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BUS-217: Eight steps to a successful startup.

1) Listen to the waves - April 15.

3) Draw the landscape - April 29.

4) Create an engine of growth - May 6.

9) Engineer an economic model - May 13.
6) Create a capital strategy- May 20.

7) Frame a Funnel - May 27.

8) Be a Master Storyteller - June 3.



Who did something this week
to push your startup forward?




Famous new product failures.













Juicero

Founded 2014, raised $120M in capital.
“The only wifi-connected juicer on the market today”.

$699, plus a subscription to receiving the juice
packets, at $5-7 each.

Just 16 months after launch they went bankrupt and
shut down. $120M in capital, down the toilet.



But as bad as Juicero was, it was not the worst
new product failure ever.







The greatest new product failure in history.






- After revolutionizing mass production, Ford had their IPO
(initial stock offering) on the New York Stock Exchange In
1956.

- The stock opened the day at $64.50/share and by the end of
the day was trading at $70.50, giving them a market
capitalization of $660M (over $6 billion in today’s dollars).

- |t was the most successful IPO in American history.



- S0 having had the most successful IPO in American history,
they decided they would use all their new cash to design and
build the most advanced automobile ever.

- They put all their senior engineers on the project and gave
them an unlimited budget to create an amazing product - the
best car ever.



Rolling-dome speedometer.

Push-button Teletouch transmission shifting

Self-adjusting brakes.
410-cubic-inch Edsel "E-475" Engine.
Warning lights on dashboard.
Speedometer glows when speeding.
Transmission locks in park until ignition key turned.
Triple-thermostat cooling system.
Front-mounted distributor, coil, fuel pump, dipstick.
Hood release controlled electronically.

“The Newest Expression of Fine Engineering from Ford Motor Company”.

The most advanced automaobile ever.

Projected sales for the first year were 200,000 units, with over one million units within three years.


https://en.wikipedia.org/wiki/Speedometer
https://en.wikipedia.org/wiki/Teletouch

They were so sure it would be a success they launched
it in 18 models spread over four product lines.




They hired , the
finest advertising agency on Madison
Avenue to create the ad campaign.

An unprecedented $50M budget, in
including a teaser campaign about “E-
Day”, the day the Edsel would be first
shown to the public.

They produced a star-studded TV
special called “The Edsel Show”,
featuring Frank Sinatra and Bing
Croshy.



* Projected sales for the first year were 200,000
units, with 3-year projections of over one
million units.

* First year sales were less than 60,000.
* The second year was 56,000.

* Total units sold were less than half the
company's projected break-even point.

 Each one sold cost 2x to make.

* The Edsel project lost a colossal $350 million
(over $3 billion in current dollars).

The greatest new product failure in history.



Technologically Aligns with what

feasible customers want.

Profitable Economics



Technologically
feasible

Profitable Economics Aligns with what

customers want.

Successful product innovation has to have all three.

Technologically Feasible ¢ Profitable Economics ¢ Aligns with what customers want.



The Edsel had just one.

Technologically
feasible




This has been a recurring issue since
the dawn of entrepreneurship:

How does one reliably create products
that succeed?




We’ve all seen examples of companies that have
sent millions of dollars developing products they
thought they world needed, only to find out that no
one wanted to buy those products.

I’m embarrassed to admit that I’'ve done it myself.



In 2000-2001 | used a linear product development process:

Congratulations! You’ve spent 2 years and $5 million proving that
there is zero demand for your product!

But many startups die Then Vzel;" 3_02::9
in the valley of death. Uy Al Uz gl

Spend

millions
building It.

Cool idea!



Three concepts | wish I’'d known before | did that:



Product Market Fit
Customer Development

Design Thinking












Product Market Fit

What the Market Wants




Product Market Fit

What the Market Wants




If the only thing that matters is product/
market fit, then the only thing we should
care about is how do we get there most

efficiently and effectively?




The Godfather of Silicon
Valley Founded 8 companies, four had IPO’s and four left giant craters.

Wrote a groundbreaking book: 4 steps to Epiphany.

Which led to The Lean Startup.

Did a famous Google Tech Talk: The Secret History of Silicon Valley
Now professor at Stanford and Berkeley

Named by Harvard as one of the ten great innovators today.






Customer Development

AKA “Get your ass out of the building and go talk
o some actual customers”



Customer Development

Before you write a business plan or
begin product development, spend a lot
of time talking with actual prospective

customers.




“Before you begin
you need to do

-Steve Blank






| should have taken the money, put it into a 6-month CD, and spent six
months out interviewing prospective customers before writing a single

line of software code.

