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[00:00:00] Dan Hockenmaier
English:

One lesson | learned the hard way a bunch of times on this is that if you think about running a
marketplace, you're basically like a gardener. You have to have a very light touch. If you're building a SaaS
business, you're a construction worker, you're building the product and the features and selling it, and
it's this very linear thing. For a marketplace, you're like messing with this ecosystem that you don't
actually really understand how it works. And sometimes you might do something over here which drives
this long-term effect two months later, and then you're going to be pulling your hair out two months later
trying to figure out what you did over here that made that thing happen. So | think that the main advice is
like to tread lightly. When you're messing with the core incentives or mechanisms of a marketplace, be
very careful, particularly if you've got something that's working on playing with those variables.

AR ERIE:

XFRX—=, HLZRBEIEENBIIFIN—EERE: IRMELE—NMEE™H (Marketplace) , fREZ
ERENET . ROAFIFERER. MRIRERIL— SaaS W35, MEETMERIA, RENESSMINEE
HHATHE, XE— M EBLMNTRRE. MY TRETE, MRERETH—MRELHAEETHEEES
ANESES. BRMAREXEMRT—HF, HIERMARSIART KEREB RN, AEMRTARMRENIE
WIXEFBRIREEXEM T FARKTBHEENELE, FIL, FIANZOENZE BRITE o SRMAED
RETINRCHBHERIAIFIE, ZIFEID, FIRIMELE —ETZERNEEREETIEN,

[00:00:45] Lenny
English:

Welcome to Lenny's podcast. I'm Lenny and my goal here is to help you get better at the craft of building
and growing products. | interview world class product leaders and growth experts to learn from their hard
won experiences building and scaling today's most successful companies. Today my guest is Dan
Hockenmaier. | venture to say that Dan has worked on more marketplace startups than anyone else in the
world, including helping scale Thumbtack in the early days, currently working at Faire where he is head of
strategy and analytics and, through his consulting business, Basis One, where he's helped dozens of
startups figure out their growth models and growth strategies.

FRCERIR:

LK E Lenny BB, FE Lenny, HHBEIREHEEIREAWENIE K mBIREE. HFRiH TR md
SEMERKETR, NMUWERNT BYSEMINARNERZLHFS, $RIEER Dan Hockenmaier, 3%
Bt Dan 25 3MRE T AR LR LEMAEZ, BEEFR IR Thumbtack 7 AMR, BRI
Faire B SHITEE, FHBIMIIEIEAT Basis One BN+ RGN ATIRE 7 o 1AIS KAERFIE K
ERER.



[00:01:20] Lenny
English:

Dan hasn't shared a ton of his insights and experiences publicly, so | was really excited to chat with him
and to dig into all the things that go into building a marketplace business along with coming up with your
growth model. This episode gets very deep into the weeds and so, if you're working on a growth strategy
or you're building a marketplace business, this episode is for you. So with that, | bring you Dan
Hockenmaier.

FRCERIR:

Dan HEEELAFIZENELT XS NMAENAR, FrUFKIEEMEEESHIIR, FANRITHEIREEHIZISH
FREAT, UKRINAHEEKERE, XERNBSRNIEBRENAT, FRUNRIRIEESEE KRIEEE
mamipls, X—EMBAIMMESN, B4, TEIEH Dan Hockenmaier,

[00:01:45] Lenny

English:

I'm excited to chat with my friend, John Cutler, from Podcast Sponsor Amplitude. Hey John.
FZERiE:

REMESENER, REEEHBIE Amplitude B9 John Cutler BiX, "2, John,

[00:01:49] John Cutler
English:

Hey Lenny. Excited to be here.
R EE:

IE, Lenny, REFREIXE,

[00:01:51] Lenny
English:

John, give us a behind the scenes at Amplitude. When most people think of Amplitude, they think of
product analytics, but now you're getting into experimentation and even just launched a CDP. What's the

thought process there?
R EE:

John, AT Amplitude WEREWEE, KZSEHARE Amplitude BY, BRNE=moHT, BITER(]
FiavRELWFEE, BEENRNELT COP (BFFRPHIETR). XEENEE IR EHFMN?

[00:02:02] John Cutler

English:



Well, we've always thought of Amplitude as being about supporting the full product loop, think collect
data, inform [inaudible 00:02:08] ship experiments and learn. That's the heart of growth to us. So the big
aha was seen how many customers were using Amplitude to analyze experiments, use segments for
outreach and send data to other destinations. Experiment and CDP came out of listening to and
observing our customers.

FROCERIR:

i, FM—EHIAN Amplitude BIZOREIF RN~ mAF . WEHIE. RHER. AHKREHFS. i)
K, XFLREKEZO. PRI, HENEBREZDEFEMRR Amplitude ROMTSEI. RS BHFHITIH
BRURRBEIRAZEEME MY, HMIETERNLM, LHFAHM COP BREIERRETXZE R
£,

[00:02:23] Lenny

English:

Supporting growth and learning has always been Amplitude's core focus, right?
FRCEE:

SHEHEKMFE S —EE Amplitude B0 KIER, JHIE?

[00:02:27] John Cutler
English:

Yeah. So Amplitude tries to meet customers where they are. We just launched starter templates and have
a great scholarship program for startups. There's never been a more important time for growth.

FRZERIE:

M. FrlA Amplitude SHHREFHIFER. FAIMINEL T NRR, HAVEIATHRME T —IRERRF
Tithle MFIEKEN, NERRPIREHEZRZ,

[00:02:36] Lenny

English:

Absolutely agree. Thanks for joining us, John, and head to amplitude.com to get started.
R EE:

T2RE. BHEsRIIINAN, John, &R amplitude.com FHia{ALE,

[00:02:43] Lenny
English:

Hey, Ashley, head of marketing and flat file. How many B2B SaaS companies would you estimate need to

import CSV files from their customers?

RS ERIF:
IE, Ashley, Flatfile WEHTE, RtitE % L B2B SaaS AT EBMMITNEFRIRES N CSV XXH?



[00:02:51] Ashley
English:

At least 40%.

R EE:

ZE/140%,

[00:02:52] Lenny

English:

And how many of them screw that up and what happens when they do?
FRCEIE:

HpEZ D AEEXHEEET? miREaREMFA?

[00:02:56] Ashley
English:

Well, based on our data, about a third of people will consider switching to another company after just one
bad experience during onboarding. So if your CSV importer doesn't work right, which is super common
considering customer files are chock full of unexpected data and formatting, they'll leave.

FROCERIR:

1R, RIBENNOEIE, KA=H2Z—HAEANE (onboarding) SRRFPREBELZFH—IERNER, MRIETEE
MAE, Ak, MR CSVIRANBEITALER (BERIFTFAXHRH T ERRINBIENRRN, XIFES
&), tilmsmis.

[00:03:15] Lenny
English:

| am 0% surprised to hear that. I've consistently seen that improving onboarding is one of the highest
leverage opportunities for both signup conversion and increasing long-term retention. Getting people to
your aha moment more quickly and reliably is so incredibly important.

FROCERIR:

FEXNE—R2BRIRT. HF—EHIAN, IEANRAERRESAMEBE MR NKEZERNESIITNRZ
— ILARERE. EaEMIAZ] “Aha Moment”  (1F=01%l) EREEZEMN,

[00:03:30] Ashley
English:

Totally. It's incredible to see how our customers like Square, Spotify and Zuora are able to grow their
businesses on top of flat file, this because flawless data onboarding acts like a catalyst to get them and
their customers where they need to go faster.

FRCERIR:



SE2iEH. FEIR Square. Spotify #1 Zuora X#FHE F U0fEI7E Flatfile WEM E&ABIS, ERTAMUE
o XERNTENERANFERAGELTI—#, LI E P EE IRMAR] B 1R,

[00:03:47] Lenny

English:

If you'd like to learn more or get started, check out Flatfile at flatfile.com/lenny.
FRCERIE:

NRIFE T REZERFBER, 15 flatfile.com/lenny &5 Flatfile,

[00:03:56] Lenny

English:

Dan Hockenmaier, welcome to the podcast.
FEiE:

Dan Hockenmaier, IMREIEZE,

[00:03:59] Dan Hockenmaier
English:

It's great to be here.

R EE:

REHRIIXE,

i)

[00:04:01] Lenny
English:

It's great to have you here. So we are actual real life friends and we've collaborated on a number of
writing projects, including the race car growth framework and a whole thing on consumer growth
strategy. But there's a couple topics that we've never actually dug deep into and that you haven't written
about. So I'm really excited to dig into two specific things in our chat today.

FRCERIR:

REXIraek. HRMNBIUEREZFFHFRR, SEIRESEENE, 8 “BEHEKELR" (race car growth
framework) M—BEXFHBEHEFEKERNAT. EERMNEERINMREERNRNTY, RELEETI,
FRIAFAFEHERETE S RVIIRFRNRN XN EENER.

[00:04:23] Lenny
English:

One is growth models and two is just marketplace growth strategy and all things around marketplace
growth. But before we get into all that, can you just give us a 55 second background on all of the
wonderful things that you've done in your career?



AR ERIE:

—RIEKRE, —BiRETIEKERUNRESEESTIERNMESE. BERINNANRINXEZH], R
F3 55 # BB Bl TR — TRER WL R EOT B AR R R R 1B 1D ?

[00:04:36] Dan Hockenmaier
English:

Yeah, absolutely. So | feel very fortunate being able to work on a bunch of consumer and marketplace
businesses for a long time. | started in consulting at BCG and then in private equity. | don't think | learned
much about how to actually run a business at those places, but | did learn a lot about how to think about
them. | think my real education on this began at Thumbtack. So | joined when there were about 30 people
and we just had to figure it out. | was there for a little over three years and we more than 10Xed the
business in that time.

FRCERIR:

@By, ®iEdE. HRFFEEEE, EBRKPEMNFWZHEENRS TS, KRR EERTRLITES
(BCG), ARHENTIMERIITIL. HAANKERBLEMGFE T Z DX FNAKFREELSHIR, BXH
KR TREXTMAREZLSHMIR, FIANEREXLEEENEFIIRT Thumbtack, HEATALIR
30 ABYBHEAIN, HMNBABCER. REBEFT=FZ, HEIFNVSERT 10 &FU L,

[00:05:02] Dan Hockenmaier
English:

From there | built a strategy consulting firm where we worked with a bunch of the top gross stage
marketplaces on a range of topics, and ultimately that firm was acquired by Faire where | am today. So |
lead the strategy analytics team at Faire. | think this is probably the most fun I've ever had in my career.
It's just the incredible mix of the team. The business is really strong and I love the customers we're
serving. So it's a marketplace connecting local retailers and independent brands, and | just think that's a
really fun group of customers to build for.

AR ERIE:

MBS, HBILT —RHEZHQE], HRNNSHSTRERMERIEEHHEE, RTSMEH. =&, A
KA B FIFTER Faire W7, IFEFTE Faire TS HEEDEIN. HIANXATRERRE A EPREIRF
BB YE. HIFARVASIRERE, W5IEERD, MARFEESRRINRSHEFF, Faire B—NEEFMBEFH
IR mhERBRE ™, RIANAXFE—HEFEEFRIFEEE.

[00:05:31] Lenny
English:

Awesome. And we're going to chat a bit about the stuff that you do there and marketplaces. But before
we get into marketplaces, | wanted to start with our first topic, which is around growth models. So people
may have heard this term, this general idea. Just to set the stage, can you just describe what is a growth
model and why is it useful to think about your business through the lens of a growth model?

FRCERIR:

KiET . HIVEMERERBENTIEUREE T, BEANGESHIIERZE, REME—NIEEAFE, B
BRRR, ATRTREIARERXME, HEXMERERS. A THMDEE, MEEER—THARERKESR, UK



Nt AMBRIERBAERE I SE2EAG?

[00:05:54] Dan Hockenmaier
English:

So | think it's useful in many contexts. If | apply it to the current work that I'm doing, the strategy analytics
team at Faire does a bunch of work to help our other teams make better decisions. So we're typically
diving really deep into a bunch of topics across the business. I think it's really easy to make that work
kind of go off the rails or go too deep unless you have a conceptual understanding of how the whole
business that it comes together. And that's how | think about a growth model, so the analytical
representation of how the business grows and it's typically built in a spreadsheet which has a really nice
feature of being very hard to fake. You can talk about a business conceptually, but when you actually have
to get it to line up and link in a model, it's very hard to not force yourself to understand how the business
works. So I think it's very valuable for that.

AR ERIE:

BIANEERZGSTHRER. UKBRIMNIERG, Faire BEBEDTEIBAM T K2 TIEREBHE MR PAMY
HEFEURAR, BMTBEZRNRNUSHIFZIET. TN, BFRIEMNBNISIARESE—EE—M
SMNERE, SNXETEREZREIEXHFTLOR. SMERMERKRENEEL. ERIWSEKAFANS
EEM, BEZUEBFRET, BFERE—ITRENER, MEREER. (RAILHRMIKICISS, B
YIRGITIEE R PG E N T HBERERE, RREFBEEHCEEBUSHEELAR. FURINNEEXAE
FEENE,

[00:06:37] Dan Hockenmaier
English:

| think 50% of the value you get from it is simply building the model. It forces you to understand it and
then you get this artifact which you can use to understand how to weigh different opportunities or
understand the benefit of working on different things. | think importantly it is not a forecasting tool, so
it's not going to replace what your finance team is building to project the business. In fact, often the
output can be highly variable because you're playing with lots of these assumptions, but it is a great tool
for kind of opportunity assessment for the business.

AR ERIE:

FIANIRMPIRISEY 50% BN ERNRE FHERENEE, EREMREERILS, ARMRIFBIXD 7
", A AERGERENNE, HNEERBTIEZENNRE. HANEEN—KRE, EFE—THNT
8, FINEARSEAM SRR AT SMmEZRNERE, FXtE, BUEREFEEESENATEYE, FARE
RERENRIL, BEEHERHITUSHNSTENELETR,

[00:07:05] Lenny
English:

Awesome. So maybe a simple way to think about it, just summarizing, is it's essentially a formula for your
business that often lives in Excel that kind of summarizes and puts together all the things that can drive
your business. Is that a simple way [inaudible 00:07:19]?

