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Why
is this valuable?¢

An essential aspect of achieving product-
market fit (PMF) is defining it so that you

know when you get there! However, defining
those milestones and then reliably measuring
progress against them isn't a trivial task. Within
the same startup, each team member might
have a different opinion of what PMF means
for them, and it is easy to get distracted by
vanity metrics.

Across our engagements, we have found
that customer retention is the single strongest
indicator of product-market fit. While it is
easy to get distracted by numbers of new
customers or even revenue, the extent to
which customers stick around tells you how
much they love your product, and whether
they willrecommend it to other people (this
can be measured using metrics like NPS)
thus providing valuable information about
the long-term prospects of your business. As
such, our view is that retention is the core
indicator of PMF - whether you have 50 clients
or 500,000. If customers find value in your
product or service, they will come back to
you over fime, and this proves you have built
something people want.

Customer retention data can be used in

a number of ways. To understand your
performance against competitors, compare
your retention rates against those of your
industry and apply context where possible

(see image below).
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To understand your runway and inform your
financial model and growth potential, look at
retention rates together with your customer
acquisition costs. For example, if only 20% of
your activated users are still active after six
months, and your business model requires
thousands of users (because of low ARPU) to
achieve profitability, that means you need to
acquire 10x customers month-on-month o
replace churned ones. This may or may not
be sustainable in the long run. On the other
hand, if you are experiencing high retention,
and only need hundreds of users to reach
profitability, you are likely on the right track.
Run the numbers and identify where you need

to focus your growth and retention strategy.

ACross our engagements,
we have found that
customer retention is the

single strongest indicator of
product-market fit.
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How
should you use this data?

The most straightforward way to quantitatively
measure retention is to observe the
percentage of users that come back to
your product days, weeks, or months after
registration. However, it's not enough to
simply understand the numbers. You want to
dig deeper to understand the reason behind
strong retention or high churn. Sometimes,
particularly in the very early stages, however,
these numbers are less representative and
more qualitative analyses are needed to
understand retention or reasons for churn.
Measuring NPS score, enforcing a strong
customer feedback loop, gathering insights
from customer support conversations and
having 1:1 conversations with customers can
go a long way toward providing valuable
insights that can help you determine what
steps you need to take to improve retention
rafes.

Here is a video from 500 Startups that can
help you determine how best o begin
evaluating retention rates for your business.
Creating dashboards and other visualizations
will give you constant, actionable visibility

into your retention metrics. At the beginning
of your startup journey, you will likely see a
dramatic drop off of customers. Once you see
the curve flattening, you know that you are
getting somewhere. For some, that flattening
may come sooner, while others take longer to
get there, and for some, the flattening may
include a higher percentage of users while for
others it may be lower.
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For example, we have seen a digital micro-
savings product retain 20% of customers in
LATAM, while similar offerings manage to retain
80% in Africa. We have seen micro-insurance
products going down to almost 0% active
users in just a few months but also seen others
reach 75% active users after 6 months.

The important thing is to see that some people
are continuously engaging with the product
over fime and that the curve eventually
flattens. For some business models, a curve
that flattens at 25% may be sustainable

if customer acquisition costs are low and
revenue per interaction is sufficiently high.
However, if the financial model (e.g., high
customer acquisition costs) requires higher
retention rates for profitability, 25% may not
be sufficient. In this case, keeping track of the
data is the first step and then improving your
value proposition and engagement would
also be necessary.
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80% of new users stop using the average app just three days after downloading it

Source: Mixpanel

How much
will it cost?e

Collecting and analyzing frontend and
backend data is relatively simple and
inexpensive to do given that most tools are
free (or close to free). In fact, once it is set
up, ongoing costs are almost zero. However,
it takes some effort to get dashboards

and models set up since they will reflect

your key business assumptions, objectives,
and strategies. Clarifying this thinking and
franslating it into trackable metrics will require

some effort and alignment among leadership.

Such thought exercises are an absolute must
for any startup serious about gaining traction.
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Qualitative methods might cost a bit more in
terms of man-hours and call center support,
but the insights they provide are extremely
valuable. Setting up a proper feedback loop
with customers from the beginning will set you
up early for success.

