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Brief Summary of No Rules Rules 
Netflix and the Culture of Reinvention 

 
Reed Hastings and Erin Meyer 

 
• The culture at Netflix was that of valuing people over process, emphasizing innovation over 

efficiency and having few controls – a culture where No Rules Rules 

•  Netflix Culture deck had a set of 127 slides – though initially used internally was shared on 

the internet in 2009 – https://www.slideshare.net/reed2001/culture-1798664  The current 

culture values are in http://jobs.netflix.com/culture   One such value they talk about is 

“Unlike many companies we try to hire well – adequate performance gets a generous 

severance package”  

• This goes against Amy Edmondson’s Fearless Organization where she says that if you want 

to encourage innovation, you should develop an environment where people feel safe to 

dream, speak up and take risks.  The safer the atmosphere, the more innovation you will 

have 

• Despite all the aggressive confrontational view of the culture deck, employees, investors and 

customers seemed to love Netflix for their culture 

• Reed Hastings in his previous venture at Pure Software tried to create rules and establish 

processes every time there was a mistake or employees taking advantage of No rules – this 

led to a situation where they had become increasingly efficient but decreasingly innovative. 

• For Netflix, Reed wanted to promote flexibility, employee freedom and innovation instead of 

error prevention and rule adherence.   

• He believed that if you give employees more freedom instead of developing processes to 

prevent them from exercising their own judgement, they will make better decisions and it is 

easier to make them accountable – this needed building up talent density and increase in 

candour and reduction in control. 

Build up talent density 

• Netflix was launched in 1998 as the world’s first online DVD rental store – with 30 

employees and 925 movie titles – they later went on to have 120 employees 

• In 2001, during the dotcom crisis, Netflix was forced to lay off employees – they decided to 

divide the staff into two piles – the 80 best performers who they would retain and the 40 

less amazing ones they would let go.   

• Reed was apprehensive of the impact of the layoffs – if that would affect the morale of the 

existing employees – however during the Christmas season, they noticed that they were 

doing far more work, more passionately with 30% less employees 

• A company with really dense talent is where everyone wants to work – high performers 

thrive in environments where the overall talent density is high. 

• For top performers, a great workplace is not about a lavish office, a beautiful gym or a free 

lunch – but it is about the joy of being surrounded by people who are both talented and 

collaborative. 

• Their policy was clear – Hire the very best employees and pay at the top of the market.  And 

coach the managers to have the courage and discipline to get rid of any employees who 

were displaying undesirable behaviours or weren’t performing at exemplary levels. 

https://www.slideshare.net/reed2001/culture-1798664
http://jobs.netflix.com/culture
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Say what you really think with positive intent 

• Openly voicing opinions and feedback instead of whispering behinds one another’s backs 

reducing the backstabbing and politics and allowed them to be faster 

• They coined the term “Only say about someone what you will say to their face” 

• When giving and receiving feedback is common, people learn faster and are more effective 

at work. 

• High Performance + Selfless candour = Extremely high performance 

• At Netflix, it is tantamount to being disloyal to the company if you fail to speak up when you 

disagree with a colleague or have feedback that could be helpful.   

• Netflix promotes not just candid feedback but also frequent feedback which increases the 

chances that you will hear something hurtful 

• Receiving bad news about your work triggers feelings of self-doubt, frustration and 

vulnerability – your brain responds to negative feedback with the same fight-flight reactions 

of a physical threat, releasing hormones and heightening emotions 

• A feedback loop is one of the most effective tools for improving performance.  Feedback 

helps us to avoid misunderstandings, creates a climate of co-accountability and reduces the 

need for hierarchy and rules 

• To develop a culture of candour in any organization, it is important that the boss gives 

copious feedback and vice versa – the employees giving candid feedback to the boss. 

• One of the ways to encourage providing honest feedback is to have the feedback as an item 

on your meeting agenda. 

• Netflix invests significant amount of time teaching their employees the right and wrong way 

to give feedback 

• 4A Feedback Guidelines 

Giving Feedback 

o Aim to Assist – feedback must be giving with positive intent – clearly explaining how 

a specific behaviour change will help in individual or the company not how it will 

help you 

o Actionable – feedback must focus on what the recipient can do differently 

Receiving Feedback 

• Appreciate - Ask yourself “how can I show appreciation for this feedback by listening 

carefully, considering the message with an open mind and becoming neither 

defensive nor angry” 

• Accept or Discard – You are required to listen and consider all feedback provided; 

you are not required to follow it.  Say thank you with sincerity 

 

• Feedback can be provided anywhere and anytime – in private, behind closed doors. 