Your product roadmap should be informed by actual conversations with
customers.




“No business plan survives first contact
with customers”.

-Steve Blank



Now, back to cars for a moment:

Until the 1970’s, American auto makers dominated the global market .

Driven by industrial might, they used the principles of mass production.
Design a car, order parts for 300,000 units, set up the production line for 300,000
units, make 300,000 units, ship them to dealers and wait for them to sell.



Toyota Lean Manufacturing Management System
Developed In Japan.

Short production runs.
(contrary to the principles of mass production)

Rapid Cycle Times.

(as dealers sell them, we can quickly make more).

Establish continuous improvement.
(even during a single model year).

Empower workers to make improvements.
(the workers know better than management where problems are)

Eliminate processes that do not add value for customers.
(the only thing that matters is learning what customers care about).



Developed in Japan.

Note that Lean does not mean “cheap”. Toyota makes Lexus
and other expensive, high-end cars.

It means removing the bloat from assembly lines through
short production runs and continuous improvement.




Toyota Lean Manufacturing Management System

In 1960, GM, Ford, By 1980, Japan had
and Chrysler 295% of the US
controlled 90% of the market, and the
US domestic market, global market share
and more than half for US automakers
the global market. had dropped in half.

Global Market Share Global Market Share
Automobiles 1960 Automobiles 1980



Now, back to startups.



The Lean Startup, a 2011 book by Eric Ries.

Learn from GCustomers

Short production runs.
Continuous improvement.

Rapid iterations
Learn, measure, adjust. Repeat.



From the author’s introduction to the book:



From the author’s introduction to the book:




Learn from GCustomers

Short production runs.
Continuous improvement.

Rapid iterations
Learn, measure, adjust. Repeat.



The book by Eric Ries popularized the term “MVP”.

Minimum Viable Product



“A Minimum Viable Product is that
version of a new product which allows a
team to collect the maximum amount of
validated learning about customers with
the least effort.”

- Eric Ries, In The Lean Startup



“A Minimum Viable Product is that
version of a new product which allows a
team 1o

- Eric Ries, In The Lean Startup


















“A Minimum Viable Product is that
version of a new product which allows a
team 1o

- Eric Ries, In The Lean Startup



Mediocre entrepreneurs build an
MVP to show something.

Great entrepreneurs build an MVP
to learn something.

-Me



Difficult. Easier. Easiest.

All are on the recommended reading list on the class website.



Design Thinking

Developed at the d.school at Stanford



Design Thinking: An engineering framework for creating products that succeed.
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All of these methodologies are versions of the same
concept: Make sure your product design and
development is informed by actual interactions with real
customers.

Don’t build what you think is cool. Build what customers
value and will pay for.




All of us are sure our startup will be a big success.

But that’s an opinion is based on a whole bunch of
assumptions, many of which will turn out to be wrong.

Figure out how to test and validate your assumptions.



Always be thinking to yourself, “What is the smallest
possible experiment | could do right now that would provide
me with the greatest possible learning?

Use the scientific method.

Customer Development, Lean startup, MVP, Design Thinking,
Design Sprints are all variations on the same theme:



“It ain’t what you don’t
know that gets you into
trouble. It’s what you
know for sure that just
ain’t so”.

- Mark Twain

Humans have a tendency to believe that what we think is fact, when it’s just
opinion. When we act based on a belief and it turns out to not only be opinion
but wrong, this is when things can often go spectacularly wrong.



The Mom Test

How to find out if your business is a good
idea, when everyone is lying to you.

Buy this book, and then also read my article
on the class website on Customer
Development interviews.



Ten Minute Break

Go potty.



April 18, 1906



The Big SF Earthquake: April 18, 1906



Stanford University, Founded 1891



Stanford University, Founded 1891



The Big SF Earthquake: April 18, 1906
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Chris Clark, Founder & CEO of Locale
Went through YC, raised $14M from a16z. Will be our guest speaker on May 13.



Every few months we have a BUS-217 alumni meetup in a dive bar somewhere.
The next one is May 7. | will send you an invite link, if you are interested in joining.



Next week we’ll do rapid prototyping at the CoHo (optional).



What non-work-related topic could you give a 10-minute
TED talk on?

Mountain biking? Sourdough baking? Luxury travel?
Foothall strategy? Parenting? Dog training?



Ping someone In class and suggest a short call to get to
know them.



Problem Statements




Write a problem statement for your startup. Simple and clear —
no convoluted marketing blah blah or dense tech acronymes.
Just one simple and clear sentence, articulating the problem
your startup solves.