AR ERIE:



KiET. Fill, B4—T, —MNEENERLNE. EXRRLEMRISH—AN, BEFET Exceld, ELS
EHEATFREAUREDRL SRR, XEFIEEXNID?

[00:07:18] Dan Hockenmaier
English:

Yeah. That's exactly right.

R EE:

EHY, TTEIEH.

[00:07:20] Lenny
English:

Sweet. So we're going to go through examples of these growth models and how you've thought about
this in actual potential formulas for companies. But first, just broadly, how would someone approach
figuring this out for themselves? How would you build a growth model for your own business?

FRCERIR:

RIFT o BNFFEIXEE KRB F, BEMBNAEQASNKREELARNFREXNRN, EEL,
MImXE#H, —PAZMANESEBEXNMAE? RN E Sk SRS KIRE?

[00:07:35] Dan Hockenmaier
English:

So if you think about some of the basic building blocks and probably the simplest use case would be a
SaaS business, there's really three components that you need to build for that. One is to understand your
acquisition channels. Are you looking at paid marketing or sales or viral kind of customer referrals? And
for each of those you have some different assumptions around traffic or spend or conversion rate, those
kind of things. So that's the first section. Second would be retention. So at what rate are these customers
activating? And then have some kind of basic monthly retention curve. So how long are they staying
around? What's the survival rate in each of these? And those kind of stack over time. And then you have
monetization. So in the simplest example, they might be paying you some monthly or annual fee and so
that translates in monetization.

AR ERIE:

RIRBE—LEERMEIER, REBNEGITEER SaaS k53, RENIFEWE=MEH. F—2THRITN
JRFEE (Acquisition Channels), MFREENIHREH. HELARRSANEFHE? XTE&—1RE, (rHE
XFRE. THABRUXERENRIE. XBFE—BH. F-EE%EF (Retention), XEFFNKIXES
D7 REE— T EMNAESFNE. IS8 EZA? SMTMENEERES)? XERMEENENIEET
HE, E=FTW (Monetization), EREBHNFIFh, tITTESSTHERERE, XiEMM T T,

[00:08:13] Dan Hockenmaier

English:



So actually if you're modeling a relatively simple Saa$S business, those are the only core building blocks
you need and you add a lot more complexity on it based on your kind of individual business that you're
building. If you then are trying to build this for more of a transactional business, you need to layer on the
way that your current kind of retained customers start to transact. So how many transactions per month?
What's the AOV? And then you're also going to typically need to build unit economics because those
businesses often have higher costs. And so you're going to be thinking about cogs or other major costs
that you build into it.

AR ERIE:

FRUASERR L, SARIREAN—MMEXEERY SaasS WSER, XEMBIRFENZOEIR, ARIMRIEFIEZENE
Rl SEMERE. IRMHEARZHISER, (FEEENNEEEERFEXSZHNAN. tLISAES
DR H? BEM (AOV) BFA? ARIMEEEFTEMREMEZFFMa (Unit Economics), FAXLEls5E
BHEESHINA. FILURSEEEGMA (COGS) [EMIRMNEFREEMZS,

[00:08:39] Dan Hockenmaier
English:

And then one click beyond that would be to build this for marketplace business. So now what we've
talked about is mostly modeling like the demand side of a business. So now you'd also need to think
about supply acquisition and retention and how these two sides interact. So as we add supply, what's
going to happen to demand? But those are the basic pieces. | think you can start pretty linear like
acquiring customers, they're activating, retaining and generating contribution margin typically would be
the output. But where it gets really interesting is we start making it non-linear. So the most basic example
of this would be virality. Your existing customers are referring new customers and those go on to refer
new customers. Based on that coefficient, it has a lot to do with how fast your business grows.

FRZERIE:

BHA—ImENRET 7L SEE, FEfNLE, FMKHEHNEERN W SHFRMHITER, RNEMFEFE
ZEMAMPNRNMER, URXRMIBMETEND, tLNHBAVNEMHELE, EREZREFLATN? XERE
BERAMED. MAUMEBLMENSAASR, LWNENER. BE. BF, EFHENIAMFRER
(Contribution Margin) . {EEIEBBMAETFTRINABRIANFLERR. KEMHOFRERSAEHE
(Virality) . RVILBEFHENRER, MITEFBHEEESHER . ETXMRY, E5MISERNERERY]
P

[00:09:17] Dan Hockenmaier
English:

And similarly with paid marketing, as you generate contribution margin, you can reinvest that and grow
and actually if you link those two up explicitly, it makes it really clear why thinking about something like
payback period is @ much better measure of paid marketing performance than LTV to CAC because the
speed at which you get enough money back to then go acquire another customer has much more bearing
on how fast your business can grow than just the raw kind of [inaudible 00:09:39]. This is where it gets

really interesting where you get some variables to play with.
R EIE:

TEREHBRM, HIREBRTTEE, MALKEERRAHEZRE K, NRIMARMIEXMERRE
R, MREEBRAMTLER “EBAEH” (Payback Period) 2Lt “LTV/CAC tbX” BT & E M S5



1R BAAMMBEIEBAREBERME— I EFNRE, LRANMELFHNISERKEENTMERFTSZ, X
MERBIMT, RAIUFRABRXETE,

[00:09:43] Lenny
English:

Okay. So let's unpack a bit of the stuff you just talked about. There's a whole decade of knowledge that
you just | think collapsed into a couple of minutes. So just to spend a little more time there. So the core
three kind of variables to a Saa$S business, if you're thinking about the growth model of a Saa$S business,
for example, you said acquisition channels, where's traffic coming from, and that's essentially how much

traffic are you getting, how is it converting and things like that.
R EE:

T8 LN TRRIA RS, RN BEE+FHOIIRRERTLOHE. FAUEKINBZERN
B, ¥F SaaS k53, MRMAEREZHIEKER, MON=ANEER: RERE (REXR, FRLEMRFT
ZORE. BRUERNAES),

[00:10:07] Dan Hockenmaier
English:

Exactly.

AR ERIE:

5o

[00:10:07] Lenny
English:

And then there's retention and then there's monetization and multiplying all that together you end up
with here's how much revenue you're making as a business. Is that roughly how to think about it?

FROCERIR:

REeBEF, RERLN, EMEXEREE, MERLAMETLEFEN—RQBMFRRT 20, ABEXFIERE
ng?

[00:10:14] Dan Hockenmaier
English:

Yeah, it's roughly right. And those three building blocks are true for here in most businesses. Most of what

we're talking about is then nuance on top of that that makes the business unique.
FRCERIE:
B, AMER, X=MEEREATAZSHULS, RITHEHNAHLRNBHRSELEM ERARES, E

EXLEEFIE S TR,



[00:10:22] Lenny
English:

Cool. So if someone was just starting the spreadsheet for their SaaS business, and we'll talk about even
more examples, but if someone was like, "Here, I'm going to try to figure out my growth model," it's
create a row for acquisition channels and traffic you're getting, then a row for roughly your retention rate
and then how much you're making per customer. Very high level, is that to think about this?

AR ERIE:

o FRUVINERAB ARNIRIFFIa 180 Saas A SHIFBF RS (RIBRZINEESZHF), MRBAR “HE
HEEBRRNIERERE” , BMBRNRERENRELIE—1T, ARANABNBEFERCE—T, BABIEF
BZDEeE—1T. MNEEEMBBENRE, BXFBEHE?

[00:10:42] Dan Hockenmaier
English:

Yeah, exactly.

FCERE:

=1, EZtt.

[00:10:43] Lenny
English:

Okay, sweet. And then marketplaces, | think you said that it's transaction over time and average order
value. So it's like how many people are buying stuff, how much are they paying each time? And then unit
economics per transaction, how much they're making profit per [inaudible 00:10:58].

FRCERIR:

FHY, KiET. AERRE™E, AR RN EHESHNRZENTTEME (FEMN). BHMEER
ZOANEXRFRA, IBREZ 08 ARREBEXZNRULFT N, BEXZHRS DFIE.

[00:10:57] Dan Hockenmaier
English:

Yeah, exactly. And the critical distinction there is for a SaaS business, your marginal costs are often very
low. And so it's not an important part to model. But for transactional business, you typically have very

high cost or something else that you need to model so [inaudible 00:11:09].
FR ERIE:

Y, K. KBHXHET, MWTF SaaS k55, REAMFAAERIERR, RAIELEFERENERED. EX
FREEINS, MEEEEESHMAHHbTEERRNRA,

[00:11:08] Lenny

English:



Right, because you're just taking a cut and you're not selling software. And then the acquisition channels,
retention, monetization, marketplace have those three things just broadly and then plus these additional
two elements.

AR ERIE:

X, RARIZBEMA, MABERRG. BARERE., BF. T, ®REMHT X EHESX=#F, BM
EXFAERIMNY TR

[00:11:19] Dan Hockenmaier
English:

Yeah. | think one warning | would give ... so | built these for many businesses. | built them for Thumbtack,
at Faire. Many of the companies | worked with, at my consulting firm, they break down in a few places. As
soon as you start stacking assumptions, you're highly sensitive to how many assumptions do you have to
make and do you know how to make that assumption. And marketplaces kind of create complexity on
both of those because for the first piece you're modeling both sides of the business. There's a lot of
assumptions. And second, there's a few pieces which are very hard to understand how they work. So the
interaction between supply and demand is a big one. Take Amazon as an example. There's a category
manager at Amazon who's running their pets business and he decides that he wants to go add a bunch
more pet supply to the business. So he's going to go find pet food brands, pet toy brands. Those
businesses will generate a bunch of revenue on the Amazon marketplace.

FRCERIR:

B, FBRLH—1ES - BRARSAFDEILIXLERR, bl Thumbtack. Faireo EHREWATGIEIRY
WERFH, XEFREFREMSIRN. —BERFEESERIE, (MMESNFERS DMRIRUKRIRES BN
AHXERLERTSERD. BRETHERSEBIEMTERME: B, MENUSHORMHITEE, bk
ARERIL; HR, BEMSIFEHRUIEREEELN. HAMBRZENEDRE—PAMER. UILSHN
B, TESRE—(IAREYISHEEEE, tREEAUSEMAENEYARMHN, FRMUENEN R
mhE. ZYAmh, XEWSZETSHTHG EFERERN.

[00:12:03] Dan Hockenmaier
English:

But how much of that was actually incremental? Maybe there's a bunch of existing pet supply that
customers would've bought anyway. And does having a bunch more supply create a happier customer
who retains longer and drives those cohorts up? These things are very hard to decide, something we've
spent a lot of time thinking about in various marketplace businesses. And so if you're not careful, you can
have a junk in, junk out problem with marketplaces. So the thing that | have gravitated to more as I've
done more of this is one very basic high level conceptual model, so that's like the building blocks you
talked about, which as simply as possible describes how the whole system works. And so you start to get
a feel for which levers are important.

FROCERIR:
BHAEZ VLR EREE (Incremental) B? WIFELBRSUENEYAR, BERERMEE. ENES
HNEERUTRERS. BEEAHIRAXLEEEAE (Cohorts) WRI? XEEFERERE, X2R(E

B EHZWSPETRSMHEBENEE, FAUMRARFID, REHHREMSHI ik, Hikd”
(Junkin, junkout) BRI, Hit, EERBGSERES, REMATEILI - IFEEMNSEMSRE, 1



MEMEEIRALEMERIR, RAEERMHAB N RAERMEIEN. XIFRMEEF BRI EIMLEAITEE
2%

[00:12:39] Dan Hockenmaier
English:

And then for each area of the business, so each product pod, each go to market team, they should have
their own kind of mini model which describes the piece of the business they're working on. So that team
typically has a north star and they should know what are all the inputs that drive that and a little model to
articulate how that works. And you'll never kind of stitch this up into one master thing. | think that's a
very difficult task. But you have the dual benefit of understanding how the business works broadly and
then understanding if you zoom in on this piece, what are the levers i need to be pulling to move my

metric.
RS ERIE:

AENTISHSNOE, kst =mhd (Pod). B0miz#EN (GTM) HPFA, i1#EBNIZE 8 SRRHE
RE, R MIASRHIE DS BIEANEEE—MUIRERER, WINIZANERZERRFERAR
=, AE—MIMRERERHIBEA. KT EFXEESH—TERNERE, HIAANBE—HIFER
HHES. BXEFMEWNEIITFL: BEEEMEM EIRRISEIE, XEERBINRITBAZXNEER, HEREW
AT SRR FHRETIEIT.

[00:13:07] Lenny
English:

To make that last point a little more concrete, what's an example of that? What's a team that would have
their little model? | imagine every team has their own understanding of how the lever works, but what's

an example?
FRZERIE:

ATIRE—RERE, BEENMIFE? FaFENSEMITRMER? FBES M EAX B S A S=RATT
s (FER A B CRYIERE, BT AAsflFiE?

[00:13:17] Dan Hockenmaier
English:

| think there's probably two core archetypes for this. So if you have something that's more like a growth
team, it's a little bit simpler. They're typically managing some kind of funnel and they can understand do |
want to work on driving more traffic, more conversion, more retention. Typically, that's a somewhat
linear relationship.

AR ERIE:
RINAXAEERMIZORE, MRRE—NEERIEKEABAREE], BPrts—Lt, tilEEEEEMEL,
AT LIERR: BRERBRATSINESZRE. BB UXRIRRESEER, BEBIT, X2—MEMEE L

IR R

[00:13:32] Dan Hockenmaier



English:

But then you have all these teams that are really managing some tension in the business, which is totally
different than a funnel. So say if you have a marketplace quality team, what they care about is driving
some standard for quality for the suppliers on a marketplace, but there's not a linear kind of relationship
between working on that kind of problem. So if I let on a bunch of new supply to a marketplace, probably
the first thing that happens is our GMV or our revenue goes up because we have all these new suppliers
which can transact demand, but if those are on average lower quality, it's going to degrade the kind of
customer experience and reduce retention over time. And so the model that they're trying to build is how
to manage that tension.