• Importantly, a culture of candour does not mean that you can speak your mind without 

concern for how it will impact others – it requires that everyone thinks carefully about the 

4A guidelines 

Vacation Policy 

• Today in the information age, what matters is what you achieve, not how many hours you 

clock, especially for creative companies like Netflix 
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• With employees working long hours, there was an idea mooted for having a “No Vacation 

Policy” – meaning employees could take break/s if they wished during the year. 

• For Netflix, many of their biggest innovations happened when people took time off.  Time 

off provides mental bandwidth that allows you to think creatively and see your work in a 

different light.  If you are working all the time, you don’t have the perspective to see your 

problem with fresh eyes. 

• For the “No Vacation Policy” to be truly implemented well, leaders must model big vacation 

taking – as without a policy, most people would look around their department to understand 

the “soft limits” of what is acceptable. 

• In the absence of a written policy, every manager must spend time speaking to the team 

about what behaviours fall within the realm of acceptable and appropriate.  The clearer the 

manager is when setting context, the better 

• The practices modelled by the boss will be critical to guide employees as to the appropriate 

behaviour.  An office with No Vacation Policy but a boss who never vacations will result in an 

office that never vacations. 

• For Netflix, unlimited holiday is easy to implement – you have to create an environment of 

trust – through these three rules 

o Always act in the best interest of the company 

o Never do anything that makes it harder for others to achieve their goals 

o Do whatever you can to achieve your own goals 

• Giving employees more freedom led them to take more ownership and behave more 

responsibly – they coined the term “Freedom and Responsibility” 

• With the right employees, clear modelling from the management and enough context 

setting, Netflix could get along perfectly without a bunch of rules 

• They came out with some guidelines for Expenses 

o Spend company money as if it were your own 

o Act in the best interests of Netflix 

• When removing travel and expense policies, encourage managers to set context about how 

to spend money upfront and to check employee receipts at the back end. 

• When you find people abusing the system, fire them and speak about the abuse openly – 

even if they are star performers in other ways. 

• Many employees will respond to their new freedom by spending less than they would in a 

system with rules.  When you tell people you trust them, they will show you how 

trustworthy they are. 

Pay top of Personal market 

• In most organizations, there are some great employees and some just okay ones.  At Netflix, 

every one is a high performer – and you go into the meetings, it is like the talent and the 

brain power could generate the office electricity. 

• People are challenging one another, building up arguments and each of them is practically 

smarter than Stephen hawking.   It is this high talent density at Netflix that drives the Netflix 

engine to success. 

• The Rockstar principle – research has it that the best programmer outperforms the average 

counterpart by a factor of two or three – the best guy twenty times faster in coding, twenty-

five times faster at debugging and ten times faster at program execution. 
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• The choice they had was to hire 10-15 average engineers or hire 1 Rockstar and pay 

significantly higher than what others are paid.   

• Netflix tried to divide jobs into Operational and Creative roles.  For operational roles, you 

may get a 2x improvement in the best person vs the average person. For operational roles 

you can pay an average salary and the company will do very well. 

• Netflix believed that all creative jobs, they would pay one incredible employee top of his/her 

personal market instead of using the same money to hire a dozen or more adequate 

performers 

• Additionally, it is not just how much you pay people that matters – the form of payment is 

important.  If a large part of pay is contingent on performance, then it is not as great as it 

sounds 

• Netflix believes that bonuses are bad for flexibility.  Contingent pay works well for routine 

tasks – but actually decreases performance for creative work. 

• Talent density is increased by paying people high salaries and increasing them over time to 

assure they remain top of the market 

• Netflix wants to pay what will attract and keep talent so their conversation with employees 

is focused on making it clear  

o that they estimate well what their prospective employee could make at any other 

company and  

o they will be paying just above that 

• Pay top of the market seems to be the motto of Netflix – they do a lot of research among 

competitor companies and give raises based on it.  If the market value for an employee 

shifts up because of skill set increase or a shortage of talent in the field, the salary goes up 

along with it. 

• To retain your top employees, it is always better to give them a raise before they get the 

offers 

• In order to fortify the talent density in your workplace, for all creative roles hire one 

exceptional employee instead of ten or more average ones. 

