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Finding Product-Market Fit
A Practical System for Customer Evidence, Retention and Repeatable 
Demand

Reader note. Product-market fit is not a certification, single score or guarantee of future growth. 
The exercises in this book are educational. All companies, customers, metrics, charts and numerical 
examples  are  fictional.  Use  the  methods  with  consent,  privacy  controls  and  attention  to  the 
operational and legal conditions of your product.

About this book

The  phrase  product-market  fit can  feel  like  a  finish  line.  In  practice  it  is  a  collection  of 
converging signs that a specific group of customers gets valuable outcomes from a product, 
chooses it over alternatives and continues to use or pay for it under real-world conditions. A 
favorable interview is not proof. A celebrated launch is not proof. Even rapid acquisition may 
mask poor retention. The work is to discover who genuinely needs the offer, understand the 
moment value arrives, observe return behavior and learn whether the commercial engine is  
repeatable.

Early-stage  teams  are  surrounded  by  weak  signals:  waitlist  numbers,  social  engagement, 
website visitors, demos and verbal enthusiasm. These can be useful operational inputs, but 
they are not the same as sustained product usage or customer payment.  Y Combinator's 
startup education emphasizes talking directly with users, understanding the actual problem 
and learning from how people behave [R1]. Analytics providers such as Amplitude distinguish 
acquisition cohorts from behavioral cohorts and clarify the importance of defining retention 
[R2].  This  book  combines  disciplined  customer  discovery  with  small,  testable  product 
experiments.
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1. Define Fit Before You Start Measuring It

Fit belongs to a segment, not to a logo

A product may fit a narrow group exceptionally well while remaining irrelevant to the rest of 
the market. A team that helps independent clinics solve a scheduling problem cannot assume 
the same product fits hospitals, schools or national health systems. Each additional segment 
has different workflows, budgets, adoption constraints and substitute solutions. Define the 
segment explicitly and record the version of the product being tested. Saying simply "we 
have product-market fit" omits the two most important qualifiers: for whom, and for which 
product experience?

Fit  is  also  time-bound.  Regulations,  competitors,  buyer  budgets  and  user  expectations 
change. A solution that worked for a group of early enthusiasts may stall among mainstream 
buyers who need stronger security, reliability, integrations or support. Therefore fit should be 
monitored, not declared permanent. Keep a baseline of customer behavior and revisit it after 
significant price, onboarding or product changes.

The evidence ladder

Start with exposure to a real problem: observed workflow failure or a customer explaining a  
specific recent incident.  Progress to a commitment:  time,  data access or money given in 
exchange  for  an  offer.  Next  comes  realized  value:  the  customer  finishes  a  job  and  can 
describe  the  outcome.  Stronger  still  is  repeated  value:  the  customer  voluntarily  returns, 
renews,  expands  or  recommends  the  product  without  artificial  prompting.  Every  rung 
answers a different question. A company can be strong on discovery and weak on retention;  
that is valuable information, not a reason to hide a metric.

Avoid relying on a single numeric  threshold.  Surveys asking how disappointed customers 
would be without a product can be one directional signal, but sampling bias, wording, product 
maturity and cohort size limit interpretation. No survey percentage automatically establishes 
company-wide fit. Combine qualitative reasons with paid behavior, successful jobs, retention 
and referrals.

Record what is not yet known

Create an evidence register with fields for segment, claim, measurement method, sample size, 
dates,  numerator,  denominator,  source,  limitations and responsible  owner.  "Twenty users 
love it" is an opinion unless there are transcripts or behavioral events. "Twelve of twenty 
eligible customers completed the job twice in thirty days" is a defined observation if the data 
is  authentic.  Neither  should  be  extrapolated  to  an  entire  market  without  understanding 
sampling and selection.

Chapter output: A definition of fit for one narrow segment and three independent types of 
evidence  that  would  support  it.  Decision  gate: Do  not  use  product-market-fit  claims  in 
external investor or partner materials without a clearly defined and verified basis.
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2. Narrow the Market and Discover Real Problems

Interview the problem rather than the solution

A poor interview asks, "Would you use our AI assistant?" The respondent may say yes to be 
encouraging. A better interview asks, "Tell me about the last time you needed to prepare this 
report;  what  did  you  do  and  what  went  wrong?"  Ask  about  actual  tools,  workarounds,  
stakeholder involvement, frequency and consequences. Then observe whether the customer 
has already spent money or time trying to address the issue. YC's published How to Talk to 
Users materials emphasize listening and describing concrete past behavior instead of selling a 
hypothetical idea [R1].