AR ERIE:

BIREEREZANEF LREER W SHEM “KA” (Tension), X5K}T2RE. tbal, MRAFEE—
wREMHRER, MNXONIATE LNHNBEFIERMRERE, BREXEREFLBELEXRR. W
REAVFAENENENTG), FAIEERERE—EEIAB GMV ERNIEINT , EAFKNE THREXER U
AERBKRENRE; ENRXEHNEHTIRERR, BERERNERE, EXEREAERHFRMDER. Fi
U it E 2 AR B B AR E IR MK T,

[00:14:08] Dan Hockenmaier
English:

Similarly in a FinTech business or many marketplaces now have FinTech elements, you're often
underwriting the transaction. That team is thinking about the tension between extending more credit
and driving higher spend versus defaults on the other side, like what's the contribution margin
maximizing point at which we could offer credit. And so their models are going to look pretty different
than what a growth team is managing.

FROCERIR:

EtF, 2RSS, IERETFZEFERMRTERNEBRETTR, MEEENRZRMAE. BIE
IAEBZHRET AMERTEURDESTHSHZ— MRS N ZBIKA, tbanF(1a] R4S R RILFR STk
RAMRERE. Fit, tiIpEREEERZS5EKEANEERNREIFERE.,

[00:14:29] Lenny
English:

Got it. So you mentioned this idea of archetypes and | was going to ask you when you think about
developing a growth model for a company and with Basis One, the company that you ran before Faire,
you basically developed these things for startups and how many companies would you say you helped
through this process and helped develop growth models for just to [inaudible 00:14:47]?

FRZERIE:

BET. RRETRENES, REBRE, YREEN—RARF LM KRN —1E Basis One (fF
Faire 2 BIZERAT) , IFEA LHRNMNARFRXLERE —INABREE T S ORARFRX MR
FER T HKIRED

[00:14:47] Dan Hockenmaier

English:



We probably built 20 or 30 these in my time at Basis One.
FEiE:
7£ Basis One #Aia], FATAMBIEILT 20 F 30 DXAFAIEE,

[00:14:49] Lenny
English:

Awesome. It's probably more than anyone out there. So | think that the context to set. You've had more
experience doing this than maybe anyone else out there, but we won't compare.

FRCERIR:

AET, XAIBELLERARZ. HUNAXZNMREFNERIRE, MEXLENZEAIELLAEMEFAREES,
PR TAF LR T o

[00:14:58] Lenny
English:

Are there archetypes/templates/tools that you have found useful to think about, I'm coming in fresh to
think about the growth model for a company. What have you found helpful to get started to lay the
groundwork?

FRCERIR:

BRAEMESERANRE, BIRNTAR? MRKXE—NHF, BEBZ-—RQFMNEREREE, (RESHLERA
BB TR EM?

[00:15:11] Dan Hockenmaier
English:

One thing I'll say is going back to 50% of the value being figuring it out, that actually negates the value of
templates in some way. You kind of want to build it up for yourself from first principles to understand how
the business works. So the more painful the process of building it is, probably the more you're learning.
But | do think there's been a lot written on this that you can find online and | think the building blocks |
talked about are a useful starting place for how to put these together. | also think Reforge, which is a
product in growth school, which we both know has done | think probably the most work to build this into
a discipline. And so if you want to go really deep on this, my top recommendation would be to start with
Reforge.

AR ERIE:

BERM—EZ, EFINARN “50% INMEEFIEESRE" , XEEMEE ST TERNNE, RENZ
ME—UFREBHEEL, NECHWEER, LIRS SNEISER, HEIEHES, FEIINEMES, B
EHBELIANRM EERSXFXAENNE, RIZZINIHENEEREFIABRAXERNTHN—NEBRRS, &KiT

I Reforge (HATEBHMEMN—R=@iEKFR) EEXERNBTERUAAMERS. FIUNRIFERNR
7R, BEERINEM Reforge Fi8,

[00:15:45] Lenny



English:

Okay. So getting even more concrete, you've built a lot of these growth models. What's an actual example
of growth model you've built and more specifically what have you learned from the experience of
building that growth model at either, | guess, | was going to say a fictional company but let's go with a

real company?
FRCERIE:

T8, BAGK—R, MELIRBE KRR, REXF—MRELERIEEYSEFRGFI5? BAEGKMR, @3
F—RAR (HFBHEMHATE, EXRAERHNAEE) BIIERKKIENEZE, RFETHA?

[00:16:00] Dan Hockenmaier
English:

One of the immediate things that you see when you build these is that your growth is much more
sensitive to customer retention than you can ever intuit because there's a lot of interaction between
having a healthy retained customer base and everything else you care about, which is the rate at which
they're referring new customers, generating content, generating contribution margin. And so it quickly
makes it clear that actually getting a smaller percentage gain on retention is often much more valuable
than making a bigger change in some other area. And as a result you may be misallocating your product
and growth resources in a pretty significant way.

AR ERIE:

HIRBILXEREEY, (RRIUIZLI: REERKNEFR BFNHRBRETEMNER. RARRNEEEF#S
RROBNFMERMERZEFEARERR, IIMMINEFEMEAER, ERRBNER, F~EARTEBE
R, A, RERRMZBHETR, EBFXRLRATRNEDLENE, EEICEEMFUIRHEERSRZE
BfME. ERmME, MAESAIE CZESmMNEKEFRNDE LFETENRE,

[00:16:35] Lenny
English:

So your point there is really important that the more you work on this stuff, the more you will learn what
actually is movable and the expected ROI on investments. For founders that are just getting started on
this sort of stuff, do you have any just general advice or guidance on okay, retention is probably going to
be very hard to move, don't expect that metric even though it's your point that it's often the biggest
lever? Any just general guidance of here's where you probably will see impact, maybe you should now
count on a ton. How do you think about that?

FROCERIR:

FRUMMEIIRIFEER: MAEXSEMSHES, Metilie T BMEEriRRER LUREHEY, UAIRENTERK
ZHRRE (RO M TFNIFREMXERANLIBA, MBTABRANENKIERE? thil, BEXARIFE
MIRF, REEERANIIT, EFRERERRSHIEE? ARETABANES, SFtIMETESEER
T, MEANZFTTFEE? REAER?

[00:17:04] Dan Hockenmaier

English:



| think one tactical piece of advice, | think the best way to start this is to find a smart analyst or smart
finance person often is the right type of person to partner with and just start building it. So you may have
some intuition around this for the core operating model the business is running. This is a little bit
different. You need to start building in more variables but | would start there and start iterating on the
model. And | think this process of where you have leverage to move it is very hard to intuit. So | think you
just have to start and there's a feedback loop between what kind of gains the team is putting up and how
that impacts your model and over the course of multiple quarters of iterating on this, you build much

more intuition for what works.
AR ERIE:

FIAN—TDHAENENZ . FEXGEREFNANER—TERNSTTSRIERENMSAR (BEEEERN
BIEH), AREZEFRWE. (RAENLSETHNROEEREE-LER, EXERRE. (REEFIES
ANEZTE, BEREBUMBEFBHAERRE, TN, BEEFRILUREIREIFE R E T H B
B FRIAfRGFIAM, HARGHNHERSKEEZINEMZBISTR—MRIGHT. 3/ 1NFENER,
RENT ABREILEERNEN.

[00:17:41] Lenny
English:

Awesome. So say that somebody has been listening to this episode, maybe they've heard it, they've
listened to it three times now and they're just like, "Hey, | got a model that kind of feels like the
beginnings of something." What do you do once you have a growth model? How does it actually inform
what you do as a startup?

FROCERIR:

XET, RIREA-BHERX—&, HIFELRTZREY, tiloE: 1%, HE-ITRIEGEHTNER
T —BRETHKIER, BTRZMAHA? cNAKRFMERIREN—KIEIRTRITTEN?

[00:17:56] Dan Hockenmaier
English:

It's very helpful input into a quarterly or annual planning process. It depends a little bit on the stage of
the company, but say you're at the stage where you have maybe 10 or 20 product pods which are
allocated across various parts of the business and you're going through annual planning. Often you want
to do a zero based accounting exercise where we say we want to from the ground up decide how those
people should spend their time and there's some kind of pod allocation exercise where we're deciding
which places those go to. The most difficult thing about making that kind of effort is developing a
common currency by which you can trade off their efforts. So this team is saying they can move this
metric by X and this team is moving this metric by Y. | have no way to make those two things comparable.
The growth model is the function that lets you do that.

FROCERIR:

EREERFEMYIBRFEZERANEA. XE—ERELEUATABENME, BRIZMAFTXE—TH
Eg: fRE 10 2/ 20 N NAD BRSNS NS, MIREEHITEEML, BEREEH— “SEMEZE
B3], BIMBFRREXE AN ZINA D ECR ), FHEITREMNADEHS . XMENRERMSET
FAk—t “BAKM" , BICIRATLREMIIBES . b, XAERRMAITET LOFEIREA X, TABMEIRA
AR LUSHEIRIRTT Yo FOKBIMNALXMAEERALME, ERREMZILRLIEX —<BIR .



[00:18:36] Dan Hockenmaier
English:

And so you can have this analyst or this finance person we talked about who is operating this model work
with the product managers to run those scenarios through this model and generate it into a common
currency. So now we have a spreadsheet that says these are the things we could work on. This is roughly
how it will impact our short or long-term growth. Now you have the ability to make much better kind of
allocation decisions. So that would be at the most macro level. And | think the more micro one is for an
individual product pod, I have this north star goal, which levers should | be pulling? They should be using
their mini models to make that assessment. If you look at the strategy doc for a product group or team, |
think that having a model like this should be a core part of that because that way they can articulate what
itis they actually [inaudible 00:19:18].

FROCERIR:

Eitt, fRA]LOGLRIA fRBIBARHRFRENDITTRM S AR S~ RIEEF, FXEHIBRANREFIETT,
HEEZREMBERET. WERNET —TEFRS, LEEE: XEERMTATUENES, XARINAF

MaEABE S KIS K, MEMRBERNDBMEEFHNDEORRT . XRERAUNER. TERUNEE,
MNF—MRIB~ @A, REXNMUREBR, FHROZAEIMEATAT? iR % ER MM R AGHTT
Wl MRME - mANFAARIESAE, HIANBEXF—MRENZEHEFIZOE7, EXiEt
{117 ge B HthE R ] SSPRTE M Ao

[00:19:18] Lenny
English:

Have you found a model doing this exercise, coming up with a growth model for a company or a startup
you've worked with, radically shifted the way they think? Is there an example that comes to mind of, "Oh
wow, we came up with this," and they're like they didn't even know this was a huge lever and that
changed the way they approached growth.

FRCERIR:

MRELRM, ?"hTTAT’ELE’J’AT‘E?DQU’ATL_Li“Jm*%E:E'Jﬂ&EP B MEEYRAZE T R4S
? BREWOOIFILIRER: 1R, H, HMETXMIE” , ARMIILAIECEEFNEXZ—1E
REVALH, MFI'ﬁEﬁIQTfMl‘];TDJEkE’\JEEto

[00:19:32] Dan Hockenmaier
English:

I mean the first time this was very eye-opening to me and probably the first one | built was the one we
built at Thumbtack in partnership with our finance team, and it made it so immediately obvious that we
were exceptionally sensitive to the repeat rate of new customers. If you think about Thumbtack, we
offered a thousand categories. This is a local services marketplace for people to hire electricians or
plumbers or wedding planners. Almost all the traffic came from a very targeted SEM or SEO on a specific
thing. So they hired [inaudible 00:20:01].

AR ERIE:

HEWR, BRULBAFFRFFIZIRTE Thumbtack SV SHEPASIEEIAIE — MR, ©IuZILIANIEE, &K
MMxtFHEFH “EMWZEK" (Repeat Rate) FEEUK. 184 Thumbtack, FEIHRHE—F LB, XE2—MAHAR



Sy, AMIAUEXERMEI. KETISEILERYM. JLFRENRELFK BT ESYRIFEREER
SEM (¥Z5|%EH) 5 SE0 (F3IZM).

[00:20:01] Dan Hockenmaier
English:

Initially, it was very hard for us to then go upsell you into something else, but the rate at which we did
that made all the difference because it radically changed the LTV of that customer, which then fed back
into how much we could go pay to acquire new customers. And so we had a team that was primarily
focused on optimizing that initial flow. So SEO and conversion rate. We shipped hundreds of experiments
to increase our conversion rate. We had done much less on the life cycle piece like how do we cross sell
you into these other things. Building this model helped us internalize that we needed to shift a bunch of
resources from top of funnel to deeper in the stack and that ultimately let us build a much better

customer journey.
FRSCERIE:

&4, BAMEMEEIMEMEE (Upsel) HtARS, ERNMNHEIX—KBLERRE T —1, ENEHRSLET
ZEFB LIV (BEMNE), #MRIFIRNATUESDHREREEHER . SEBIMNIE—TEREERZMRAL
G2, Bl SEO MR, HMNAGTHEITRERIESKRLER, ExEaAREESEMSRLD, b
R XHE (Cross-sell) BIEMARS . BIIXMERFEBRITRIRE, HNFERREZRMNRINERLL
BEIRRL, XRAILFIEET BIFHEF IR,

[00:20:36] Lenny
English:

Awesome. Your point about retention being one of the biggest levers reminds me at Airbnb there's like a
data dive once where a data scientist found that same conclusion. "Man, if we move retention by 1%,
we're going to hit all our goals." And we tried and it was just very hard. And I'm curious, how often do you
find that you can actually meaningfully move retention or is there anything that you've found to be
effective in increasing retention for many of the companies that you've worked at?

