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			The Lean Startup

			A model of entrepreneurial success

			After his first startup, Catalyst Recruiting, failed, Eric Ries opted for a completely different method, known as the lean startup, which was nonetheless criticised by the main traditional management theories.

			The lean startup is adapted from a theory developed by the Japanese engineers at Toyota and emphasises the importance of reducing waste and working in small stages, with the trajectory of the company constantly rectified based on customer feedback.

			After implementing these principles in his own startup, and given the interest that readers of his blog showed in the subject, Ries decided to publish The Lean Startup, which brings together the lessons he has learnt from his own experiences.

			
				
					KEY INFORMATION

					
							Reference edition: Ries, E. (2011) The Lean Startup: How Constant Innovation Creates Radically Successful Businesses. London: Penguin.

							1st edition: 2011.

							Author: Eric Ries is an American entrepreneur who was born in 1978. When he was 26, he cofounded the company IMVU and applied the ideas of the lean startup to it. In 2011, he published a book to outline the key principles of this method.

							Field: production management and performance optimisation.

							Key words:

					



			
					Startup: a young, innovative company with high growth potential.

					Lean manufacturing: an organisation method which involves eliminating all waste in the production process while focusing on constant progress. This philosophy was first applied at Toyota in the 1970s, before spreading to most major industrial groups.

					Lean startup: the application of the lean manufacturing method to the innovation process in any type of company. It was theorised by Eric Ries in the 2000s and applied to IMVU, and it is now very successful in the world of entrepreneurship.

			

		

				

			


		
			Context

			The author

			Eric Ries was born in the USA in 1978. While still at school, he cowrote his first book, Black Art of Java Game Programming, a dynamic and interactive guide focused on the optimal use of the IT programme Java. He went on to study computer programming and launched his first startup with a friend while he was still a student, before graduating from Yale in 2001. He then became an entrepreneur in Silicon Valley.

			
				
					DID YOU KNOW?

					Silicon Valley is part of the San Francisco Bay Area in California, on the West Coast of the USA. Its name comes from the chemical compound silicon, which is used in electronics and in the production of solar panels. The region has long been home to the main businesses working on cutting-edge technology, and this favourable environment for entrepreneurial development soon became famous and garnered recognition across the world.

				

			

			Ries then worked as a software engineer for There.com, a social virtual world. When the company folded in 2004, he and a former There.com colleague, Will Harvey, decided to found IMVU, a website which allows users to interact using personalised 3D avatars and play amongst themselves. This type of social network was in fashion at the time: Mark Zuckerberg founded Facebook the same year.

			Shortly afterwards, Ries met Steve Blank, a talented Silicon Valley entrepreneur and future investor in IMVU. This encounter was to prove decisive in Ries’ career, as Blank was the one who emphasised the need for all entrepreneurs to really target the expectations and desires of their potential customers.

			
				
					GOOD TO KNOW

					Steve Blank (born in 1953) is a serial-entrepreneur and is known above all for his work on Customer Development, which forms the basis of the lean startup movement. He has written several books on Customer Development and has spent many years teaching his entrepreneurship methods.

				

			

			After studying various business sectors, Ries became increasingly interested in the methods of lean manufacturing, a production system which originated in Japan. His idea was simple but highly original: to apply the lean philosophy to the innovation process.

			His model was characterised by an extremely quick cycle, the consideration of customers’ desires and scientific decision-making. It was applied at IMVU with staggering results, and the idea of the lean startup quickly spread to other companies.

			In 2007, the magazine BusinessWeek named Ries one of the Best Young Entrepreneurs of Tech.

			A year later, he began writing a blog, Startup Lessons Learned, where he shared his experiences as a startup founder. It was in one of his blog posts that he first mentioned the concept of lean manufacturing, which he described as an indispensable method for increasing efficiency. This article caused a stir in the entrepreneurial world, which led him to develop the concept in more detail.

			In 2009, Ries won a TechFellow Award, a prestigious business prize, in the category of Engineering Leadership.

			His reputation continued to grow, and many startups and other companies began hiring him as a consultant. In 2010, he became an entrepreneur-in-residence (meaning an expert in business creation who brings their expertise to an investment fund or university) at Harvard Business School.

			In 2011, he published his book The Lean Startup, which quickly became a bestseller. 

			Context and background

			In 1972, after years of research and experimentation, Toyota introduced a new method to its production cycle: lean manufacturing. This method is based on a simple and effective principle: reducing loss and waste and, consequently, decreasing costs.

			The lean philosophy emerged in a context characterised by a constant search for productivity gains in a society in the middle of a consumption boom. In this situation, companies must constantly produce more while reducing their production costs as much as possible.

			With this aim in mind, Toyota banked on a drastic reduction of waste (muda in Japanese). According to the engineers, there are seven sources of waste.
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			During the 1990s, lean philosophy crossed the Pacific and was theorised by American thinkers such as James P. Womack and Daniel T. Jones (Lean Thinking, 1996), Terry L. Bresser (Team Toyota, 1996) and Jeffrey K. Liker (The Toyota Way, 2004). The idea of lean then spread to different industries, starting with the automobile industry. Many people imagined that this philosophy could be adapted to other sectors of the economy.