Distinguish  inconvenience  from urgency.  People  dislike  many  things  but  will  not  change 
suppliers or workflows for each irritation. A credible problem may carry a deadline, financial  
exposure, operational delay, patient safety consequence or reputational cost. Validate the 
severity in the customer's own records where appropriate and consented. A market with high 
stated pain but no ability to purchase may need a different business model or buyer.

Select a specific initial customer profile

Create  an  ideal  customer  profile  with  size,  role,  existing software  environment,  business 
trigger,  economic  buyer,  regulatory  context,  location  and  switching  constraints.  Avoid 
defining  fit  by  demographic  alone  when  behavior  is  more  predictive.  For  a  fictional 
scheduling workflow, segment by weekly appointment volume, number of locations and how 
exceptions are resolved. A small  single-office user and a multi-site operator may both be 
"clinics," yet the product required for each differs substantially.

Interview different roles separately where a purchase includes procurement or compliance. 
An enthusiastic frontline user may not have buying authority. Record the veto points in the 
buying process and what evidence each role needs. If the product processes sensitive data, 
legal  authority and data security are part of the initial  customer journey, not an issue to 
postpone until scaling.

Synthesize without inventing consensus

At the end of interviews, group observations by recurring workflow, desired outcome and 
actual behavior.  Quote directly only where a participant consented; otherwise paraphrase 
and mark the source. Do not write "all customers said" when only a few were interviewed. 
Capture contradictions. The most useful interview often disproves a cherished assumption or 
reveals a narrower job that can be solved quickly.

Chapter output: A segment brief, ten interview prompts and an anonymized evidence table. 
Decision gate: Proceed only when a meaningful problem has been observed in the chosen 
segment, not merely described by the founding team.
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3. Build the Smallest Useful Product Experience

Minimal does not mean unreliable

A minimum viable product is a learning instrument, but it must still permit the target user to 
perform a real job. A broken sign-in flow teaches little about demand for analytics; a manual  
prototype that delivers a valid report may teach a great deal. Reduce scope, not trust. For  
data-sensitive  workflows,  the  minimum  product  may  include  robust  authentication, 
permissions and audit trails even if its interface is simple.

Write a one-sentence job statement. Example: "An operations manager can identify overdue 
supplier  invoices  from an  approved  upload  and  export  a  reviewed  exception list  in  five 
minutes."  Make  the  acceptance  test  observable.  List  non-goals:  no  automatic  payment 
approval, no enterprise-wide forecasting, no integration to every accounting provider. Non-
goals protect the experiment from turning into a costly product roadmap.

Use concierge and manual experiments deliberately

In a concierge test the team performs some work behind the scenes to validate whether the 
outcome matters. Label the service accurately; do not imply full automation when humans 
generate the deliverable. Record handling time, quality defects and the work needed to make 
the  service  repeatable.  The  manual  process  can  reveal  edge  cases  before  software 
development,  but it  may also conceal  future technical  and marginal  cost issues.  Measure 
both.

A fake-door or waitlist experiment can measure interest in a clearly described proposition,  
but  should  not  mislead  users  into  believing  a  product  exists  or  take  sensitive  data 
unnecessarily. Better evidence usually comes from a transparent invitation to a limited test or 
from a small paid pilot with defined deliverables and refund terms.

Define success before launch

Record  what  would  make  the  product  test  meaningful:  who  will  use  it,  how  often  the 
problem occurs, what completion looks like, what minimum quality is needed, and what the 
next decision will be. Instrument the key events before the first user arrives. If the product 
aims to save reporting time, measure the baseline and observed completion time for eligible 
workflows. Avoid selecting the metric only after seeing which result looks best.