FROCERIR:

KiET . MAXTFEERERAMIFZ —HURILHRITETE Airbnb, B—REERIFERH#THIEERENBEH TR
BEVERIe:  “RIE, MRBAVELEBEZRIES 1%, HNMESSIMFAE B HMNERT, BEEMNIFEEM,
HiRGFE, MAMKIFEEEZRABEFXNRRESNE? REXMSEINFZ TS, BRERN AR
BRIEMBENTGE?

[00:21:04] Dan Hockenmaier
English:

Retention is a tough measure to work on because it is the culmination of the entire product experience.
Whether people come back or not has to do with everything that they experienced along the way. And so |
think that the primary advice is actually if you were trying to remove a retention style metric, rarely
should you go right to the source and send them more email or push notification or something like that.
It's really actually about understanding what is the customer experience and what matters to them. And
in a marketplace context, it's often depth of supply or the interaction they have with supply. So you
actually should be working more on core product levers than you are on, call it, growth product levers to



move retention. So it's a deep understanding of that customer journey and where you actually have the

opportunity to improve it.
FRERIE:

BER—MRELAERIER, HAERBENTmARNZRETL. AMIREEX, SWITaEfnn—tIEEe
Ko FIUFKINANEERNZ: NRMBRABERER, RONZEBEMNERINTF, LG MINAESHEHR
HXBA 2R, KIFE, XXFEBEFPFEULRNMEIRET AT RERN, ERETINERT, X@
BRUNAVRESMINSENSHNER. F, ATRAER, REFLNZESMX TR0 @IIT, MR
RFMBIE K™ miIi. XBENZFIREERZINIER, HHREIREESIERMTS,

[00:21:43] Lenny
English:

If you can share any idea or any example comes to mind, what's one of the biggest successes you've seen

in increasing retention?
FRCERIR:
NRITEEDZBNE, BRBEMAREHGFILFER]: (RILEANEMEFRRNEGZ—RA?

[00:21:49] Dan Hockenmaier
English:

Very often | think the biggest wins in retention come from inflecting the early user experience. So if you're
at three, six, twelve months out, usually a customer has formed a pretty strong opinion about whether or
not they like this product and they have a pretty good understanding of it. But in that very first
experience, you have a lot of opportunity to teach them about why this is a valuable product and kind of
prove to them that it's valuable. So the experiments that have been most effective have been typically
focused on very early life cycle, and one really valuable lens is to look for variability in that experience. So
for the first week or month, which customers are having a bad experience but shouldn't be.

FROCERIR:

BEKXING, BEAERANBAREFRERHAF KL, IRMUE=1"8. XA+ AEHE
n, BEEFEENEEERX T mM T IEERIUNEZE, FEANEETHIFNER, BESVHERE
B, RERZSIIBEMIAFAXZ-—IENENSR, FEMIHEREHNE. Fit, RAEYRNEEESE
hEFERRNESEH, — M EEENENIAZIRART “BRM" (Variability) . BRENR, EFE—
BHE—TA, MERFEH T ERZEBREREER,

[00:22:27] Dan Hockenmaier
English:

So if you take Lyft or Uber, for example, an Uber driver signs up for the service. Some of them just by luck
of the draw are going to make a pretty bad hourly rate because a customer canceled on them or they
were just in a low density area, and there was some problem with their experience. That driver doesn't
know that's not how it works. They might think, "I just make $3 an hour on this platform," and they're
never going to come back. And so if you can target streamlining that experience or homogenizing that
experience, it's typically very helpful. This is why you see both of those companies dueling it out to
guarantee the highest first first week or first month earning. What they're trying to do is prove to you that



this is what the experience is going to be like longer term, and you pull up all those below average first

experiences to average and drive much better retention curves going forward.
R EIE:

BA Lyft 3% Uber 195, —% Uber BJWUEM TARSS. EPF—EAAENXENEIAL, HHERER, BAEE
FEUHTITES, SREMIMGFE—MEZEXS, MRS TR BEARESSFERAHIESZM
e thiileTaESAR: “EXNFeLEENEAM3IET , ARMITMBERERT, AL, MNRIFER
MM E XM AR EEIEN, BESIFEEHY. XMBATAMSBIZIRXQABDHERS, URIE
RENERANEARN. tITXERIRIERE, KEPREEIEMIXFN, MIEMABERTFIKTFNERE
WHIFEIFIIKT, MMIREhRREIFR BRI,

[00:23:12] Lenny
English:

Amazing. Such a great example and story. It makes me think about this work that | imagine every
company ends up doing, which is what are leading indicators of future retention. I'm curious if you've had
success doing that. | find there's always these obvious things that you can't do much about to increase
retention down the road and there's always this idea of building some ML model that's like anticipating
retention based on some behaviors that someone takes. Have you had any experience, any success with

those sorts of investments?
AR ERIE:

KiET. ERMRFHHIFNRE, XUtFBERBERQABDKRELHLBMAIIE, BIFHRKEFFACIET

(Leading Indicators) s FRIFFMEXAEESIEIMI. HAMSE—LEMBNNEBRIMITERE
B9, TTIELUIEIRKM BT, MESBEABRZIEMINRFS (ML) RE, RE\EZABNFELEITHRINEZ
7o (RERXLERASEBLNAMINZEGT?

[00:23:41] Dan Hockenmaier
English:

| think one of the most common analytical failure modes is this pattern, which is our best users do X, so
why can't we make other users do that same thing and then drive future attention. It almost never works
that way because there's something unique about that customer and their experience which is driving it.
And so these correlational exercises, | put very little weight in because I've rarely been able to move
Bucket B into the better Bucket A, for example. So | think it's much more about understanding where the
real drivers of value are, how to create that really good first round experience to prove to them.

AR ERIE:

FUNAREDNDHRBIERNZ —EXMIRI: RIRGFBAET X, FRAATAENFRELLEMA R B
EFNE, MMEBEIRENEF. X/LFTRE, RABRNERREFRPEET—ERENARATERE XM
THe Alt, HARBEEXEMAXMES], RAKRDEEMIIMNE BAHRFRTENEFHAAR,. FRUHEIA
7, BENEEEFEIENNMERDRZENE, USRS IFE S LRI ket R E.

[00:24:12] Lenny

English:



Awesome. And it's interesting that onboarding comes up a lot on these conversations, just the power of

onboarding and how much effect that has down the road.
R EIE:
XiET, BBNE, EXLENEFPELERIIANG (Onboarding) , NEHAHEUREIKRHEXFM,

[00:24:20] Lenny
English:

To your point, people often want to increase retention by focusing on people about to turn and this is a
great reminder that your biggest lever is early on when they're just experiencing for the first time.

FROCERIR:

IEWRRAE, AMTBEREIXEEERROARENESE, MXB—MRIFHRE: MERANIIFRER
#, SIINRIFFa S —R KT,

[00:24:30] Dan Hockenmaier
English:

So yeah, the flip side is absolutely true, right? Working on early user experience is highly impactful. You
often see product teams say we should work on resurrection because we have this huge pool of users
that is churned out. If we get just 1% of those people back, it's going to be such a big lift. The problem is
that pool of users is the group of people who has tried the product and decided they don't want to use it
and so it's very hard to convince them otherwise. It's usually much higher leverage to focus on new users
and, as a result, typically you want to wait to spin up resurrection efforts until you've exhausted some of

these earlier funnel efforts.
RS ERIF:

B0, REBWENIER. AOTREHAFRGREIFEEEMAON. MEEREFRENRENNMIZEAT “8
[E” (Resurrection) , EAKMNBRANERKAF M. MRKNEEILEF 1% WAERR, BEE—HEKRH
’F. HER, BTAPHENAREEZZHITmAREFBERENA, FIURMERRMITNEES. &
BRANAPIIITHERESSS, Alt, @BFEFIERTRERINEHE, BABERHER I

[00:25:02] Lenny
English:

So | want to transition a bit to talking about marketplaces. | honestly can't think of anyone that's worked
on more marketplace companies than you. Maybe Jeff Jordan at al6z who's invested in Airbnb and
worked at eBay and OpenTable and these companies. But | feel you have so much insight into how to
grow and run a marketplace and so I'm really excited to dig in to stuff here.

FROCERIR:

FRABRARE MR RIZE ™A (Marketplaces), ER, HKERNHBRLITSEINGESTIIRTES T, BiF
alez B9 Jeff Jordan E—1, fI&&E T Airbnb, H7E eBay # OpenTable ERB T{Eid, BIFHRBRTEIRITINAILL
KMEERETIHEIEERZNE, FAUBIEEMEREXERANRIT,



[00:25:23] Lenny
English:

My first question, just why are you excited about marketplaces? What gets you continuously interested in
working on marketplaces and why are they such interesting and good businesses?

FROCERIR:

HHE—TREE, MATFANBETHRENME? B AILRBIENMNERETH TERNE? AtAE]
RN BENTFELSS?

[00:25:32] Dan Hockenmaier
English:

Why is a marketplace a good business? The first thing is it's like a perfect fit for the venture model, which
is why everybody's so interested in them, right? They're very hard to get started, super capital intensive to
get started, but once they're rolling, they're very hard to stop. You get this kind of compounding
defensibility and gains that makes them very hard to stop. And, as a result, as a marketplace grows, you
see these crazy things in the metrics which you don't see for most other businesses. So typically, as you
acquire more and more customers, you're acquiring the marginally good fit customer over time and your

CACs go up, your LTVs go down, it gets harder and harder.
R EIE:

AftamamHRFIsS? B, EENRKFRETERES, XMBATARRBRECZHE, HE? €f]
RS, ESMBRIVERZRRS, E—BERKER, MREFL. fSREIMESHHEENE, £E
MR ERIER, SRMZE, BEBRATINEK, RIBEEFPHR—EEASHE M SHERENIRIE
NR, BEBRT, MEMRBERESHER, (RRIBEMENEHER LEEZMERAnRER, REVIR
FHA (CAC) =7, &ZBME (LTV) 2T, WSTEHREME,

[00:26:08] Dan Hockenmaier
English:

Marketplace is actually the inverse. The supply liquidity is improving, the experience is improving. So
often actually as you see later cohorts in marketplaces, CAC goes down, LTV goes up. You see this crazy
inversion where the business gets better and better over time. And so that's | think one of the reasons
they're such great businesses. | think to your question on why they're fun to work on, I think everything is
just harder. Every question is more complex and so that's made them | think really fun to work on for me.

AR ERIE:

mREMIHERR EIaEER. MEORMEENRE, FRENE. FRBERREHTR, (REEIEHHNEEFH
frh, CACTETFE, LTVELF. FIBIIXMRIENRE, WSHERBRESTEERMT. FIANXHM
REMNEANRAEBLSHRRZ — EFRAATANEXLXTFREE, TIANNBEN—THER, 51
FEMEE R, XIETEMEXLTFEEETR,

[00:26:37] Lenny

English:



And that's interesting coming back to your first point about marketplaces are hard to start, but once
they're started they become cheaper to grow and you build moats and work effects. It feels like you as a
advisor and person that works on marketplaces, the same thing happens. The fact that you've worked at
so many marketplaces makes it more interesting and fun | imagine because you've seen so much of this
and so many people haven't experienced this, and so there's almost a Dan Hockenmaier network effect.

FROCERIR:
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“Dan Hockenmaier FIEER” o

[00:27:02] Dan Hockenmaier
English:

| appreciate that. | mean | think there's a few folks in this community who've worked with a bunch of
marketplace, and you start to see the same topics over and over. So it's really fun to riff with that group
on these topics.

AR ERIE:
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[00:27:12] Lenny
English:

This episode is brought to you by Eppo. Eppo is a next generation A/B testing platform built by Airbnb
alums for modern growth teams. Companies like Netlify, Contentful and Cameo rely on Eppo to power
their experiments. Wherever you work, running experiments is increasingly essential, but there are no
commercial tools that integrate with a modern growth team stack. This leads to waste of time building
internal tools or trying to run your experiments through a clunky marketing tool. When | was at Airbnb,
one of the things that | loved about our experimentation platform was being able to easily slice results by
device, by country, and by user stage.

FRSERIE:

AETEHH Eppo 8. Eppo 2H Airbnb & AMAIGKEAPAITIEN T—K A/BIMIXFE. % Netlify.
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[00:27:49] Lenny
English:

Eppo does all that and more delivering results quickly, avoiding annoying prolonged analytics cycles and
helping you easily get to the root cause of any issue you discover. Eppo lets you go beyond basic click
through metrics and instead use your north star metrics like activation, retention, subscriptions and



payments. And Eppo supports tests on the front end, the back end, email marketing and even machine
learning clients. Check out Eppo at geteppo.com, geteppo.com and 10X your experiment velocity.

AR ERIE:
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[00:28:22] Lenny
English:

Okay, so we're thinking about marketplaces. One of the biggest questions people ask about marketplaces
is how do you know if they're going well? What are health metrics? What are KPIs that you find are most

helpful to think about when evaluating the health of a marketplace?
FRCERIE:
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[00:28:36] Dan Hockenmaier
English:

| can give you a couple of pretty obvious ones or basic ones and a couple that are a little bit more
nuanced. So that in that first bucket, certainly you need to look at some measure of GMV or transactions.
You need something that brings together both the supply and demand side to make sure it's working and
that's typically your ultimate north star of which everything else ladders up to.

FRCERIR:
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[00:28:54] Dan Hockenmaier
English:

I think the second would be a deep understanding of unit economics because the dynamic | talked about
where they're hard to get started means that most marketplace in the early days have pretty poor or
maybe even negative unit economics. Instacart famously was losing the money on every order. Uber was
losing money on every drive. And so | think understanding that and the components that lead up to itis a
very important part of understanding your marketable. So those would be the two kind of obvious ones.