Keep in mind it would also typically cost more
to re-engage a customer that has already
tfried your product and lost interest than it
would to sign up a new customer, so tracking
and focusing on retention from day 1 to keep
customers engaged and loyal throughout
can result in overall cost-savings for the

business.
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What kind When

of expertise is needed? should you do it?

When it comes to collecting and analyzing Our resounding answer is that you should be
data, no additional expertise is needed fracking key metrics from the moment you get
beyond that which is already on your team, started, and that it should remain cenfral to
assuming you have a tech team. If you your decision-making process, every step of
don't, at a minimum you should know how the way.

tfo manipulate Excel sheets. Take a look at

the Catalyst Fund article that explains why
upgrading your tech with AppSheets is simpler
than you think. If you do have a tech team,
your CTO, product person or anyone else on
the team who has basic SQL skills can get
cracking. If no one in your team can do this,
there is likely an opportunity for someone to
upskill.

= FINANCE = SAAS = ECOMMERCE = MEDIA

WEEKLY RETENTION BY INDUSTRY

Source: Mixpanel report
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Getting started:

collect and analyze customer

retention data

The action has to be easy to measure, and

sufficiently sensitive so as fo give you new
information every day. For example, a good
action to choose might be: a user makes a
fransaction, such a deposit infto an account, a

loan withdrawal, or a payment to a merchant.

Taking this action means the user is choosing
your service over another. A poor choice
might be: a user opens an app, a user checks
her wallet balance, or a user requests some
other type of information. These actions do
not provide value o users and will not give
you insight info whether or not they will stay.

For example, with a savings startup we

considered that a user making a deposit info
their account attests to the fact that they are
getting value out of the service, and that we
can expect different segments users to make
multiple deposits on a monthly or quarterly
basis. On the other hand, for a money transfer
service, sending money is the key action, and
we expect users to repeat that action on a
monthly basis at least.

Fintech Product Metric Ideal Frequency
Micro-savings Making a deposit Monthly/Quarterly
Micro-insurance Premium payments Monthly
Responsible credit Cash-out credit Weekly/Monthly
P2P transfers Send money Monthly

- Assess Product-Market Fit
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£} Measure the repeat usage of that
metric. Set up a way to extract and

visualize usage data so that you can see
how that meftric evolves on a daily basis.

a. Set up the right analytics tools:

Tools for measuring usage will likely include
Google Analyfics or Amplitude, depending
on the nature of your product. If your product
runs on a smartphone app or web, there are
now a variety of options to integrate these
platforms within your app, and both of them
offer retention analysis, among other things.

In the case of Amplitude, the functionality is
richer as it is designed specifically for retention
analysis. See this Amplitude playbook for more
on how to master retention.
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b. Create a dashboard:

Make sure your data is front and center,
everyday! Whether it lives in Google Sheets,
a SQL database like MySQL or SQL Server, or
a noSQL database like Firebase or MongoDB;
find a way to visualize it for daily use.

i. We recommend looking at these three
dashboard tools: Redash, Metabase, or
Google Data Studio. The one you choose

will depend on your team’s skills, the type of
database you have, as well as your wilingness
to use proprietary solutions. Check that your
visualization tool can integrate with other
services. See more on comparison of these
tools below:
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When to choose:

Redash:
e You have technical staff who are able to able to write SQL
& You need to connect to a less-common datastore or service (e.g
MongoDB)
* You value options/flexibility (data connectors, chart styles, alert
channels, etc.)
e You need to join data across different databases

Metabase:
e Your team would benefit from a GUI-Based query builder or data
browser
& You don't have to do any data blending across multiple data
sources

Google Data Studio:
e Your team doesn't have SQL expertise and needs a full GUI
e You primarily use other Google services [Drive, Cloud, Ads, Search
Console, etc)
You want something that’s completely free
* You don't mind using proprietary and/or non-portable systems

Try g if you don't need a web-based tool and require
advanced functionality.

SQL Only (Requires
SQL expertise)

Features &
Considerations

re’dash

Rule-based

Can render .
dashboards alerts sent to Has higher system
- webhook, requirements than
Does the tool address your faster/more efficient by pggerpyy, Metabase (may need a
. supporting multiple Mattermost, . -
needs and work within charts per query Google Hangouts MO expensive hosting

environment)

executed Chat, HipChat,
ChatWork

existing constraints?