			
				
					GOOD TO KNOW

					Nowadays, there are other recognised applications of the lean idea:

					
							Lean management, which seeks to eliminate all forms of waste within organisations such as companies or units of production. In this context, users of the method aim to eradicate muda (everything that is without value), muri (work processes that are not adapted or not adapted enough, leading to a surplus of work) and mura (irregularities).

							Lean IT, which is the extension of lean principles to the world of IT systems.

							Lean software, which is the application of lean ideas to software development.

					

				

			

			One of these people was Ries, who used the term lean manufacturing on his blog in 2008. He wanted to adapt this method to the creation and development of startups. In addition, in June 2016 he told Journal du Net that, like all young entrepreneurs at the time, he was facing this basic problem: how can I be certain that the product I have spent months, or perhaps even years, working on will find a customer base?

			Ries believes that the right way to answer this question is to get as close as possible to future users in order to develop a product that they will really appreciate and want to use. However, as advocated by the lean method, waste and risks must be eliminated. As such, Ries thinks that it is better to avoid a big launch when entrepreneurs want to make their product known: instead, they should opt for a prior test with a small number of people. Testing the product on a narrow group allows entrepreneurs to measure results quickly and at a lower cost while pinpointing mistakes.

		


		
			Summary of The Lean Startup

			The book goes through the main principles of this innovative method point by point and directly addresses entrepreneurs looking to launch their own business or breathe new energy into their project.

			The first part of the book advocates the implementation of a new discipline of entrepreneurial management based on scientific experimentation. This method will allow any kind of startup to evaluate the progress it has made. The second part gets to the heart of the matter and presents the method in detail. The final part demonstrates that this method can easily be applied to any type of company and will allow it to quickly make the innovation process profitable.

			In general, the procedures explained in the book will give users the necessary tools to maximise their creative force and get their projects off the ground.

			The lean principle applied to startups

			A startup is, by its very nature, a company which develops in an uncertain, risky environment. Its leaders must be aware of this and accept the consequences, one of which is the need to continually analyse their actions. These conditions of extreme uncertainty lend themselves to the implementation of entrepreneurial management dedicated to innovation and growth. Indeed, the constant introduction of new innovations is essential to economic growth over the long term.

			The lean method can be applied to startups of all kinds and sizes. It allows each entrepreneur to better control their company and manage its various aspects, while avoiding the waste of time and effort. The entrepreneur is therefore free to focus on the elements that count for the growth of their company.

			If an entrepreneur wants to focus their energy more effectively, they should make it a priority to know what the customer needs. This will allow them to make production profitable. With the lean method, the manufacture of a product adapted to demand can be done in steps, through constant adjustments. The aim is to understand what potential customers will see as creating added value.

			The feedback loop

			All startups are characterised by what is known as the feedback loop:
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			Reducing the total duration of this loop allows companies to reduce the amount of time, money and energy lost. It is possible to work on the three elements of this loop.

			Build: the minimum viable product

			The minimum viable product (MVP) is, in a way, a prototype of the product to be launched on the market. This version of the product is described as minimal because it takes the minimum amount of effort and time possible to produce. Obviously, this means that the MVP will not be perfect and will need many more functionalities before it resembles the product as it was originally imagined. 

			Nonetheless, this minimal version of the product allows the company to begin the production phase and interact with its customers for the first time. Studying how they react to this prototype is a useful way of beginning the process of learning through feedback. The MVP therefore makes it possible to eliminate potential waste as quickly as possible and learn useful information for the validation phase as early as possible. In fact, all strategies are based on hypotheses: these need to be tested as soon as possible in order to determine whether or not they are likely to work.

			It is important to emphasise that the MVP does not need to be perfect. On the contrary, even a low-quality MVP can provide useful, and even essential, information and data for the next phase of the process. Furthermore, judging the quality of the MVP before its launch on the market would suppose a knowledge of the characteristics that customers will see as useful, which is never the case at a product’s launch (remember that startups are very uncertain by nature and entrepreneurs do not even know who their potential customers could be).

			You must be aware that the MVP will generally bring bad news, but you need to be able to move past this. Do not be afraid of failure, because it will help you to learn and develop. It is therefore better to be flexible and determined and never lose hope.

			IMVU’s experience is particularly revealing with regard to the implementation of an MVP:

			“…instead of perfecting our technology, we build a minimum viable product, an early product that is terrible, full of bugs and crash-your-computer-yes-really stability problems. Then we ship it to customers way before it’s ready. And we charge money for it. After securing initial customers, we change the product constantly – much too fast by traditional standards – shipping new versions of our product dozens of times every single day” (p. 4).

			Using coherent MVPs allowed IMVU to move on to the necessary adjustments and grow rapidly.