Write a problem statement for your startup. Simple and clear —
no convoluted marketing blah blah or dense tech acronyms.
Just one simple and clear sentence, articulating the problem
your startup solves.







Sometimes your problem statement might be that there’s
nothing like what you’re doing on the market today.

Be careful, because that’s a bit like saying that the problem you solve is that “There are no
frog-flavored cookies on the market today!”

Your hypothesis then is that there is an “unmet need”. Now you need to find a way to test
and validate that it is indeed an unmet need in the market.



Why did we start with problem statement?



Problem statement: Americans spend a fortune on the convenience of fast food,
despite the fact that an unhealthy diet now causes more premature deaths every
year than cigarette smoking.






There are so many ways to make tacos healthy:

Vegagie fillings.
Gluten-free tortillas.
Grilled tofu.

Low-fat cheese.
Vegan salsa.
Heart-healthy fillings.

“Tacos are the most popular and versatile food in the world.”
- Anthony Bourdain.



S0 my awesome new startup is named

A subscription that is healthy of you
and your family.

Each month we ship you a complete
kit for making a big delicious taco
dinner for your friends and family.

All fresh, healthy ingredients,
featuring a different region of
Mexico each month.



Americans spend a fortune on the convenience of fast food, despite the fact that an
unhealthy diet now causes more premature deaths every year than cigarette
smoking.

A subscription service that every month ships you everything you need to make a
big, easy to prepare, healthy meal for you and your family.






In the channel, post the following:
- Your problem statement from last week.
- You solution statement.

- Your path to PMF.












So how can Al help you win that race?

Here are ten very simple ways you can use Al chat to accelerate the standard PMF methodology.



1. Identify the right problem to solve.

_ Find relevant
Use web scraping software to pull all the discussion groups

comment threads from specific discussion [l

groups into a flat file and then feed to Al. Facebook, Stack
Overflow, Quora,

ete.

Spend 32veral
weeks rea:' ng them
Prompt: Here 1s a giant CSV with 23,000 all, trying to figure
discussion group threads. Summarize the out cesnmon pain

+ pain points people are discussing. ¢ 0 noisits people are

discussing.




2. Test and validate every assumption.

Every founder begins
with assumptions they
are absolutely sure are
true. Most will turn out
to be wrong.




3. What alternatives am | competing with?

Every startup operates
within a landscape of
competitors and
alternatives.




Prompt:



Prompt:



6. Suppress your confirmation bias.

Don’t fall victim to
this founder enemy.

Prompt: Based on the customer feedback collected, how should I

prioritize features to be developed? o <@




7. Open up the solution set.

Maslow famously
observed: “If the
only tool you have
IS a hammer,
everything tends to
look like a nail.”




8. Find and define your IGP.

You think you know
who your ldeal
Customer Profile Is.

But are you right?



9. Identify Customer Triggers.

What makes
someone suddenly
looking for what

your startup does?




10. Do Red Team Analysis.

Understanding how
competitors sell
against you can

give you deep
Insights into PMF.




You are in a race to get to PMF.

Think of Al as a thought partner that accelerates your
learning loops—not a replacement for the hard work of
talking to customers and testing in the market.










Allison Gopnik

Professor of Psychology
UC Berkeley



Allison Gopnik

Professor of Psychology
UC Berkeley

Humans have an unusually long
childhood. Human children aren’t self-
sufficient for around fifteen years after
birth — much longer than any other

species.

As a result, our brain wiring is optimized
for learning until our mid-teens, then the
brain wiring switches to become

optimized for the execution of what has
been learned.



Allison Gopnik

Professor of Psychology
UC Berkeley

To support the hyper-learning mode of
a four-year-old, for example, the body
routes sixty percent of its calorie
Intake to the brain, whereas in an

adult only about twenty percent of
calories are routed there.




In Gopnik’s words, human
childhood brains are optimized
for “exploring,” and then as
adults our brain wiring changes
to optimization for “exploiting”




Stages of a venture.

Escape Velocity
Exploitation
Product-Market Fit Fla G iiaiiiorsale to

drive market share and profits.

T

T Extrapolation

Extrapolating on what’s been
learned, now it’s about getting

EXplor atlon the flywheel of growth spinning

at an ever-increasing velocity.

Founding

1. .
- ’f W L

e e ol J;L\idﬁl’lg,
with a goal of getting to
Product-Market Fit.



In Gopnik’s words, human childhood brains
are optimized for “exploring,” and then as
adults our brain wiring changes to
optimization for “exploiting”

And so it is for startups. As a startup CEO, you need
to be optimized for learning.

Always be thinking of the smallest possible
experiment you could do that would provide the

greatest possible learning.







