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CHAPTER ONE

Build talent
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In early 1997, Marc Randolph and I started thinking about opening a mail movie business. Amazon was doing well with books. Why not films? But mail was expensive: $4 to send movies each way.

Then a friend told me about DVDs, which came on to the market that fall. I sent myself some CDs in the mail. It cost $0.32 and they arrived two days later.

In May 1998, we started Netflix, the world’s first online store renting DVDs. We had thirty employees and 925 movie titles, almost all the DVDs you could get at the time. By early 2001, we had 400,000 subscribers and 120 employees. To avoid the management mistakes of Pure Software, there weren’t too many rules or controls. But Netflix still wasn’t a great place to work.

Then, in the spring of 2001, a lot of internet companies suddenly failed, and there was no more money for tech companies. Unhappy employees were soon unhappier, because we had to fire one third of them.

I sat down with Marc and Patty McCord, head of Human Resources, and we carefully put employees into two groups: the eighty best ones that we wanted to keep; and the forty not-so-good ones that had to go. Creative people who worked and collaborated well immediately went into the “keepers” group. Some people were great, but their work was just OK. Others worked very hard, but could make bad decisions and needed a lot of help. A few were very talented, achieved a lot, but complained too much. Most of these people had to go. It wasn’t easy.

I was worried about the motivation of the “keepers,” who might feel angry that the company wasn’t loyal to its employees. Now that they also had to do the work of those who were fired from the company, might they be unhappier than before?

The day we told people about their jobs was terrible. People cried, shouted, or walked away angrily. Those who stayed were sad. But, in a few weeks, things were a lot better. A third of our employees lost their jobs, but the office was suddenly full of life, passion, and ideas.

I couldn’t believe it—the same eighty people were getting everything done with a passion that seemed greater than before. They were working longer hours, but they were happy. I was happier, too. I woke up every morning and couldn’t wait to get to the office. Patty jumped into the car with a big smile on her face, saying, “Reed, what’s going on? Is this like being in love?”

Patty was right. The office was full of people who were in love with their work.

I’m not saying that it’s good for people to lose their jobs, and we’re lucky that we haven’t had to do anything like that at Netflix again. But, in the days and months after, I understood more about both employee motivation and management responsibility. The lessons we learned became the beginning of the things that make Netflix successful.

Before we continue, I’d like to tell you about Patty McCord, who was important in the development of Netflix for over ten years. She has been a good friend and colleague, maybe because we’re so different. I know about math and technology, she understands how people behave. I see numbers and rules that join people and conversations. Patty sees feelings and behavior that I cannot see. During our many car rides, we talked about the changes at Netflix and we decided that it was a better workplace because of what she called:


“talent density”


Before people lost their jobs, there was some talent across the company. But later, with only the most talented eighty people left, there was more talent for each employee—high talent density. We learned that everyone wants to work for a company with high talent density. High performers do very well in environments where the talent density is high.

Our employees were learning more from others and teams were achieving more, faster. People were more motivated and happier. Most important, working with really talented people was exciting, inspiring, and a lot of fun. This is still true today with 7,000 employees.

Today, I understand that a team with one or two OK performers brings down the performance of everyone on the team. For top performers, a great workplace isn’t a wonderful office or a free lunch. It’s about enjoying the talented and collaborative people around you, who can help you grow. When everybody is excellent, performance goes up as employees learn from and motivate others.
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From the 2001 job losses, Reed learned about performance—both good and bad. If you have OK performers, many excellent people perform just OK, too. If you have a team with only high performers, each pushes the others to achieve more.

Will Felps, of the University of New South Wales in Australia, did a study to explore this behavior in the work environment. He asked teams of four students to complete a management task in forty-five minutes. But he didn’t tell the students that some teams had actors playing different parts: someone who doesn’t want to work; someone who says lots of stupid things; or someone who complains all the time.

Felps found that, in teams of really talented and intelligent people, everyone behaved worse because of one person’s bad behavior. He noticed, too, how others in the team started behaving just like the actor.
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The study showed what Patty and I learned in 2001. If you have a group with a few OK performers, that brings down the performance of the organization.

In 2002, with a new understanding of what makes a great place to work, we decided that we wanted to do everything we could to keep the talent density in the company. We wanted the very best employees. We wanted to give them top pay. And we wanted to train our managers to fire any employees who didn’t perform excellently.




CHAPTER TWO

Become more open
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At Pure Software, I managed the technology well, but I didn’t manage the people well at first. I avoided talking to people directly about problems. This was true at home as well as at work. Thanks to a counselor, who helps married people with problems, I learned to talk openly to my wife. I tried the same thing at the office. I began asking everyone to say what they really thought, but in a positive way, without attacking anyone. As we began giving more open feedback, I saw that performance was better in the Pure Software office, too.

Early on at Netflix I saw this, too. Openly giving opinions and feedback, and not talking behind someone’s back, avoided bad feelings. It allowed us to move faster. The more people heard about what they could do better, the better they got at their jobs. We performed better as a company.


Only say about someone what you’ll say to their face.


If someone came to me to complain about another employee, I asked, “What did that person say when you spoke to him about this directly?”

People often avoid saying what they really think because others don’t like it, but, at Netflix, we love it. We work hard to get people to give feedback all the time.
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You’re in a meeting listening to your manager talk about a project. You think the project is going to fail. Do you say something? You can’t decide. Ten minutes later, a colleague is talking about her project. It isn’t going to work, either. Do you say something? If you stay silent, it could be because:


	People won’t agree with your opinion.

	People will think that you’re being “difficult.”

	You don’t want a fight.

	You don’t want your colleague to be angry or upset.

	You don’t want people to say you’re “not a team player.”



If you work at Netflix, you probably will say something. During the meeting, you’ll tell your manager his plan won’t work and that you have a better idea. After the meeting, you’ll tell your colleague why you believe she should rethink her project.

At Netflix, you’re not being loyal to the company if you fail to speak when you don’t agree with a colleague. And you must give them feedback that could help them and the business.

At first, I was unsure about this. Netflix doesn’t just want open feedback, it wants it often. So people may hear something that they don’t like and find it hard to forget. But, when I began working with Netflix employees, I could see that it was a good thing. In interviews, they gave me feedback about my behavior, sometimes before I asked a question.

So, if open feedback is good, why don’t most companies ask for it? Few people enjoy being criticized, especially in front of others. We feel safe in groups. If we feel our place in the group is in danger, we run away, like all animals.

Lots of research shows that we feel good when we get positive feedback. It’s no surprise that many people prefer to say nice things than give true and useful feedback. Yet research also shows that most of us understand how important it is to hear true things about ourselves. Nobody wants to hear that they’re doing badly, but people quickly understand that it can help them to do their jobs better.
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A feedback circle is one of the best ways to get better performance. We learn faster and achieve more when giving and getting feedback all the time, as part of working together. Feedback helps us to understand others, and creates an environment of being in things together. It takes away the need for rules, or telling people what to do.

But it’s very hard to stop employees from only giving feedback when someone asks for it. And it’s hard to stop them only saying positive things to people, but criticizing when the person is not in the room.

People don’t want to upset someone but they also want to help that person succeed. At Netflix, we believe in giving feedback in the right environment, in the right way, without upsetting people.

Start by getting employees to give open feedback to the manager. It’s not easy, but it’s really useful. When you get higher in an organization, you don’t get much feedback and can make mistakes that are dangerous for the company.

At Netflix, managers ask for feedback at the start or end of every meeting, and employees know they want it. Managers also show how to give and take feedback
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Footnote

Note about the story

fn1 Definitions of words in bold can be found in the glossary on pages pages 88–94.
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