FROCERIR:
FIANE N BN RALFF e (Unit Economics) BURZIIEE. EARREINVEMED MHNHSE®REKRS
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[00:29:19] Dan Hockenmaier
English:

| think other two that | would look at beyond that, number one is liquidity. And this is a really broad term
that people define in a bunch of different ways. The definition | would give is how reliable is the
marketplace? If the consumer is looking for something or supplier is looking to sell something, how often
can they do that thing that they're trying to do? And ideally you want to express this metric in the form of
a dimension or a type of product experience that a customer really cares about. So for Uber or Lyft, wait
time is a classic example. As you add more supply, the average wait time for a customer goes down and
there's some magic moment around four or five minutes where it really clicks and is now just a much
better service than calling a traditional taxi or something else.

AR ERIE:
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[00:30:01] Dan Hockenmaier
English:

For a commerce market, typically it's some form of conversion rate or search to fail metrics. So if | go look
for this thing on Amazon, how often can I find it and convert? And so by articulating what the customer
cares about and where this threshold is, you can tell when you have a liquid marketplace and essentially
until you have a liquid marketplace, really nothing else matters. So this should be the primary thing
you're focused on defining and then building towards, and this is why you hear a lot of advice to
marketplaces to basically cut scope down to a specific geography or a specific category so you can focus
on generating liquidity in that area before you can then scale it elsewhere. So this is the number one, |
think, metric for a marketplace.

AR ERIE:
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HEUNMERZZD? BIBRBER X O AUNRBEERE, RAINFRRESHE—TEERMENT
7, &ELE, EREERMEZE, Etb—tIEAER, PRUXNZERXE. EXHEHRANEEES,
XN AMREBEIRZLBETINENZ: BFLB2EEESE N IFEMIEKEEIERNER, XFMR
A B TR ERE, AR REAMMSG, FMUBAANXZRIREHIZRK S5,

[00:30:41] Dan Hockenmaier
English:

And the last one I'll give is share of wallet. So this is effectively for your buyer, how much of their total
spend are you getting on your marketplaces versus the alternatives. For your seller, how much of the
business that they're doing is you versus others? So for Uber drivers, if they spend X amount of hours
driving per week, how much are you getting versus Lyft or Door Dash or something else? For a retailer on
Faire, if they're buying to stock their store, how much of the product on their shelf came from Faire versus
from somewhere else? These are very important metrics for us to understand.



AR ERIE:
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[00:31:11] Dan Hockenmaier
English:

One, for the obvious reason that as it goes up, your LTVs go up and you have a much better business. But
probably more importantly than that, the higher it is, the less likely a customer is to multi-tenant,
meaning use another marketplace or another service. And ideally you want that customer to commit to
using just this marketplace and the higher share of wallet is the more likely that is. But I will say that it's
very hard typically to get this to happen on both sides of the marketplace simultaneously. So often you
have to pick your leverage point, which one do you think you can actually drive very high share of wallet

on.
AR ERIE:
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[00:31:41] Lenny
English:

Awesome. Okay. So just to summarize, the metrics that you find to be most helpful in tracking
marketplace health, there's these two that are just general business health metrics, GMV and unit
economics. Then | think what's most unique to marketplaces, which is liquidity and essentially it's just
like how often are people having a good time on both sides of the marketplace? And I love the way you
broke it up like for Uber it would be how quickly do you get a car. For most marketplaces, it's just like
what percentage of the time do you get something that you want, fill rate basically. And then share a
wallet, which to me feels like ... even again going back to the first kind of bucket of just broadly this
business going well, do you think about that separately versus just business growth and how much we're
making, do you feel like share of wallet is a different category of metric?

FRCERIR:
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[00:32:30] Dan Hockenmaier



English:

| do think share of wallet is different for this reason. If you could tell me we could grow GMV 10% by
getting 10% more customers or by getting 10% more of our current customers' wallet, | would take the
latter because you now have a deeper relationship with them, which tells you something more about the
future retention and defensibility of the marketplace. So | think it's basically a measure of depth rather
than breadth. And | will take depth every time in a marketplace.

FRCERIR:
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[00:32:57] Lenny
English:

Awesome. You worked on consumer and B2B marketplaces and so I'm curious, do you find share of wallet
isimportant on both types of marketplaces or is it a lot more important in B2B?

FROCERIR:
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[00:33:06] Dan Hockenmaier
English:

So you typically have some form of business on the supply side of a marketplace. Maybe it's a pseudo
business that's effectively a consumer, but you can almost always measure some form of share of wallet
on the supply side of a marketplace no matter what. On the consumer side, if you're a B2B marketplace,
you typically have a cleaner share of wallet metric, but it's not always the case for consumer businesses.

FROCERIR:
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[00:33:25] Lenny
English:

Sweet. And again, just to clarify share of wallet, it's essentially percentage of spend in, say, a problem
space that they're giving to you. So for Faire, it'd be like the retailers, what percentage of their vendors
come through Faire?

FROCERIR:
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[00:33:39] Dan Hockenmaier
English:

Exactly. If you look at their shelf in their store, what percentage of that shelf came from Faire versus
something else?

FROCERIR:
i, WMRMEMIERNER, KREBDZ/INFmKE Faire, B Z/IRBHMERE?

[00:33:45] Lenny
English:

Awesome. Another constant question marketplace founders have is whether they should focus on supply

ordemand. And | know it's never black and white, but do you have any general advice on where to focus?
R EIE:
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[00:34:00] Dan Hockenmaier
English:

Yeah. | mean the answer is obviously both to some extent. | think you can't ignore either side. | do think
though that on average when you hear advice about where to focus, people over rotate on supply and
actually are under focused on demand. And | think there's a couple of reasons for this. One is supply is
disproportionately important early on because it is the product. Until you have enough supply, you don't
have anything and so you do have to focus on it to a high degree early on. And two is often the supply
side of marketplace is using the product more deeply. There's more product surface area and you need
more product resources on the supply side.

FROCERIR:
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[00:34:35] Dan Hockenmaier
English:

However, | think this tricks people into thinking that that's the optimization function or you think you
should think more about supply. | think ultimately demand is the only thing that matters. If you are
successful at aggregating the demand in your industry, you will have the winning marketplace. Because if
you go to a supplier, a restaurant or an electrician or a driver and say, "I have this customer for you that |
can give to you at a rate that's going to make you money," they're always going to say yes. And so
demand is the currency. And so when you think about trade-offs or how to optimize a business, | think
taking the perspective of the customer or the demand side is always the right one.



AR ERIE:
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[00:35:11] Lenny
English:

| think there's a really important nuance here, and there's actually a little mini Twitter debate with Bill
Gurley I think a while ago where he made the same point that in the end, the most important thing you
got to get right is aggregate all the demand. You need to become the place people come to transact in
that space. But oftentimes the way you do that is acquire supply that is hard to acquire. And so would you
agree with that? Often it's just, yes, prioritize the customer experience, but that may be you need to
spend most of your time acquiring supply so that they're happy.

AR ERIE:

BANNXBE—TEEEENAMER. FARIE Twitter £5 Bill Gurley Bid—7/\#ie, MBigH T B
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[00:35:40] Dan Hockenmaier
English:

Absolutely. And the culmination of those two points is you only should acquire supply to the extent you
understand how it impacts demand. So, for example, if we go back to this liquidity metric, there is some
point for a market for Uber where you don't want more supply because you're no longer reducing wait
times or doing something that improves the customer experience in a meaningful way. And similarly to
the kind of pet store example on Amazon, there's some amount of supply where you're probably no
longer incrementally improving the pet buyer's experience and so it's probably not worth investing those
dollars. So supply is critically important, but it has to be framed from what is the customer benefit that
I'm driving.

FRZERIE:
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[00:36:17] Lenny
English:

And another way to put that is what's the biggest constraint to your marketplace's growth, right?



FRSCERIE:
E—HiHER, FNEBRSTIIEKNREANRENFA, JTE?

[00:36:21] Dan Hockenmaier
English:

Right.

FRERIE:

o

[00:36:22] Lenny
English:

While we're on that topic, do you have any just rough heuristic that you use to understand which side is
most constrained? This may be a big question that isn't answerable in a short answer, but any thoughts
there?

AR ERIE:
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[00:36:35] Dan Hockenmaier
English:

One is I've actually become less and less focused on pure marketplace balance metrics. They're
important to monitor, so ratio of buyers to sellers, some of these other things. But actually the thing that
matters is can you write an ROI equation for acquiring supply and demand which fully internalizes the
marketplace dynamic. So what | mean by this is if you're acquiring a new customer, you need to include
the CAC of acquiring that customer, but also the CAC of acquiring the supply for that customer to
purchase, which is based on some ratio between the two.

FRCERIR:
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[00:37:09] Dan Hockenmaier
English:

And similarly on the supply side, that business can't make a sale unless you also acquire the customer to
transact with them. And so if you have dual-sided ROl equations which are appropriately capturing this
dynamic, actually | think you can somewhat ignore marketplace balance and just push your acquisition
all the way out to the payback period that you're comfortable with on either side. | think the one
exception to this would be are there externalities which you can't capture in this equation. So for



example, if you have too little demand for Uber drivers, at some point do they just become disillusioned
with the service, switch to Lyft, talk badly about it on social media. You do have to look out for extreme
low supply or demand scenarios. But generally my view is build really strong ROl models that account for
this and then just push to your threshold.

FRCERIR:
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[00:37:57] Lenny
English:

I like the sound of these ROl models. Do you have any guidance for folks to come up with these models in
some way? Or is that a whole master class of its own?

AR ERIE:
REVXLE ROIHERY, R3T AN TINE S EX LA AIERE? FRIHXESIME—IIAIME?

hl

[00:38:06] Dan Hockenmaier
English:

So there's a lot of nuance by business, but the basic formulation is CAC for the side you're focused on. So
let's take Uber again, as an example. CAC to acquire a rider and then an additional amount of CAC loaded
on for the supply, the drivers that you're acquiring, times the ratio of drivers to supply you're acquiring at
that time. So basically, do | need one driver for every 10 passengers? We then take the CAC of that
passenger times 10% of a driver. That gives you CAC and then you compare that to the LTV of the
customer, and that allows you to calculate payback period.

AR ERIE:
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[00:38:44] Dan Hockenmaier
English:

Now there's a lot of nuance when you get into an actual marketplace because often they're referring
other sides of the marketplace or other things are happening. But that's the basic formulation.

AR ERIE:

B, HIRANLRNTTE, SBERZSEMES, HOBFEMIIZHEHINS—N, HEREEMES.
BEXMEEEN AT



[00:38:53] Lenny

English:

Wow. Okay. We should do an actual master class on this formula concoction.
R EE:

o 1FHY. NI EZ AR FRNANIBEERKIMR,

[00:38:57] Lenny
English:

A question | wanted to cover also is | find that for early stage marketplaces, founders sometimes over
focus on the theory of marketplaces and how all this stuff that people have put out, including yourself
and others, about just how to think about marketplace, all the complexity there. But | find that
oftentimes it's simpler just to think of a marketplace like 90 something percent of your success is going to
be the same things that any business will have to deal with, growth and profit and retention, all these
things. And then there's these additional layers that make a marketplace more complicated. And so just
to double click on that last piece, what have you found to be most different about working on a
marketplace business versus non-marketplace business?

FRCERIR:

FERTE—T R RRANTREREETY, RABNIEEXEREMHEL, UNKEFERERNR
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[00:39:43] Dan Hockenmaier
English:

Yeah, it's a good question. So | think that effectively every decision you make in a marketplace has a
second order consequence that you need to think through and maybe third and fourth order
consequences at that. Take something like pricing. It's like this is a pretty complicated topic no matter
what, but if you're looking at a SaaS business and you're trying to figure out how to price your
subscription, theoretically you can draw a curve which says, "As my price goes up, fewer are going to
convert," and so just find the optimal point on that curve where we're managing the tangent between

more customers versus more revenue per customer.
R EE:
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[00:40:15] Dan Hockenmaier

English:



But if you take a marketplace, typically you're charging commission on the supply side and their
sensitivity to that commission is much harder to understand because, theoretically, if they can transact at
a rate that makes them money, they'll sign up all the way to that highest possible commission you could
charge. The more you charge, the more you can fund benefits for your customers. So if Amazon charges a
higher commission, they can fund more returns and faster shipping for their customers. And so what's the
right balance between charging more and maybe kind of discouraging supply from signing up to giving
more benefits to demand and encouraging them to sign up?

AR ERIE:
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[00:40:52] Dan Hockenmaier
English:

So it's very hard to model that kind of relationship. There's not a simple curve that describes it and so
many decisions follow this same pattern. And one lesson I've learned the hard way a bunch of times on
this is that if you think about running a marketplace, you're basically a gardener. You have to have a very
light touch. If you're building a Saa$S business, you're a construction worker, you're building the product
and the features and selling it, and it's this very linear thing. For a marketplace, you're messing with this
ecosystem that you don't actually really understand how it works. Sometimes you might do something
over here which drives this long-term effect two months later and then you're going to be pulling your

hair out two months later trying to figure out what you did over here that made that thing happen.
R EIE:

Fr RS EXN XM X RFITRIR, 2B —FERMAR UERE, MARZRARBLEB/BIMIER . XTX—
=, HERBIBRBVNFIN—TEER. NRMMELE—MEETY, FEXEME—TET. RTE
FFRER. ORIFERIL— SaaS I35, RME—TERIA, RMEWESSMEFETHE, X2—1
FELMNIRE. MY TIRETE, RREFHR—MRESHFEETEESELSINES RS, BIRERE
AXEHT—HF, DERTARBSIRTKPNESRN, ARRTARMRSIEMHEFBEMANEXE
BT HAFHTBRHFENRE,

[00:41:30] Dan Hockenmaier
English:

And so | think that the main advice is to tread lightly. When you're messing with the core incentives or
mechanisms of a marketplace, be very careful, particularly if you got something that's working on playing
with those variables.