			Measure: the analytical management of innovation

			During this measuring phase, it is necessary to determine whether the effort invested in the development of the product has resulted in real progress. To do this, Ries recommends what he calls innovation accounting, which is a quantitative approach to effort and possible progress. This method will allow any company to see whether it will be able to grow over the long term.

			
					Initially, this involves using the MVP to obtain information on the environment that the product will develop in.

					Secondly, you must try to “tune the engine from the baseline towards the ideal” (p. 118) through multiple attempts and tiny adjustments based on the analysis of the data gathered. It is important to divide this analysis up and introduce one little change at a time, by working in stages. Each development should aim to improve one of the engines of growth (see below). For example, the design of the product can be improved in order to influence customer behaviour. These different stages are ways of validating what has been learned during the project. In the example of the design change, this modification should have a positive effect on the activation rate of new customers. If this is the case, the lesson will be considered to have been validated and will allow the company to target possible problems and envisage a potential pivot.

					Finally, once all the possible optimisations have been carried out, it is time to make a decision. Does the company need to change direction (if it is not on the right track) or keep going as it is (if the current approach is working)?

			

			If you want to make the right choices, you must avoid vanity metrics at all costs. Many entrepreneurs use them to simulate success or simply because they refuse to accept the truth. However, you need to avoid letting yourself be guided by vanity metrics if you want your startup’s success to be sustainable. The only metrics you should trust are actionable metrics, meaning figures that can be used to judge your company’s activity and the validation of the lessons you have learned. Many companies opt for fairly generic indicators, such as the total number of customers or the activation rate of the service. These figures can be deceptive and cannot always be adapted to the growth engine. For example, if growth is based on creating customer loyalty, this type of indicator is not very useful for evaluating increases in activity. Instead, it would be better to focus more on the acquisition and cancelation rates.

			Ries uses the three As to define useful metrics:

			
					Actionable. If an analysis is to lead to action, it must clearly show a cause and effect relationship.

					Accessible. Reports must be clear, precise and accessible, with concrete and tangible units of measurement.

					Auditable. The data must be credible for all employees. It must be tested with its imperfections.

			

			Furthermore, entrepreneurs must always remain critical about figures and never forget that the human factor is constantly present behind any data.

			Learn: pivoting

			It is now time to draw conclusions and make decisions: should you keep going with or move away from your initial strategy? This is where the concept of the pivot, which is at the heart of the lean startup theory, comes in.

			According to Ries, nothing is more dangerous than a company that remains immobile. Stagnation and continuing stubbornly down a dead-end street both have a destructive effect on our creativity. When a change of direction is successful, it can put a company back on track to continue its activity over the long term.

			The true value of a startup can be calculated based on the number of changes of direction or pivots it can still allow itself; in other words, “the number of opportunities it has to make a fundamental change to its business strategy” (p. 160). Every change of strategy gives the company another chance to galvanise its activity. There are different types of pivots:

			
					Zoom-in pivot, when one of the features of the original product becomes the entire product.

					Zoom-out pivot, when the original product becomes one of the features of a much larger product.

					Customer segment pivot, when the product responds to a problem for different customers than those identified at the outset.

					Customer need pivot, which is used when customers have other problems which they care more about than the problem for which the product exists. In other words, the problem to resolve is not the problem that was initially identified.

					Platform pivot, which involves moving from an application to a platform or vice versa.

					Business architecture pivot, meaning the shift from a high margin, low volume business to a low margin, high volume business, or the other way around.

					Value capture pivot. There are different ways to identify and evaluate the value of a business at a given moment. Some people focus on the monetisation of capital or the revenue. Ries believes that a company’s value is measured by the commercial value of its product. Changing the way we measure the value of our company can have major consequences on the rest of its activity, product and marketing strategies.

					Engine of growth pivot. There are three engines of growth:	the sticky engine of growth,

	the viral engine of growth,

	the paid engine of growth.




					Channel pivot.

					Technology pivot, which focuses on the way the product is made.

			

			These possible changes are pivots that any company can use at one time or another to keep innovating. All companies need to be capable of self-analysis, even if they are growing, and, if necessary, adapt, change or reinvent their strategy, either as a whole or in part.

			Many entrepreneurs wait too long before introducing a pivot. There are a number of reasons for this: vanity metrics, ambiguous initial results, unclear objectives

			
			Lean methods

			
			The technique of “small batches”

			
			
			
				
					
					
				

			

			The “Five Whys” technique

			
			
			
			
			Engines of growth

			
			
			
					The sticky engine of growth. This involves attracting and retaining customers over the long term. The number of new customers must be higher than the number of customers who leave. This engine focuses on existing customers and tries to increase their appreciation of the product in order to boost the retention rate.

					The viral engine of growth. With this engine, most of the marketing is done by the customers. It focuses on the number of friends that each customer could introduce to the company’s product. This type of transmission is inconsistent.

					The paid engine of growth. The aim of this engine is to increase the amount each customer spends or reduce the amount it costs to acquire them. It involves monetising a particular customer base and calculating how much a potential customer could spend on the product over their lifetime.

			

			
			
			Conclusion
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