Chapter output: A job statement, prototype boundary, acceptance test, instrumentation plan 
and privacy checklist.  Decision gate: Do not invite production data or paying users into an 
environment that has not met minimum safety and service obligations.
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4. Identify the Moment of First Value

Activation is a business event, not a click

A user who creates an account has started a process,  but may not have received value.  
Define activation as the smallest user action or completed workflow that demonstrates the 
product  solved  part  of  the  real  problem.  For  a  collaborative  tool,  this  could  be  one 
successfully shared project; for analytics, a trusted report with actionable findings. The event 
should be meaningful, observable and reasonably close to the customer's original reason to 
sign up.

Avoid proxy metrics that are easy to improve without helping users. A tooltip viewed, tutorial  
watched or screen opened may be useful for diagnosing onboarding, but rarely represents 
actual  value.  Document  which  events  matter  and  why.  New  customers  should  be 
distinguished from returning or reactivated customers,  otherwise activation and retention 
can be overstated.

Map the time to first value

Measure elapsed time from the customer's relevant starting point to successful completion 
of the first valuable job. For self-service tools, it may begin at sign-up; for enterprise systems, 
it may begin after data permission and integration approval. Report both the product time 
and  the  whole  customer  journey.  A  SaaS  startup  that  claims  "five-minute  setup"  while 
requiring four weeks of security review is describing only part of the process.

Construct a first-value funnel: qualified start, onboarding begun, data connected, first task 
attempted, first task completed, benefit confirmed. Inspect failures by cohort and segment. A 
low completion rate could mean poor instructions, unreliable imports, missing permissions or 
the  wrong  customer  segment.  Resist  adding  growth  spending  until  the  key  blockage  is 
understood.

Design for a second successful experience

The first successful outcome should lead naturally to another valuable job. A one-time setup 
wizard  creates  an  activation  event,  but  retention  depends  on  whether  the  customer's 
problem recurs and the product remains helpful.  Prompt users  to save a report,  invite a  
collaborator or schedule the next workflow only when it serves the job. Notification volume 
is not customer value.

Chapter output: A first-value map with event definitions, failure modes, time distribution and 
owner  of  each  step.  Decision  gate: Diagnose  significant  onboarding  failure  before 
extrapolating an acquisition conversion rate.
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5. Read Retention and Usage Cohorts Correctly

Define an eligible cohort

A cohort is  a group of users sharing a defined start  event or characteristic,  such as first 
successful activation during a given week. Retention measures whether those users return to 
perform the relevant action after a specified interval. Users who merely signed up should not  
be silently mixed with those who completed onboarding. An enterprise product used monthly 
needs a different meaningful usage interval from a messaging tool used daily. Amplitude's 
retention materials emphasize explicit cohort and activity definitions [R2].

For  each  cohort,  record  the  original  denominator  and  the  number  still  performing  the 
valuable action at each interval. If a cohort began with 50 activated users and 20 complete a 
target action in week four, that is 40% week-four action retention for the defined cohort and 
interval, not a claim that 40% of the market would retain. Keep reactivations and new users 
separately labeled so a chart does not inflate true continuing usage.

Look for shape and causes

A retention curve that stops falling can be encouraging, but the meaningful level depends on 
product type, segment, usage frequency and the value of each retained customer. Examine 
the actual size of cohorts and confidence limits. A jump from two to four returning users may 
double a percentage without supporting a broad conclusion. An apparent improvement can 
come from changing the acquisition channel or redefining "active."

Segment  retention  by  value  proposition,  original  acquisition  source,  customer  size, 
onboarding path and whether the user has buying authority. Ask what retained customers 
repeatedly accomplish. Durable use is more informative when attached to a recurring job 
than when it is driven by repeated notifications or discounts.

Blend numbers with observed experience

Review  analytics  alongside  support  tickets,  failed-task  logs,  customer  conversations  and 
refund reasons. A drop in activity can mean dissatisfaction, seasonality, a completed one-
time job or the end of a paid contract. Avoid interpreting all inactivity as churn when the 
product is episodic. Conversely, repeated logins may be a symptom of poor task completion 
rather than customer delight.

Chapter output: Three dated cohorts, original denominators, one meaningful action definition 
and recorded explanations for the main changes.  Decision gate: Do not compare retention 
rates that use different event definitions or time windows.
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6. Connect Customer Behavior to Revenue

Willingness to use is different from willingness to pay

A product can solve a genuine problem for users without attracting a buyer. Institutional 
teams may praise a pilot while budget owners see it as optional. Consumer products can 
receive  frequent  free  usage  but  encounter  resistance  to  payment.  Separate  the  usage 
question from the revenue question: who benefits, who pays, what triggers approval and 
what alternatives compete for the budget?