FROCERIR:

FRAFIANZOENZERITE. HIRMENRES TR OSBRI, ZEEID, KIRHIRES
BE-ETZANNEETIEFEI,

[00:41:42] Lenny



English:

| love that metaphor and your point about pricing reminds me ... Your colleague at Faire, Carla Pellicano,
she led the pricing recommendations team at Airbnb. It was a team of, | don't know, probably a hundred
people that were just dedicated to pricing, figuring out what prices to recommend to hosts, how to get
them to adopt these recommendations, building a model to actually come up with the
recommendations. And so to your point, pricing is such a complex beast and especially in a marketplace.

FRCERIR:

BERX b, RXFENBIIMRILIATE - fRTE Faire BIFEE Carla Pellicano, B 4MS Airbnb BIE
BIER. BBR—TMABE—BARNEN, TMAREN, ARIZAEFREFTANE, MRLAIIRAXE
B, ARURERLFREMXERN. FRUEMFRATR, ENE—TNLERNIRE, LHRERETY
&

[00:42:09] Dan Hockenmaier
English:

Absolutely. And in general, Carla's been such an incredible force in growing our team and helping us think
more rigorously about marketplaces. This is one of the things | mentioned at the start that makes Faire so
fun is we've got a lot of people like this that are just so fun to riff with on marketplace problems.

FROCERIR:

BITR. SBIKL, Carla FEEARNIHE TR EEMRZRET L EAET A BINNIER, X
LRI LIREIBIL Faire ML BEBNREZ—: HITERSZXFHNA, M —ERIHREHHREEES
o

[00:42:23] Lenny
English:

There's so many ex-Airbnb people at Faire. It seems to be a magnet for the Airbnb alumni. So whatever
you're doing, keep that up.

FROCERIR:
Faire X4 %Hi Airbnb IR T, BIMFERT Airbnb KR&EMEEER. PRUTICIRITERTA, BHRERER,

[00:42:30] Lenny
English:

Another topic that | wanted to chat about is expanding marketplaces and just the idea of thinking about
where you expand to with new markets, new verticals, and then also horizontal versus vertical
marketplaces. But first, how do you think about the idea of expanding your marketplace once you've got
a foothold in a specific area?

FRCERIR:

HRPNS—MEEEY Riga™y, URBERHTHE. HEENEY BROVRE, EEKFIHHS5EETY
BIRILE. BB, —EREREIRIEE TR, RINAERY RIEGHHIVRE?



[00:42:48] Dan Hockenmaier
English:

I've been fortunate to work on marketplaces that are in these massive, massive industries, which is
actually true for a lot of marketplaces because they tend to have winner take all dynamics in really big
markets. And so you get these really huge [inaudible 00:42:59].

FROCERIR:

HRFIBESESHRELTEXRTUNEBE™T, XEFFLEXMRSBEMZRIFEEI0L, EAENEFEEEX
WHZFEE “WMEREZ” BEIS. FIUMEREIXEIFEERY: -

[00:42:59] Dan Hockenmaier
English:

So the local services industry for Thumbtack or the global wholesale industry for Faire, these are
meaningful percentages of global GDP. They're huge markets and, as a result, they're really frustrating to
work on and also really fun to work on because you have this thing where there's 10 big opportunities
that are just one click away from your core business and they all seem really good ideas to do. So how do
you actually prioritize between doing those different things? And one thing I've learned here is that
actually beyond a certain point, TAM or the size of the market actually matters very little because these
are all big enough that they would dramatically inflect the curve of the business if you make them work.

FRCERIR:

Eb30 Thumbtack PRECEYZASIBARSS 1Tk, XE Faire FRABY2EKIL & 1TIL, XEH 2K GDP RALLAF. €
MNEEARNTZ, Hit, NEXETFRELNEARXIFEER, BAMSLNE 10 MERMNZEBIREIZO
WHER—F2&E, MEBRKRBBIFEEFENER. BA, REFLMOAERIEREHEBZEHEMRTH
E? RAEXBFIN—RE, RirLtBI—FRER, TAM (SrRIFuHs) IAHHIREIHFEE, BN
XEDIZEEBA, RBIREKT, SIIEBRRAMAZE SRS KL,

[00:43:35] Dan Hockenmaier
English:

It's much more relevant to focus on a couple things. One is how adjacent is that to the business as a proxy
for can we actually go get it? So if you think about Instacart's setup options, it makes much more sense
for them to expand into convenience stores which they have than into traditional retailers because the
convenience store looks much more like their current model. The high frequency, shipping speed matters
a lot, fulfillment speed matters a lot. And so it's much more likely their current model's going to work
there than trying to expand into something else. And that's the right prioritization function for them to
think about versus as retail is a slightly bigger market that could be in stores.

FRCERIR:

BHEXIMERXEILHE, —BZMESMBEWSH “HEE” (Adjacency) , MILEARINERREERZT
H9$EIT. SARIREE Instacart FNIREERD, WHIRR, ¥ REEFE (BIELXAMT) L REZSRZ
EBFEREEX, ANEMNEFSEREGMIMNEMNNER: 250, EEXXREEXEE. BUREEXEE, K
e, BRI ESARERERN, MARZRY BEIHMIUE, X2 %E B ERML KK
H, MARNEANZBER—IMEAR—REITH.



[00:44:09] Dan Hockenmaier
English:

And the second thing is are there places that you can accentuate your network effect by expanding into
new markets. And what | mean by that is are there places where you can use the same supplier or a
consumer has demand for multiple things and so it makes your marketplace stronger versus trying to
spin up a new network. So for Uber, it makes all the sense in the world to have Uber Eats because, one,
they're the same drivers in many cases, but two, the customer wants rides and meals. And so you
automatically have this built-in supply base where if they try to do something that was one click further
away from this, it would be much less important to them. And so | think that's the way to prioritize new
bets.

FROCERIR:

BMHER, BEFEEMS, MALLELY REFHIZRIEBIREIMERN, RNERE, EXLEMSIR
A LUERERNMNE, NERERENSHEYHMERNR, MMILRHEREHHERERK, MARZHEIL
— 2B, T Uber Rift, #H Uber Eats BIFEBREXE, BN: F—, AREZBERATERA—HE
Hl; %=, TEPBERTERFLFEEZRAS. FILUREHHRETXTAENHENELM, MRMWINSHH—LEBEXE
ERVES, HUIRREZEMERIGSZ. PRUBIAANXIE N EMRE LRI %o

[00:44:46] Lenny
English:

That is such an interesting point that basically if you're thinking about the upside of a marketplace, think
less about just the total TAM of all the adjacent marketplace opportunities in the markets around them
and more about how easily it'll be for you to expand into them even if they're smaller.

FRZERIE:

XHEE—NMFEEENN R BAL, MRMREZSERETHNLIT=E, LEBABRTZFHREHESIZH
BTAM, SERRYT REIXEMIEZES, BMEEIIHER

[00:45:01] Dan Hockenmaier
English:

Exactly.

FCERE:

R o

[00:45:02] Lenny
English:

Awesome.

FRCERIE:

KiET o



[00:45:04] Dan Hockenmaier
English:

There's one other lesson here which I've learned a few times, which is that product is the thing that
matters when expanding. So because of this dynamic we talked about where liquidity is so important and
there's a race to get there, like the first person, the liquidity wins, you often see this arms race where
people will spend a huge amount of money on go to market and incentives to bootstrap the market. And
that is an important part of the strategy because it actually does matter who drives liquidity faster.

RS ERIE:

XBRERZ—MEREZRFINH): £ BN, mR1E2REEN, AABRINKRENAIEEXEE, MAE
E—2FRoIMNRE GEERERADMEEMRT), MEESBIXMERERRE, AMISETHEAN
(GTM) FEFIEHE LR NERKED T, X2HRMEBAMIS, EAEEEERERMERIEEES
=,

[00:45:33] Dan Hockenmaier
English:

But I've learned over and over and over that that's actually not the main thing. It's who can deliver an
incredible end-to-end customer experience first, even if for a smaller number of customers. Because
that's what creates the flame where actually customers are really loving it, retained, talking about it, and
you can then expand from there. So the other big learning from expanding a marketplace is don't let go to
market get too far ahead of product. You need to keep those two pieces in lockstep as you're expanding.

FROCENIR:

BE—AX—TMFE, BELFEZHEEN, REBENZIHERTRES AEUEENIREIHE AL, A
ERZHNPDEEF, BAXTRRMBAENXE—FPEESRE. BEFE K. KILE, ARIMEAI L
LR EBFHITT B, I BIESHIZINS—IMEERIZ: FEILHHHN (GTM) BELFRAZE, EF
R, REELXMEDRERD .

[00:46:01] Lenny
English:

This touches on a really common piece of advice for marketplaces, which is don't focus on GMV and
growth rates and just expansion early on, but instead focus on getting a flywheel going even if it's small,
to show that you can make people happy and you can give people what they're looking for. Is there

anything you can add there or talk about?
R EIE:

R TIRETH— M EEEENEN . RFHAEXE GMV, IBKEMNY K, MELTF L VRRERNER, B
EER), BEIERMREILANBREIRE, HEL AMMRERMNEENARA, XTFX—RIFEFATHEINR
Hyng?

[00:46:20] Dan Hockenmaier

English:



Yeah, | think that's exactly right. And the reason this is the right advice is because everything else follows
proving you have a good customer experience. Even if you have a very few customers, if your cohorts look
really good, they're retaining or even kind of like the classic smiling curve where you see more in
engagement later in the life cycle than you do earlier, that's the thing that gives the company conviction
to invest resources against it. That's the reason that VCs are going to want to invest rather than a bunch of
low quality GMV in a market.

FROCERIR:

BH, TANNXTRIER. ZFAUXZBERNEN, ERMEBRMEERFNEAFRE, Ht—I#HakEz
¥k, EMEMRRIARINER, MRFNEFHABERIFEY, WNEREEE, BEELITEHER “HEKih
%" (EmAREMNE25ESTERH), XML ATEOLERAFZR. XtEENKR (VC) BEREMIR
H, MARETHHIHEREER GMV,

[00:46:49] Lenny
English:

Awesome. Speaking of VCs, investing and expanding marketplaces, something that I've noticed is a lot of
marketplaces try to find a SaaS business to build on top of their marketplace and find some kind of
recurring revenue component and then, in reverse, a lot of SaaS businesses look for how do we add a
marketplace to what we're doing. I'm curious how often you find that this actually works out and what do
you have to get right to add this other type of business model on top of something that's working.

FRCERIR:

AXET. RENKR. RENY BEATHE, FERIN—HER, REBaTZREEMIINGHZ L2
SaaS 55, FHEMEBUWNANY;, RZ, R% SaaS WSHEIHMNEERINEETHNBBERIGM—ME
B, HREFFRAIMXMERKFRINBMERESZE? BEEEKERRIFNILSZ EIRMNS B a9k
SIRE, {RBTEITA?

[00:47:17] Dan Hockenmaier
English:

So broadly, I will say I think it's easier for a marketplace to go SaaS than it is the other direction and the
reason for that is two things. One is it's a new capability to generate demand, which is fundamentally
what a marketplace has to do, and it's a higher value activity. This is why the effective commission of a
marketplace, often 10, 15, 20% is much higher than the effective commission of a SaaS business in the
2% to 3% range. So you're just doing much more of the value chain in the marketplace. And second is the
marketplace by definition starts with relationships on both sides. But the SaaS business does not have
any relationships with the demand side customer. And so they have to acquire a whole new type of
demand to make this work.

FRCERIR:

BRI, HINNBETIHKE Saas tkR@RMFER S, RRERR. —BFERFTRE—THEESN, XEX
tRIEETHHIHMN, MEAER—MESNENEN. SMENTABETINEXAE (BEE 10%.
15%. 20%) iZE=T SaaS k35 2% F 3% SEERMERAE. FAUFEREHZHAETESHMNER. —=2
RETIREEXERMVEE X R, B SaaS USE5FRMEFLKEEMXR. Flt, MITBITRIM—FEHEY
FEREEA BUXEFRERN.



[00:47:58] Dan Hockenmaier
English:

It's not to say it can't work. There's actually a classic kind of SaaS bootstrap to marketplace playbook.
This is what OpenTable did. | think we've actually seen some new examples of companies doing this. One
in the healthcare space is Solve. They built some interesting products for healthcare clinics that they're
now bootstrapping into marketplace. And so | think it's possible, but | think it's very difficult. And then for
a marketplace, the lens you should take is much less about how to drive more monetization, but just how
do we create a much better experience for our customers because there's some painful thing that they're
doing today that we can build for them instead. And so how do we better integrate with the way that
they're running their back office or accounting systems is a classic example of where you can make it
much better.

FROCENIR:

XHFBRETAB, KR LEE—NMEHE “SaaS5|1SERE™MA” MRS, OpenTable MMBXAMM, FHi8
BAELPr LBEREE T — QR EMNRNTF. ETRETIEN—NMIFRE Solve, MITAETIZEIART
—LEHBN~M, UEESHSISERETH. FMUKIAAXZAEN, BRIANEERE, MFiREaHiHK
B, {REOZEEIIARN ZESNARMNELETI, MiZe: EINNEAATEFEEFHNMER, RS
REEMN—LEHEENER, RINTTURMITEES@RER. i, BiNAErtstiisiTEex=it
REMFRNEMR, XFE— o] RIS EFINEHEI1F,

[00:48:42] Dan Hockenmaier
English:

In the process, you're often making their lives easier, but you're also making your product much stickier.
Your retention will go up as a result of this. And so | think if you take the lens of what's the customer pain
we're solving, you'll be much more effective than how do we get a few more points of margin out of this
customer.

FRCERIR:

AXPNERER, MEFESILMNNEEERERL, BREIILANTRETERMKE. FNEFXIEL L
Fto FRIAFRIATY, SIRIFM “BHMNNEERBRTAZTARER” NAELHA, St “HINNAMINEFRS L2%
B =BFE" BREZ.

[00:48:57] Lenny
English:

If a founder was coming to you and they're like, "Hey Dan, we are a marketplace and we're thinking about
adding a SaaS product on top, would you, one, try to discourage them from that? And if, two, that doesn't
work, what would you suggest that they focus on most?