Open the Books 

• According to a study, an average person keeps thirteen secrets, five of which he or she has 

never shared with any one else.  A typical manager has much more 

• Secrets, which could involve violation of trust, financial impropriety, a lie, hidden 

relationship etc takes a psychological toll in terms of stress, anxiety, depression and low self-

esteem. 

• When secrets are shared, the trust, confidence and loyalty in the receiver goes up many 

times.  There is no better way to build trust quickly than to shine a light directly on a would 

be secret 

• Netflix believes any locked area is symbolic of hidden things and signifies we don’t trust each 

other – they believe in “sunshining” the secret 

• With transparency being the key, they wanted employees not to feel like they are working 

for Netflix, but to feel like they are part of Netflix.  The goal was to make employees feel like 

owners and in turn, to increase the amount of responsibility they took for the company’s 

success. 

• This trust in employees generates feelings of ownership, commitment and responsibility 
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• Transparency is taken to such heights that information such as sharing of quarterly financial 

data to employees before making them public or possible organizational restructuring, or 

communication related to terminating an employee, or when as a CEO you screw up on your 

recruits and own responsibility for it – are all out in the open.  They talk of whisper wins and 

shout mistakes. 

• Prior to making financially sensitive presentations, they put up a slide saying “You go to jail if 

you trade on this or if your friend does.  Confidential.  Do not share”  

• Sunshining on mistakes, be it even a leader, encourages every one to think that making 

mistakes is normal.  This encourages employees to take risks when success is uncertain and 

leads to greater innovation in the company 

• Self-disclosure builds trust, seeking help boosts learning, admitting mistakes fosters 

forgiveness and broadcasting failures encourages your people to act courageously. 

No decision-making approvals needed  

• In most companies, the boss is there to approve or block the decision of employees.  This is 

a sure-fire way to limit innovation and slow down growth. 

• Don’t seek to please your boss, seek to do what is best for the company 

• Netflix strives to develop good decision-making muscles everywhere in the company – and 

they pride on the fact that senior management is involved in making only a few decisions 

• Dispersed decision-making can only work with high talent density and high amounts of 

organizational transparency 

• People desired and thrive on jobs that give them control over their own decisions.  The more 

people are given control over their own projects, the more ownership they feel, and the 

more motivated they are to do their best work. 

• Employees do not need boss’s approval to move forward. If an employee comes up with a 

proposal, the boss asks himself/herself these four questions 

o Is he/she a stunning employee? 

o Do you believe he/she has good judgement? 

o Do you think he/she has the ability to make a positive impact? 

o Is he/she good enough to be on your team? 

• If your answer is “No” to any of these questions, you should get rid of the employee. 

• If your employees are excellent and you give them the freedom to implement the bright 

ideas they believe in, innovation will happen 

• They believe, since they are in a creative market, their big threat in the long run is not 

making a mistake, it is lack of innovation. 

• In order to encourage employees to shift their mindset in the direction of experimentation, 

they used the image of placing bets – this motivated employee to think of themselves as 

entrepreneurs. 

• While placing bets, some bets would succeed, some would fail – the performance would be 

judged by not whether an individual bet failed, but the overall ability to use the chips to 

move the business forward. 

• The Netflix Innovation Cycle talks of four steps 

o “Farm for dissent” or “socialize” the idea 

o For a big idea, test it out 

o As the informed captain, make your bet 
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o If it succeeds, celebrate.  If it fails, sunshine it 

• It is disloyal to Netflix when you disagree with an idea and do not express the disagreement.  

By withholding your opinion, you are implicitly choosing not to help the company. 

• Farming for dissent is about actively seeking out different perspectives before making any 

major decision.  Different opinions could be through comments on a document or rating the 

idea on a scale -10 to +10 on a spreadsheet. 

• The more you actively farm for dissent and the more you encourage a culture of expressing 

disagreement openly, the better the decisions that will be made in the company 

• On the other hand, socializing an idea is about trying to get different perspectives by 

socializing the idea with peers and other leaders – the emphasis less of dissent and more on 

farming 

• Most successful companies run all sorts of tests in order to find out how and why customers 

behave the way they do and the results of the tests usually influence corporate strategy 

• At Netflix, getting it perfect does not matter, what matters is moving quickly and learning 

from what you are doing 

• Netflix believed in celebrating it – if an idea blooms, and sunshine it, if it fails.  For projects/ 

ideas that don’t succeed, they had a three-part response 

o Ask what learning came from the project – be candid about your failed bets and talk 

about the learning 

o Don’t make a big deal about it – When a bet fails, the manager must be careful to 

express interest in the takeaways, but no condemnation – nobody will scream, and 

nobody will lose his job 

o Sunshine the failure -   They believed, when you sunshine your failed bets, everyone 

wins – it is about learning, and taking responsibility for your actions. 