Paid evidence is strongest when the customer understands scope and terms and money is 
collected legitimately. An unpaid letter of intent may help signal future interest, but it is not  
revenue or a binding purchase unless its terms establish that. Record collected payments, 
active contracts, trials, discounts and refunds separately. An early startup that labels its entire 
proposal pipeline as annual recurring revenue misleads itself before it misleads an investor.

Study retained value per customer

For recurring products,  examine gross  revenue retention and net  revenue retention only 
when data volume and definitions support them. Gross retention asks how much recurring 
revenue survives before expansion; net retention also includes expansion and can hide losses 
among  smaller  accounts  if  interpreted  alone.  Keep  the  initial  cohort  fixed  and  explain 
exclusions. For usage-based products, combine transaction retention with changes in usage 
and pricing to avoid interpreting spending shifts as adoption shifts.

Measure contribution, not just revenue growth. A heavily discounted account that consumes 
extensive human support may be enthusiastic but economically unattractive. Stripe's SaaS 
guides describe how churn, acquisition and unit economics interact [R3]. The local accounting 
and billing treatment should be verified; none of the ratios alone guarantees profitability.

Design an expansion path based on earned trust

Expansion should follow demonstrated use. A second department, additional user seats or a 
higher-volume tier can be rational when the product has solved an initial job. Record the use 
case,  approver  and  new  costs  involved.  Avoid  creating  inflated  contract  values  through 
hypothetical future extensions. A positive renewal call does not mean an executed renewal.

Chapter output: A customer evidence table that distinguishes usage, contract, invoice, cash 
collection,  renewal  and  expansion.  Decision  gate: Do  not  scale  expensive  customer 
acquisition if contribution and post-sale retention remain unknown.
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7. Diagnose Why Customers Leave or Stay

Churn has different causes

Customers leave because the problem has changed, a competitor is better, service fails, price 
exceeds perceived value, procurement changes, a champion departs or a one-time job ends. 
Some reasons are addressable, others are not. A standardized exit review should ask what 
workflow broke, what value was missing, when the decision was made and whether a remedy 
could have changed the outcome. A checkbox labeled "too expensive" often conceals unclear 
value or poor activation.

Collect reasons without pressuring customers. Use permissible contact channels and short 
interviews, avoid demanding confidential competitor information and respect requests not to 
be contacted.  Compare exit  reasons  with event  logs  to see whether  the reported cause 
matches  observed  behavior.  Build  an  issues  register  with  frequency,  affected  segment, 
severity, fix complexity and owner.

Distinguish healthy and unhealthy friction

Removing every extra step is not always good product design. Identity verification, consent, 
audit  and permission  steps  may protect  users  or  satisfy  legal  obligations.  The  goal  is  to 
remove unnecessary work while making necessary controls understandable. Evaluate new 
features against the job they support.  A feature requested by one prestigious buyer may 
increase onboarding complexity for the entire base.

Customer support offers a view of unmet expectations. Tag complaints by promises made 
during sales, actual product defects, missing documentation and edge-case requirements. If 
sales repeatedly promises features that do not exist, the solution is governance and message 
discipline, not just more engineering.

Build a prioritization discipline

Not every  churn  event  justifies a  pivot.  Estimate the affected market  share,  cost  to  fix, 
probable  benefit  and  interaction  with  strategy.  For  a  product  used  weekly,  reducing  a 
frequent core-task failure may be more consequential than adding advanced personalization. 
Decide which problem to solve in the next iteration and what observable result would show 
progress. Re-measure comparable cohorts before claiming improvement.

Chapter output: A churn and friction register with primary reason, evidence, addressability 
and selected experiment.  Decision gate: Do not  promise retention improvement without 
post-change cohort evidence.
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8. Build a Repeatable Distribution Loop

Acquisition quality matters more than volume

Growth exposes weaknesses in fit. A broad advertising campaign can attract people with low 
urgency, poor ability to pay or incompatible workflows. Early demand should be evaluated by 
the proportion of eligible leads that reach first value and continue using the product, not by 
aggregate registrations. Define a quality-adjusted funnel: source, eligibility, qualified intent, 
activation, retained use and paid outcome.