FROCENIR:

INR—DEVBARILIR, B “I% Dan, HMNB—NMEE™T, HNEZEELEEM— SaaS=m" , R
= B—, REXMEMIIE? £, MRWERE, REBIIRIEFA?

[00:49:12] Dan Hockenmaier



English:

I mean | think the first thing is looking at those core metrics we talked about, do they have a really liquid
high performance marketplace first. That has to be the optimization function. And before you're there, |

don't think you should be thinking about some of these expansion levers.
R EIE:

BORRE, HANE—HERERINKEINALEZOET, WIRSaLAE—MEEARRME. Sit6E
BURE ™. XOZMRE. EIMREEIBRTERZA, FAIANIRRNIZE BT BT,

[00:49:27] Dan Hockenmaier
English:

The second would be show me the customer problem or the reason it's so hard to engage with this
marketplace today that we need to build a deep set of tools or products for this customer to solve. And if
both of those things are true, then | think maybe it's quite interesting. But | think more often than not, it's
better to focus on the core marketplace.

AR ERIE:

BMHER, BRERTEPHRE, HEBRTHAFASKREEXNHHNLEME, UETHRNFEAXIEF
ME—ERENTARmERER MRXMRUEMAIL, BARIAAXEAEIFEES, BEEBERT, TETF
RS RE.

[00:49:46] Lenny
English:

Awesome. Another common question that marketplace founders have is should | go vertical or should |
go horizontal? So thinking about eBay as an example, they are very horizontal. You could buy anything
you want on eBay. And then there's all these spinoffs that emerged, just classic cars, eBay for classic cars,
eBay for guitars. And I'm curious if you have any advice there for either an early stage founder trying to
decide should | go horizontal or vertical and/or where do you find the biggest opportunities to slice off a
piece of a successful horizontal marketplace?

AR ERIE:

KiET, BETZLBABRNFZ—NRER: RN ZEEERLIEEKTREL? U eBay A, fI1FFEK
T, {REJLATE eBay E ZEUEAIRAEEM AT, AREMTAIEXEGTETS, WNEIEZESEMN. E)ESE
ey, HRGFHFIFMIAEREEKFEREERANFHEIBABHAEN? URIRIA MK F A7 H
IR —RERHRANZEME?

[00:50:18] Dan Hockenmaier
English:

Yeah, absolutely. And in that eBay example, there are now a few quite successful examples of this like
[inaudible 00:50:23] and StockX are two where they carved out the sneaker category and the key insight
was you couldn't trust the inventory you were getting on eBay. So there's a lot of work you need to do to
verify, and those businesses just did it much better than eBay. Broadly though, | think that we over hyped
the idea of unbundling. So | think every six months I'm seeing an article where somebody wrote, "This is
the unbundling of Reddit, the unbundling of LinkedIn, the unbundling of Facebook." We're going to take



all those blue links that you saw on another site and they're all going to become new businesses. And
very rarely that thesis plays out. | think the core logical error in the argument for unbundling is that they
over focus on one type of improvement, which is user experience and they under focus on the things that
make scale businesses have better economics.

FRCERIR:

2R, Yo 7f eBay MfIFH, MAB—LIFEMINBIZEA, LIl StockX, MITTINT EEIEEF], ZOR
fRBARTIASIETE eBay EXEIMER. FRARREMAENIIETE, MXLISHISLE eBay 17155, BE
BOSRI, BIANABINTEET “###” (Unbundling) B9E=. HRBERATARMNEEI—RXETE:
“XZ 3 Reddit BYfE#H. 3T LinkedIn BYfEHI. 3T Facebook M, BWITERIRES —Misd LEFINFRE
BaERMT LS. EXMICERDERE. TOANEIERPRZOZEERET, MIdEXE—
Mot (BNAFEAL), M2 TR LLSREEF R miIER,

[00:51:07] Dan Hockenmaier
English:

And so to unpack that, if you look at UX, like if you built a LinkedIn just for construction workers or just for
architects or just for investment bankers, you could definitely build some set of features that group liked
better than the core LinkedIn experience. But then you have to weigh that against all of the benefits of
being broader. And so the two big pieces of where you get benefits from scale are in your customer LTV
and then | think the network effect you can build. So if you go back to that Thumbtack example, we had a
spreadsheet which tracked hundreds of verticalized competitors where somebody would try to pick off
the electricians category, the wedding category, the lessons category, and very few of them got traction
for the simple reason that we could upsell customers into a thousand things.

AR ERIE:

IwE—T, MRMEAFEE (UX), EEIMRARRTI A, BRIMIRFRITREIL—NEIIH Linkedin, R
BEREME—EILIZBHALLIZO LinkedIn A E ZIXAIINEE, EREEIMBINEXSEZFaH RO
g MURHRNHAGFRETFTER LTV, URIRATERIZINEN, EIZ] Thumbtack B9fIF, HiTE—1E
FHRE, ERETHETEEUNRZSFNTF, BARBERSBIER. B1LE5). REXS, EHEFPRDEARE
HFeh, RERER: RITTUAEFEMHFEE —THRA,

[00:51:48] Dan Hockenmaier
English:

And so our customer LTV was always higher and we would always win when we were bidding against
those other customers on SEM keywords that were relevant to that category. So it becomes very hard to
compete if you're picking off this kind of narrow thing unless you find something which that sub-segment
is itself very high frequency or very high dollar value. So Airbnb's an example. They unbundled from
Craigslist because they picked off this massive high frequency, high dollar value category [inaudible
00:52:16] but there's not that many of those examples.

FROCENIR:
Hit, HNOFF LTV ERES, SHNESZEINERN SEM XA LSPEZTFHFRNE, RITERS
WMo FTLL, MRMRABIANZIMBEENTR, REERIFEEME, BFRFEMAREZADTHEZAEFIFESH

RN IEFEZHNE. Airbnb SE—MFIF, MM Craigslist PEEHER, AAMITTIANTXMEARN. &
fMERZEH, EXFRFFHAZ.



[00:52:18] Dan Hockenmaier
English:

And then | think the other source of benefit would be the network effect. So if you go back to LinkedIn, for
example, | think actually there's an opportunity and we see some successful businesses picking off now
blue collar work. So there's a company called Workrise. | think they used to be called Rigup where they're
basically building like a LinkedIn but for blue collar work. And that works really well because it's a huge
segment and it's somewhat self-contained.

AR ERIE:

FINA S =P EKIFRMERNMN, A Linkedin A, FIAAEFR EFENS, HIBE LIS IEE
PINBALIETIE. B—RATM Workrise (LAFTI Rigup) , fi1&ZA ERENBEAT(EZIIZEM LinkedIn
MNTE, XETEEEY, AAXR—MERNAS T, MAEEMEZE ERBN—&F,

[00:52:39] Dan Hockenmaier
English:

But for most other things there's a lot of fluidity between the employers and the employees in terms of
who wants to transact with one another. And so if you're an investment banker, you don't really want to
be on the LinkedIn investment banker because you're probably in the future going to want some other
job. So you want to be in the biggest network that's relevant to you and so this is why you can complain
about LinkedIn's Ul all day, but they have a very strong place in the market because of that network
effect. So broadly, | think there are some pretty interesting examples, places where you can unbundle but
they're rarer than people think.

AR ERIE:

BEXNFRSHUEMERS, EXMNEAZEERZEEAEERARSE. IRMFE—BJRABRTR, FHF
BEMRBFE— LN HAHRFRITRY LinkedIin £, RAMRKERAEBERMIE, FRURERESIREXE
RAKRER, XHMENTAMREIIUEXRIELE LinkedIn B9 Ul, BHEFMEML, ti1ETHLSEIEEREN
Hfil, FRLASBIRIR, FINAE—LIFEFEIIRAGTF, EENLAMNBRHNED,

[00:53:10] Lenny
English:

That is amazing. There's so much value in what you just shared. So one takeaway | have here is you have
an opportunity to unbundle/split off into a vertical marketplace potentially if there's high order value and
high frequency. And the third piece is there's almost a self-contained network that doesn't benefit
significantly from the rest of the network. For example, | love the Rigup example, like | doubt oil rig
operators are on LinkedIn and when something comes around that's like, "Oh, all my buddies are on this
thing, I'm going to be on there," you don't need the rest of LinkedIn.

FROCENIR:
KET . (RAA DENABTERENE. AN—TEERE: NRMEELIIFOE— N EETY, BENNE
ETFSITREMENSNR. F=R2, E/LFR—TER—EKHNMLE, FaMNEHNERBORTEZ W,

f5an, FEIX Rigup BFIF, ARG MEEH T ERIRERRESTE Linkedin £, HHIM—IEM 1R, FFAE
REHMIIEREX LE, FBEMN® BRER, RMARBZE LinkedIn BIERERSD T o



[00:53:40] Lenny
English:
The first piece, though, is interesting. So Airbnb | wouldn't say is high frequency. I'd say it's just very large

high order value. And so | wonder if you just need one or the other really in a big way. Really high order
value or really high frequency?

FROCERIR:

FEE—RREB. Airbnb HAZHERSMY, RN ECRARIFEERNBITENE. FIURER, (RS
[FBEF—NRZIRKENA? RS RN EHERSHIRE?

[00:53:51] Dan Hockenmaier
English:

This is a good point. Probably what you're solving for is customer LTV and you can get that in multiple
places. There's not that many things which are both high frequency and high dollar value so you can do
both. | do think if you go to a place that is low frequency, it comes with all kinds of new challenges
because, without frequency, customers forget about you. And so what is the hook to get them to come
back? Do you have to reacquire traffic? It creates a whole other set of problems. But if you can get it right

like in the Airbnb case, it can work really well.
R EIE:

XB—MREFHNN R, FIRMFEEZMRNEEF LTV, MIRRAIUMSIMMBERIFE. HEEBASHARES
SN EBMER, PREMRAILFREL. BMSOAN, MRIMEAN—MRAIR, EFHREMFE, FHeE
R, BERMETIEMR. BARSIMINERNEFRAA? MEBESHNEMRIAE? XE=E—RTIEMR
o {BINRIREER Airbnb BRIFYS, EREEEITIFIFET.

[00:54:17] Lenny
English:

Yeah, Thumbtack is a classic example of how often you need a plumber. And even with the thousands of
services that you all had, from what | understand, it's still a struggle to get people to come back often.
And remember Thumbtack when they had, "Oh, they have an electrician. Oh yeah, Thumbtack."

FRCERIR:

R, Thumbtack @—1MEHMIF, RAMBAFTERKEL. BMEMRIHAE—THIRS, #EHFAA, LA
NEBERMARE, ILAMNEFEEBTRAR: ‘&8, 188, M3, Thumbtack.”

[00:54:30] Dan Hockenmaier
English:

That's right. Initially, it was very difficult. | mean the average person hires eight or ten new professionals a
year, the average homeowner. And so that's decently high frequency, but it's not food delivery or a ride

sharing or something like that.

FRCERIR:



i, RAIFEEM. RPBRRE, PIBITEEEEEM8E 10 BHMTUAL. XEEFHHSMT,
BERGINZIFTERRE,

[00:54:42] Lenny
English:

Coming back to Faire, so Faire is one of the maybe few really successful B2B marketplaces and it's always
felt like there's this gap in B2B marketplaces. You always feel like there should be many more. Like why
are there so many consumer marketplaces but so few B2B, and I'm curious what's your take there. Do you
think there's a rising trend to B2B marketplaces? Do you think this is always going to be a smaller
collection? What's your feeling?

FRCERIR:

[@%] Faire, Faire RJRERVEULMNEIERINN B2B Ima™HZz—, MAESRER B2B BEHHEFERO. REX
BNEZEESZ, WA AERXRAZEEEDY, HIREXAL B2B ™17? RIRBFEIREIEE. (RIAJ B2B
wmahmEB LFHESEE? RANXKEREZR—MUVNRIBHANS? (REVEDINE?

[00:55:07] Dan Hockenmaier
English:

So | do think we'll see more of them. Part of the reason we've seen fewer is there are fewer potential
founders who understand B2B problems because most of them are consumers and so the consumer use
cases are more obvious. So if you take Faire, for example, when | met the founders, which is probably five
years ago now, | immediately understood what they were talking about, but only because | had run an e-
commerce business in the past and | had the experience of dealing with a hundred suppliers and line
sheets and PDFs going back and forth and pricing not being right and just how painful it is to be a retail

buyer. And they had a solution which was much better and that clicked.
FREiE:

BHTIANNBENZEEES, RNEBFROVSDRERZ, EAZB2B RHENEELIBARLD, HARSHAL
BHEE, FILURBRENERIREEMZ . M Faire A, HEERMEFRINEICIAALR, HILZIERT
iIfER 4, EXNEEANERIEZETERLS, REIS—EMEBHITRE. LEREEEHRN
B PDF. MRANUKRENEELIREZABENER, MNE—TMFESERAR, XUERFETH
ig,

[00:55:44] Dan Hockenmaier
English:

But had | had the same conversation five or 10 years ago with the team at Convoy like | don't know
anything about trucking, | probably wouldn't have understood why that business was going to work. And
so | think there's partly that. Just the discovery process takes longer for that reason. But | think the
reason we won't see a huge explosion in this area is that B2B also comes with something else, which is
much lower fragmentation in many cases and you need fragmentation for a good marketplace. The more
concentrated either side of your market is, the more leverage they have, the less likely they are to need
you and the less likely they are to be willing to pay a high commission.

AR ERIE:



BYNSRILTE 5 F 8K 10 F/15 Convoy FIFAHITRIFRINIE, MTFHRMRESH—EZAR®, KAIRTEEFEAT
AW SR FRUFIANAEBARARX N —ARMIERLTFTERK. BHIANBRINFZEXINTTRE
NEXRBANRER, B2BEHEES—HE, BIETFZHERAT “BH{” (Fragmentation) EEERFZ,
M—NFNRETIFRBERR . 7B EA—MEES, W ERMEAR, tITERFER, B
MBEARE SR,

[00:56:20] Lenny
English:

You made that point to me once when we were talking about marketplaces years ago, and that's so stuck
with me that when evaluating marketplaces in B2B especially, usually the reason it's not going to work is
just it's not fragmented enough. And just to double click there, can you explain what that means? What
does fragmentation mean in a marketplace context? And then are there any examples of really low
fragmentation of this will never work as a marketplace? And then here it's really high and this is why it's
working?