Host Yourself
(Cost based
on usage or
service level

Rule-based
alerts sent to

Supports
blending data
from multiple
sources

Hosted by Google
(Free)

SQL Based

Can have dynamic
filters per-chart or
per dashboard

Data Browser i
Proprietary Data-per-chart

limitations

Some edits can irreparably
break charts

2000 datapoint
limit per chart

What-You-See-Is-What-You-Get (WYSIWYG)
Graphical-User-Interface (GUI)

GUI-based SQL
Query Builder *® Google

Metabase
aw» Data Studio
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ii. Once you have installed your dashboard
tool, you need to craft your retention SQL
query. This isn't easy and will depend on your
database structure.

Here are some tips:

1. Normalize actions, fimestamp by
calculating the difference in days, weeks,
or months between the action, and the

first action.

2. Round the number of days, weeks, months
by using a "“Floor” formula, for example.

3. Group users by days, weeks, or months
since first action to create cohorts.

4. Measure unique users that have
completed an action in that period.

5. Advanced: fry to measure retention within
different segments.
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Visualizing retention by cohort will allow you
fo delve deeper when things may not be
going well. You can, for example, see if there
is a segment of users within your user base
that has higher retention than the average.

If so, this could mean that your product isn’t
for everyone, as you first thought it would be,
but that there are certain characteristics that
define a subset of users who are finding more
value in your product than others.

In the below example, segment X has
considerably higher retention than the rest
of the segments. Try to find out who they
are, why they are using your product at such
high rates, and how many of them are out
there so that you can target them more
reliably or adjust your product to appeal to
more segments. Don't forget to find ways of
rewarding your early champion users so they
remain loyal.
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Not sure that a database will alter your reality2 Read how [Feli¥lEli] was able to harness data to
get frue clarity into their business.

Case Study

FarMart incorporates Metabase, discovers insights
to improve retention

©) © i

Challenge Action Result

While FarMart's monthly FarMart ran a cohort The team was able fo isolate,
active users were increasing analysis to better target and reactivate a
month-on-month thanks understand their user specific group of users who
to increased focus on retention. were previously loyal fo
acquisition efforts, they FarMart, but had become
were also making dismal dormant.

user retention rates.
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Challenge

It is fempting to believe that customers

have stopped using your product (or never
started), because they forgot about it. That

is sometimes the case, and activating these
customers can easily be resolved via nudges
and reminders. Unfortunately, the problem

is usually more complex. It is more likely

that customers either don't understand the
purpose of your product, no longer find value
in it, or that you have not understood the
barriers they face to adoption — and therefore,
they fail to activate.

The rooft of the problem is that you haven't
yet found PMF, and you've opened

the acquisition taps prematurely. In the
excitement of launching a startup, this
eagerness is common, and it is easy to be
seduced by the drama of the registration
count, without fully internalizing the
implications of the drop off in the activation
rate. However, it is often helpful fo have a
decent amount of users onboard to give you
enough data to analyze so you can segment
and strategize accordingly.

For example, at the end of 2019, when we
met Catalyst Fund portfolio company FarMart
— an agritech startup in India that aims to
make agriculture a respectable, profitable
and preferred choice of profession for the next
generation — they were facing this situation.
They had a great idea about how to help
agricultural merchants in North India better
manage their businesses and attract more
customers. MVP in hand, they were rearing

fo geft started and set out to quickly acquire
merchants.
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They planned a marketing push even as they
developed new features for the offering every
night, paying little attention to activation.

By singularly focusing on acquisition, FarMart
were acquiring any agri-merchant they
could, without really understanding if that
merchant fit their target. This resulted in a
huge increase in registered merchants and
increases in monthly active users, but the
overall percentage of active users began
decreasing.

Here is the challenge:

Garbage-in, garbage-out is a famous saying
when it comes to data. By registering any agri-
merchant, FarMart had expanded their base,
but many of the merchants they added were
not the right profile and were never going to
become consistent users of FarMart’s app. This
resulted in a vanity metric that showed great
user growth but did not franslate to equal
growth in MAU. Secondly, they didn’t know

if merchants who were active a few months
ago were still active or whether they were just
churning at a massive rate.
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Action

Catalyst Fund started by helping FarMart
install Metabase (an open source business
intelligence server you can install in five
minutes that connects to your database

and allows you to easily view analytics) and
created a dashboard so the team could keep
frack of what was really going on.

