Launch_for_Growth/13.02%3A_Launching_the_Imperfect_Business_-_Lean_Startup?no-cache
https://biz.libretexts.org/@go/page/50679
https://creativecommons.org/licenses/by/4.0/
https://openstax.org/details/books/entrepreneurship
https://openstax.org/books/entrepreneurship/pages/10-1-launching-the-imperfect-business-lean-startup#footnote17