Founder-led discovery is often valuable because the same person hears objections and can 
change  the  product  quickly.  Later,  that  knowledge  must  become  usable  documentation, 
demo scripts,  onboarding  tools  and CRM definitions.  A channel  is  repeatable  only  when 
someone other than the founder can operate it with acceptable costs and quality, not just 
when one launch post goes viral.

Separate referral from manufactured engagement

A  genuine  referral  occurs  when  a  customer  recommends  a  product  because  it  helps. 
Rewards, incentives and promotions can have a legitimate role, but should be described and 
measured  separately.  The  apparent  referral  rate  can  be  distorted  by  bots,  duplicated 
accounts  or  incentives  that  attract  low-quality  users.  Identify  the  originating  satisfied 
customer where permitted and measure downstream retention.

For a  B2B product,  distribution may include consultants,  system integrators,  professional 
associations and existing vendor ecosystems. Partnerships must be real and authorized; a 
logo  on  a  prospect  list  is  not  a  partnership.  Document  data-sharing  permissions  and 
commercial arrangements before referral programs or integrations go live.

Build an engine that can be audited

Create  weekly  reporting  with  counts  by  stage  and  channel,  cohort  age,  CAC  where 
measurable,  conversion  lag,  activation  and  retained  paid  users.  Do  not  report  campaign 
return on ad spend as overall business profit. Customer acquisition might require founder 
time,  onboarding  resources,  discounts  and  long  retention  before  money  is  earned  back. 
Increase  spend  only  when  evidence  from  several  completed  cohorts  supports  the 
assumptions.

Chapter  output: A  channel  test  sheet  with  budget  cap,  source-of-truth  data,  retention 
checkpoint and scale/stop rule. Decision gate: Freeze channel expansion when acquisition is 
growing faster than the ability to deliver first value and support.
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9. Decide When to Iterate, Pivot or Scale

Make a decision from multiple signals

Iteration  improves  the  product  for  the  current  customer  and  job.  A  pivot  changes  a 
fundamental  assumption:  segment,  problem,  offer,  distribution or  revenue model.  Scaling 
increases  the  resources  committed  to  a  model.  The  three  decisions  require  different 
evidence.  A few successful  tests  may justify further validation but not a  large long-term 
capital commitment.

Construct a quarterly fit review that asks: Are target customers repeatedly using the core 
job? Are a meaningful fraction willing and able to pay? Has retention become interpretable? 
Can the team deliver the promise reliably? Does acquisition produce customers who remain 
economically  valuable?  Is  the  company  legally  and  operationally  able  to  serve  a  larger 
market? State what is observed, estimated or unknown.

Choose the smallest responsible next commitment

Use  staged  decisions.  Authorize  another  two  paid  pilots,  not  necessarily  a  full  sales 
organization. Increase a channel budget within a pre-approved cap instead of committing to a 
year-long contract. Delay geographic expansion until the initial market's processes, support 
and data permissions are stable. The next experiment should reduce the largest remaining 
uncertainty, even if the result may be uncomfortable.

If  a  hypothesis  fails,  preserve  the  learning  and  protect  credibility.  A  team  can  change 
direction without presenting an unsuccessful experiment as success. Record the original goal, 
tested evidence, observed result and new plan. This helps future employees, investors and 
partners understand the company's evolution.

Fit is a living operating practice

Even after repeatable demand emerges, continue reading cohorts, customer conversations, 
pricing  changes  and  competitive  alternatives.  A  product-market  fit  dashboard  is  a 
management tool,  not a public trophy. Companies earn the right to scale through service 
quality, measured retention, sustainable economics and honest customer relationships, not 
through declaring that they have reached a milestone.

Chapter  output: A  fit  decision  memo  with  three  possible  actions,  evidence,  constraints, 
expected  learning  and  approval  owner.  Decision  gate: Reserve  significant  capital,  legal 
commitments and external performance claims for appropriate human approval.
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Appendix A. Customer Discovery Interview Guide

Ask five people in each clearly defined candidate segment about their most recent relevant 
problem before  presenting  the  product.  Use  this  as  a  prompt  list,  not  a  script  to  force  
agreement.