• To survive a big mistake, you must lean all the more into the sunshine.  Talk openly about it 

– you will be forgiven. But if you brush your mistakes under the rug and keep making 

mistakes, the end result will be much more serious. 

The Keeper Test 

• To achieve the highest level of talent density you have to be prepared to make tough calls.  If 

you are serious about talent density, you have to get in the habit of doing something a lot 

harder – firing a good employee when you think you can get a great one. 

• We often find leaders telling their employees – “we are a family”.  But a high talent density 

work environment is not a family – A family is about staying together regardless of 

“performance” 

• Netflix did not want people to see their jobs as a life time arrangement.  A job is something 

you do for that magical period of time when you the best person for the job and that job is 

the best position for you 

• Once you stop learning or stop excelling, that is the moment for you to pass on that spot to 

some one else who is better fitted for it and to move on to a better role for you 

• They found a professional sports team as a good metaphor for high talent density since 

athletes 

o Demand excellence – making sure every position is filled by the best person at any 

given time 

o Train to win – expect to receive candid and continuous feedback about how to up 

their game from the coach and from one another 
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o Know effort isn’t enough and putting in a B performance despite an A for effort – 

they will be thanked and swapped for another player 

• For an individual to be deemed excellent, he can’t be just amazing at the game, he has to be 

selfless and put the team before his ego. 

• For people who value job security over winning championships, Netflix is not the right choice 

– and they are very clear and non-judgemental about it. 

• Netflix had the “Keeper Test” which is “If a person on your team were to quit tomorrow, 

would you try to change your mind?  Or would you accept their resignation, perhaps with a 

little relief?  If the latter, you should give them a severance package now, and look for a star, 

someone who you would fight to keep” 

• They try to apply the Keeper test to everyone – the goal is to remove any shame for any one 

to let go from Netflix 

• Netflix’s culture deck talks about “Like every company, we try to hire well.  Unlike many 

companies, we practice – Adequate performance gets a generous severance package” 

• They believed that the Performance Improvement Plan (PIP) rarely helps employees improve 

and they delay the firing by several weeks – and this can be expensive. 

• PIPs were invented for two reasons – one to protect employees from losing their job without 

getting constructive feedback and the opportunity to improve.  Two, protect the company 

from a lawsuit. To counter this, they sign an agreement that they wouldn’t sue Netflix and in 

return get a generous severance package. 

• With the Keeper test and the push for high talent density, employees often are 

apprehensive about keeping their jobs – to minimize this fear, employees are encouraged to 

ask their managers the “Keeper Test Prompt” – “If I were thinking of leaving, how hard 

would you work to change my mind”.  When you get the answer, you know exactly where 

you stand. 

A Circle of feedback 

• There is one Netflix guideline that if practiced religiously would force everyone to be either 

radically candid or radically quiet – “Only say about someone what you will say on their 

face” 

• Candour is like going to the dentist.  Even if you brush your teeth daily, you may still miss 

some uncomfortable spots. 

• Netflix established regular mechanisms so that critical feedback is given at the right time. 

• They did not favour the performance reviews – since the feedback was only one way and 

from one person. 

• They came out with a 360 review – with the employee listing out names of those whom 

he/she wanted to receive feedback from.  This was filled out anonymously across a series of 

categories rating the employees on a scale of 1-5 with a Start, Stop, Continue format to 

ensure there was concrete, actionable feedback. 

• The anonymity of the feedback made the comments vague and not actionable – and in some 

cases gave an opportunity to vent out in sarcastic ways – which wasn’t helpful 

• The second time around, the employees gave out their names on the 360 – and this made 

the observations concrete and actionable 
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• A big improvement later on was that each person could give feedback to as many colleagues 

in the organization – at any level.  Most people provide feedback for at least 10 colleagues – 

but 30-40 is common 

• Although the 360 written exercise established regular candid feedback, and many chose to 

discuss the feedback after the reports came out, it did not ensure that the open discussions 

were actually happening 

• Reed came up with a Live 360 feedback, which was more like a Speed feedback – each pair 

gave one another feedback using the “Start, Stop, Continue” method.  Once all the members 

were covered, they had a group discussion on what they learnt during the feedback 

• They found the Live 360s useful because individuals became accountable for their behaviour 

and actions to the team 

• A Live 360 could take about 3 hours for a group of 8, may be 5-6 hours for a group of 12. 