The final dashboard included activation and
retention charts across the AARRR funnel.
They included a chart to track daily, weekly
and monthly active users (important, but not
conclusive), a visualization of the funnel per
cohort to track the transition from old product
offering to new, and detailed usage (going
deeper into product categories), as well as

acquisition metrics.

1. Merchants Acquisition *

Merchants Activated per day

48

43
40

35 35
33 3

30
28 29

23
22 5y
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Using a running cohort analysis (friangle
chart), the team observed a trend in customer
behavior that was not apparent when looking
simply at overall numbers of registered and
active users. Insight: the chart showed that

a large percentage of older, hyper-active
customers had stopped using the product,
and were quietly dropping off. The feam

was missing this trend, as it was masked by
the much larger numbers of new customers
they had acquired. This observation helped
FarMart to focus their retention efforts on

their older power users, who were also loyal
merchants, converting the majority of them to
their new product.

Cumulative Activated Merchants

1,281

1173
10761101 1 11:1,127
1,009

Acquisition per Sales Agent

Merchants Activated per Month and Sales Agent
@ L J e
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Merchants Activated per Sales Agent

9260982504
8396886795
8770959223
7275775296
8979528347
8810426895
4388190876
9956886150

8840458387
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Result

The FarMart team was blown away by the
ease and insight provided by the dashboard.
Their CFO noted that, “measuring outcomes
and using metrics fo measure the impact

of Saas$ products” was one of the biggest
learnings from their Catalyst Fund experience.
They love being able to see how their business
is performing across the AARRR funnel in just
one screen, since the dashboard allows them
to easily track their KPIs and identify areas of
the customer journey that need immediate
attention.

Data doesn't lie; it is your source of truth. Keep
a very close eye on what's going on with your
key metrics. In the case of FarMart, the team
was already collecting this data previously,
and performing limited analysis, but moving to
Metabase completely changed the way they
used their data.

A few short months later, FarMart’s enthusiasm,
together with our guidance towards PMF,

has positioned them for success. Their app,
which today allows merchants to better
communicate with the farmers they serve,

has over 7,000 active merchants, who have
registered around 300,000 farmers.

Templates/Resources:

> The ultimate startup dashboard: 7 charts
and startup metrics for founders to live by
Getting your dashboard right will likely
be a turning point for your business, your
leadership, and even your bedfime
routine, since you are likely to check these
first thing in the morning and last thing
before you go to sleep!

Assess Product-Market Fit - Superpower 1

Retention as PMF Indicator

Retention is the metric when it comes

to measuring PMF. When you have high
retention, it tells you that you have built
something that people want, are getting
value from your product and coming
back. If it is low, then don't turn on the
acquisition taps yet. Fix it first.

Which Dashboard Tool to use

Dashboard tool selection summary,

a valuable comparison of Redash,
Metabase and Google Data Studio. In
addition this dashboard cheat sheet is

a primer for creating a dashboard using
readily-available, low-cost (or free) tools
according fo best practices with pro fips.
It specifically helps you (1) Define the
main metrics for your business, (2) Create
the dashboard and (3) Socialize with your
team.

Mastering Retention by Amplitude
Retention is critical for every product,
whether you're at a Fortune 500 company
or a 5-person startup. Learn proven
methods for building a data-informed
retention strategy.
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About Catalyst Fund

Catalyst Fund, managed by BFA Global, is a global accelerator that supports inclusive tech
innovators and facilitates the growth of innovation ecosystems in emerging markets. The
Catalyst Fund Inclusive Fintech Program, supported by the UK Foreign, Commonwealth and
Development Ofice (FCDO) and JPMorgan Chase & Co., and fiscally sponsored by Rockefeller
Philanthropy Advisors, provides startups with catalytic grant capital, bespoke venture building
support from emerging markets and fintfech experts and access to a global network of
investors and corporate partners, while sharing learnings and insights with the broader inclusive
tech ecosystem. Its mission is fo accelerate the development of affordable, accessible and
appropriate digital financial solutions to improve the financial health of the world's 3 billion

underserved. Its focus markets include Kenya, Nigeria, South Africa, Mexico, and India.
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