1.  What were you trying to finish when the problem last occurred?

2.  How did you handle it, step by step?

3.  Who approved or checked the work?

4.  What tool, supplier or workaround did you use?

5.  What was the cost of delay, uncertainty or rework?

6.  What would cause you to change the current approach?

7.  Who owns the budget and what procurement constraints exist?

8.  What must be true for you to trust a new provider?

9.  How would you know the new approach had worked?

10.  May we follow up about an explicitly defined pilot?

Record interview ID, consent status, sector, role, relevant event, current alternative, evidence 
quality and next action. Do not record unnecessary personally sensitive information.

Appendix B. Product-Market Fit Evidence Dashboard

Indicator Define and record

Core job A customer outcome that can be observed

Eligible segment
Role, use case, purchase authority and 
exclusions

Activation Numerator / denominator and first-value event

Time to first value Starting event and completed job timestamp

Retention Cohort date, relevant interval and return action

Paid conversion New paying customers / eligible offers

Cash retained Paid amounts after refunds for the cohort

Support quality Defects, resolution time and reasons for failure

Acquisition quality Channel, cohort and fully loaded cost

Decision Iterate / pivot / limited scale, with approval

SF / 08 | 12



S I L I C O N   F O U N D E R S     /     S F   P U B L I C A T I O N S

Appendix C. Cohort and Retention Worked Example

This entire exercise is hypothetical. Twenty customers activate a workflow in week zero. In 
week one, 14 return and complete the meaningful task; in week two, 11; in week four, 9. 
Retention is therefore 70%, 55% and 45% respectively, using the original denominator of 
twenty.  If  two  of  the  original  customers  stop  using  the  workflow  but  five  brand-new 
customers sign up, those new users must not be inserted into the old cohort numerator. If  
the product's natural task occurs monthly, weekly retention could understate value. Define 
the interval to match the job.

The data does not prove fit. Investigate which nine customers returned, why they did so, 
whether the others had a reason to repeat the job, and whether payment or contract renewal 
supports  sustained  value.  Small  cohorts  are  noisy;  add  comparisons  before  committing 
significant scale resources.

Appendix D. Four-Week Fit Experiment Plan

Week 1 - Segment and evidence. Recruit eligible interviewees through permitted channels. 
Document recent jobs and constraints. Select one problem to solve.
Week 2 - First value. Build or manually deliver a narrow experience. Instrument the 
completion event. Observe where participants fail or abandon the workflow.
Week 3 - Retained use and payment. Invite a second real job, measure return behavior and 
present a transparent offer to the appropriate buyer. Keep commercial evidence separate 
from user compliments.
Week 4 - Review. Compare cohorts and interviews, assess costs and service issues, and 
decide whether to iterate, pivot or run another limited test. Record negative evidence as 
prominently as positive evidence.

Appendix E. Glossary and Primary Source Register

Activation: First defined meaningful job completed.
Cohort: Users grouped by a common start date or qualifying characteristic.
Core action: Behavior indicating delivery of the product's promised value.
Retention: Proportion of an original cohort performing a defined return action in a defined 
interval.
Churn: Loss of customers or recurring value; define carefully.
Fit evidence: Multiple observations linking a specific segment to recurring value and actual 
purchase behavior.

[R1] Y Combinator. Startup Library: How to Talk to Users; Finding Product-Market Fit; Key 
Startup Metrics. https://www.ycombinator.com/library (verified 30 October 2026).
[R2] Amplitude. Mastering Retention - Glossary and Cohort Terminology. 
https://amplitude.com/books/mastering-retention/appendix (verified 30 October 2026).
[R3] Stripe. SaaS Business Model: How Do SaaS Businesses Work?. 
https://stripe.com/guides/atlas/business-of-saas (verified 30 October 2026).
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[R4] Strategyzer. Value Proposition Canvas. https://www.strategyzer.com/library/the-value-
proposition-canvas (verified 30 October 2026).
[R5] Y Combinator. Startup Library. https://www.ycombinator.com/library (verified 30 
October 2026).

Editorial status: DRAFTED. External publication, final source audit, legal review and original-
brand-logo placement have not been completed.
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