Lead with Context not Control 

• Leadership with control is familiar – the boss directs the initiatives, actions and decisions of 

the team, gives some freedom to the team, but has overall control 

• Leading with Context gives considerably more freedom to the employees.  As a leader, you 

provide all the information you can so that your team members can make great decisions 

and accomplish their work without oversight or process controlling their actions. 

• The benefit is that the person builds the decision-making muscle and makes better 

independent decisions 

• However, Leading with Context requires that you have a high talent density. 

• A great example differentiating the Leading with Control and Leading with Context is how 

you treat your teenage son going out to party on Saturday nights – monitor him every half 

hour till he comes home or explain to him the dangers of drinking and driving and once he 

understands, let him go without any process or oversight. 

• A second key question to consider to lead with context or with control is whether the goal is 

error prevention or innovation.  If the focus is on eliminating mistakes, control is best.  If the 

focus is on innovation, it is best to lead with context, encourage original thinking and not 

telling employees what to do 

• A third criteria to consider is whether the system is loosely or tightly coupled. In a tightly 

coupled system, the various components are intricately intertwined and making changes to 

one of the systems may impact the entire system.  In a loosely coupled system, there are 

few interdependencies between the component parts making the entire system flexible 

• In a tightly coupled system you will have to work with the top leaders to change the 

organizational approach before trying to lead with context at a lower level.  However 

strategic change is easily aligned throughout the organization. 

• For loose coupling to work effectively, with big decisions made at the individual level, the 

boss and the employees must be in complete agreement – loose coupling only works if there 

is a clear shared context between the boss and the team 

• Netflix believed in the motto that “when one of your employees does something dumb, 

don’t blame them.  Instead ask yourself what context you have failed to set.  Are you 

articulate and inspiring enough in expressing your goals and strategy?  Have you clearly 

explained all the assumptions and risks that will help your team to make good decisions?  

Are you and your employees highly aligned on the vision and objectives?” 
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• In most organizations, we find the pyramid decision making structure – the boss makes the 

decision and pushes it down or those at lower levels make smaller decisions and leave the 

big ones to the top management. 

• At Netflix, the informed captain is the decision maker, not the boss.  The boss’s job is to set 

the context that leads the team to make the best decisions in the organization.  This type of 

decision making is more like the tree – with the CEO sitting at the roots and the informed 

captain at the top branches making the decisions. 

Bring it all to the world 

• One needs to keep in mind the culture of the country you are in, while giving feedback.   

• Netflix had talked of the 4A approach for giving feedback – Aim to Assist, Actionable, 

Appreciate, Accept or Decline.   

• While giving feedback around the world, one needs to add a 5th A – Adapt - adapting your 

delivery and reaction to the culture you are working with to get the results you need 

• In order to integrate your corporate culture around the world, you have to be humble, be 

curious, listen before you speak and learn before you teach. 

• It is important to map out your corporate culture and compare it to the cultures of countries 

you plan to work in.  For a culture of freedom and responsibility, candour would need extra 

attention – in less direct countries, it is best to implement more formal feedback 

mechanisms and put feedback on the agenda more frequency. 

• In more direct cultures, talk about cultural differences openly so that feedback is understood 

as intended. 

Conclusion  

• Netflix believes that when you lead or manage a company, you have a clear choice – either 

working to control the movements of your employees through rules and process or 

implement a culture of freedom and responsibility, choosing speed and flexibility and 

offering more freedom to employees 

• It is important to differentiate the different ways of working – in a manufacturing 

environment, you are trying to eliminate variation and most management approaches have 

been designed with this in mind. So, companies operated as symphonic orchestras with 

synchronicity, and perfect coordination as a goal. 

• If you are leading an emergency room, testing airplanes or managing coal mines or 

delivering just in time medication to senior citizens, rules is the way to go. 

• However, for those who are operating in the creative economy, where innovation, speed 

and flexibility are the keys to success, those which operate in closer to edge of chaos – the 

symphonic orchestra may not be the right type of musical score – it is more like a jazz and 

when it comes altogether, the music is beautiful. 
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