FRZERIE:

NERMBMNKCRETHN, MERTRIEX—R, XILREKRL: EiFE BB REHIHN, BEETF
BHREREABHEA K. EIFARERE—TE? EHRSHHIERT, BREEKREFA? BREFANREE
FRUEBIBIF, RBAXKETEFRRETIHEE? UNBERR RS, PRLLERERIN?

[00:56:45] Dan Hockenmaier
English:

Fragmentation is basically just a measure of how many total businesses are there in the space relative to
the transaction volume in that space. And if you took the top 5% of suppliers in the space, what
percentage of the total volume are they doing? And the higher that percentage is, the less fragmented you
are. The challenge that creates for a marketplace is if there's 10 companies in a space that are doing 80%
of the volume, it's very important for me to have a relationship with those 10 companies. But those 10
companies are also big enough to have their own sales teams, have their own internal operations. They
just need less from a marketplace and, as a result, they're going to be willing to pay less. And you're also
probably going to see many more problems with disintermediation, which is when the supplier and the
customer go around the marketplace because they can just transact themselves.

FR3ZEiE:

BEAER EREREEZMER L BEBHEN FZMWH R 5 SR, WRIFEBUZ KT 5% BHENE, (i)
HIBT BRRBENENZ/? X1 EALHEE, BRYEEREE. XAIREHIHHROKER: NR—DF
HE 10 RATGHIET 80% MRBE, BASX 10 RATBIXAMERFIEEEE, BX 10 RATHER
K, HEECHHERANNREEE, MITEEHINERRL, AEEZMNEABRL . MBIRATHE
RRBINEZH “ERNMA (Disintermediation) R, BMENEMEF LM, EAMITATUER#T
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[00:57:27] Dan Hockenmaier
English:

One principle to use here is how many total dollars are attached to each transaction in the marketplace.
When it goes above a certain amount, it becomes much more attractive to figure out how to go around



the marketplace. With ride sharing, for example, the absolute dollars of commission on a ride is $2 or $3.
Is it worth it for the driver to figure out how to call the passenger two minutes in advance, go around Uber
and pick them up? Maybe. You probably see some of that happening, but usually not.

RS ERIE:
XEAUERN—NMNRNZ: THPEEXZIRNESTHEZ D, Y2TBT—ERER, Bhisdmiz
METBIEEEWRSI S, 50, FITERSS, —#HTENENASEIMI 25K 3 £, AVESBANTX/LR

BEBNERIIM D HARTITEIE, £03 Uber XHA(IID? BiFE, (RAIRSER—EXEFNER, &%
R=o

[00:57:55] Dan Hockenmaier
English:

But now take there's a bunch of people in the kind of material space within B2B marketplaces, you have
manufacturers of say beauty products who need to source aerosol cans and all the inputs into making
beauty products. There's not that many of these big suppliers and each of their transactions may be tens
of thousands of dollars, hundreds of thousands of dollars, millions of dollars. The commission you would
charge on that order is too high because a supplier would rather just pick up the phone and call this
person and save those tens of thousands of dollars. And so you just run into these kind of fundamental

problems where a marketplace doesn't work anymore.
FRERIE:

BIEEE B2B RS HHFEMAIURN—EA, LIEE~ b EBEERMSERBNGEXE~mE
BAfo RERMNEHAZ, MAMINNESERSZAER/LA. L+HEELBAET. REBEITE LK
BHAEAET, ENEESTREEERIFTAHBIA, MME TBLLET. FAURMSBEIXEREER
B, SFBUREGHHLEEE.

[00:58:29] Lenny
English:

That makes sense. Basically, how much value are you bringing to this market? And if it's not enough
where you can charge anything meaningful to run a business is just not going to work. And so that's a
really good way of framing it.

FRCERIR:

XREEE, BEXERZ: (RAXNHHHERT ZDNE? MEMERELOLIRUENE BB 2R AR 4R L 53
Z17, BRTFE. XR— N FEFHNERARGR.

[00:58:41] Lenny
English:

Final question around marketplaces and, broadly, and I'll let you go. You've spent a lot of time on
marketplaces. You've seen their evolution. You've worked on this maybe for the past decade. Where do
you see the future of marketplaces going?

AR ERIE:



XFREHHMT XU SHERE—NEE, FTHRMILRE. RERSHHTIIRANT KENE, IETE]
HUEE, AREIETEE—BENSEXIIFE, MIANREHHNRRIERAS?

[00:58:54] Dan Hockenmaier
English:

| actually wrote a blog post on this where we charted the commission that a marketplace charges and the
year they were founded. And if you put those on the x and y axis, there's this very clear up into the right
trend. Newer marketplaces are charging higher commissions and they're doing more work to justify
those commissions. So broadly the evolution looks like kind of Marketplace 1.0, which is all they're doing
is aggregating demand. So that's Zillow and Home Advisor. They're basically like lead gen and their
commission rate is often pretty low. It's like 5%, maybe 10%.

FRCERIR:

BEEXFLEET—RBXTFXIMHEEXE, RiINAH TRETIWNNAEES ENRILFEHNER. NRIFEX
LERE XA YL, 28— N EEEMNEA LAIEKNES, RFNEESHTHKRENESES, mMAft
MNATIERXLEAENSEMMTELZTE, SHRE, BEIREEERGRE “®E™HiH 1.07 , MIIFAHHNI
ERAFER, bl Zillow #1 Home Advisor, I IEAR EMBEEERER (Lead Gen), HMEXRBERM, K#E
& 5%, WiFE 10%s.

[00:59:24] Dan Hockenmaier
English:

Then you have a managed marketplace like Airbnb or Etsy, which did something really fundamental on
top of that, which is generated trust. So they deadhead supply ... You could probably tell me more about
what Airbnb did in this space, but they made it a safe transaction and there's a lot of work it takes to

make that transaction trustworthy and safe and so they charge a higher commission as a result.
FREiE:

ARG Airbnb T§ Etsy X#H) “EERIRS™H” (Managed Marketplace) , tI1ERSERNVEM LMT
—LEIFEEMNES, BIEILEE. il (ReJsEtbFE T H#E Airbnb EX A EM T 4, BHITLIRZER
Ze, NTURZEREREHINRE, FSEMAETE, ALt IENEEES.

[00:59:48] Dan Hockenmaier
English:

There's then one click beyond that which, for lack of a better term, you could call it a heavily managed
marketplace, but now they're typically doing some work in the value chain, which is distinct from just
aggregating demand. So DoorDash and Instacart own logistics. They took over logistics and, as a result,
DoorDash did a much better job than the previous model of Seamless of being able to bring on a lot more
restaurants and make it much more reliable for the customer. As a result, they could charge more to the
restaurant. Similarly, Faire, we actually underwrite the transaction. We take the risk. If that transaction
falls through or the retailer defaults, Faire eats that. And so we are playing a much more fundamental
place in that transaction.

FRZERIE:



Bi#t—¥, BTRZEHFHARE, FAUTZH “EEREREE™M , EREMIIEEENERFFET
—LT{E, X5R4REFRTE, tbil DoorDash # Instacart HEYF. MIHEE TYIR, %R DoorDash
Eb 2 BT Seamless RN M5 L, BBBSINEZET, HiLEFARINERSE, Eit, {18 U@E T UER
BEZEM. B, 7 Faire, HNERLEARZIRMEAHE, RIEABR, NRRZEMEAZEFELY, Faire
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[01:00:25] Dan Hockenmaier
English:

But as you play this out, what happens at the end of this continuum? Ultimately, you're charging a
hundred percent commission and you're not a marketplace anymore. So | think, as we think about the
future of marketplaces, one important question is which marketplaces are going to tend towards evolving
out of the marketplace model altogether and which will stay in marketplace mode in equilibrium? And
you see these examples already like people talk about Opendoor as a marketplace, but it's not. It's an e-
commerce website which has the highest price points you can imagine because you're buying houses,
but there's no supplier on the other side. They've already bought the house so it's just e-commerce. And |
think many marketplaces will go that way. And | think the variable to me that matters in deciding which
case you're going to have, whether they consolidate or not, is how much creativity there is in the space.
So how much do you need the supplier to be coming up with interesting new things for your customers to

buy.
FRERIE:
EREXTHEBNEE, ETMELFNEREBMTA? &£, RIKEX 100% BHE, (RMABE—NMEE™mT

To PRI, HERNMNBEREHHHARE, —MEBNRER: BEHHEETehiBRamHRE, M
MLELEFERSTREBREHIER? FELEBDT7TXERF, LLIIA(I%E Opendoor B—MeE™F,
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[01:01:18] Dan Hockenmaier
English:

What the customer cares about is actually commoditization. They want the same experience every time.
Then you're ultimately going to evolve away from marketplaces | think. With ride sharing, basically what |
want is a clean car that shows up on time and gets me there every time. So as soon as autonomous
vehicles arrive, we're going to fully consolidate that industry and it's not going to be marketplace model
any more. On the other end, you have Etsy and Amazon. | think Faire's in this bucket. Steam, the video
game marketplace, is in this bucket where the thing you care about is suppliers bringing you amazing
creative new things. And that's something that big companies are really bad at doing. So they need the
marketplace suppliers to supply this. And so | think those businesses stay in marketplace mode longer

term.
R EE:

MREARONERFRLER “Baft” (Commoditization) , BEMb1E8REEEZERNELE, BAKIANIRRE
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B, BEIRBFHARAE. MXBAAFTEEFERMHOER. FAUBNZEDHHENEREERXE, Fitb, FiA
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[01:02:02] Dan Hockenmaier
English:

And then the middle, | don't exactly know how to call what happens in food delivery. You do want some
standardization elements, but you also want the local restaurants and so does DoorDash win or the Cloud
Kitchen model win? | think it's a little bit harder to understand, but | do think that's kind of the variable
that's determining where the future of marketplaces are going.

AR ERIE:

EFdhiEths, BAXBERMMAENXIEITIRENES, (MRSEAE—EIRNERNTE, BIREEELME
KT, BBARE DoorDash £, *E2=fE (Cloud Kitchen) RXEm? RIANXE SHIBMRE, BRAIIAN
X ARAERESHIARRERNNTE,

[01:02:19] Lenny
English:

It's interesting to think about this event horizon for when a marketplace is no longer a marketplace. Is a
simple way to think about that being when you own the supply, you're no longer a marketplace. When

you don't own the supply, you are. Is that how you think about that?
FZERiE:

BEREMHABREBETIN “FHUR RE&E, —TRENEFRASIE . SIFRABHNE, MRAEE
RE™E; HIRKBRBMHN, fS. REXFERG?

[01:02:34] Dan Hockenmaier
English:

Yeah, that's a good mental [inaudible 01:02:37]. Perhaps another way to say owning a supply is when
there's no longer a direct transaction between supply and demand. That's what Opendoor took out, for
example. You're not transacting with the home seller. You're transacting with Open Door and so that's, in
my mind, no longer a marketplace because you also eliminate some of the marketplace mechanics we
were talking about a bit.

FRCERIR:

BN, XB2—MEEFHNER. UiF “BEHE NS —MiEEiE: YEANERZEFABEEERZHN, Fl
i, XFE Opendoor JHFMIART, IRABRESEFEERS, REMES Opendoor 335, FAUAEZRM OB,
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[01:02:55] Lenny
English:

Awesome. Dan, this has been incredible. | feel like we've achieved our goal of getting really deep into the
weeds on growth models and marketplaces. Two final questions for you.



FRZERIE:

KiETo. Dan, XARAIRNT, HEGHRNERTRAANRITEREENBETINET. REEH MR
o

[01:03:06] Lenny
English:

Where can folks find you online if they want to learn more, reach out and how can listeners be useful to
you?

FROCENIR:
MRANVETBEZE BRI, ATUTEMERER? FARE UINIRE i A%EE)?

[01:03:11] Dan Hockenmaier
English:

Yeah, so I'm on Twitter at Dan Hockenmaier and then LinkedIn. People should feel free to reach out. |
think the most useful thing is we're always growing our team at Faire. And so for folks who are interested
in this space, | would love to connect with them.

FRCERIR:

WFEY, FIE Twitter LRI S E Dan Hockenmaier, &% LinkedIn, SR ARKRKER AR, HIANREBNEE
2, BENE Faire —BEREKEABR FALFFIX XN RGEBIIA, HIBRESHIEIIBKR,

[01:03:26] Lenny

English:

Where do they go to learn more and apply for Faire?
FRCEIE:

=M E T ##E 215 S HHI5 Faire RYER(I?

[01:03:29] Dan Hockenmaier
English:
Just faire.com or faire.com/careers.
R EE:

23518 faire.com ¢ faire.com/careers,

[01:03:32] Lenny
English:

And that's Faire with an "e" at the end?

AR ERIE:



SXE®H “e” M Faire3?

[01:03:34] Dan Hockenmaier
English:

That's correct, yes.

R EE:

RiE, 2R,

[01:03:36] Lenny

English:

Awesome. All right, Dan, thank you for being here.
HRCERIE:

K#ETo 87, Dan, BHHMREER.

[01:03:38] Dan Hockenmaier
English:

Thank you so much for the time.

R EiE:

IR REH/R 4 L YR 1E],

[01:03:41] Lenny
English:

Thank you so much for listening. If you found this valuable, you can subscribe to the show on Apple
Podcast, Spotify, or your favorite podcast app. Also, please consider giving us a rating or leaving a review
as that really helps other listeners find the podcast. You can find all past episodes or learn more about the

show at lennyspodcast.com. See you in the next episode.
R EIE:
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