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Nonallotted vacation days. No spending policies. A policy of constant feedback on one’s work
that can be read by the entire organization. And the fact that even though an employee’s
performance might be “good,” he or she might still get fired. After Netflix published its culture
deck in 2009, it was called many things: “weird,”* “groundbreaking,”? “terrifying,”® and “amazing
and unusual.”* Sheryl Sandberg, former chief operating officer of Facebook (later Meta), called
it “the most important document to come out of Silicon Valley.”>

There was something, however, that was hard to question. With all its disruptive peculiarities,
Netflix’s culture, throughout the 2000s and 2010s, yvielded impressive results.

Indeed, during this period, Netflix successfully anticipated—even pioneered—many of the
disruptions that hit the media industry. What began as a movie rental service by post, using physical
media such as DVDs, successfully leveraged digital technologies to become a vertically integrated
video streaming platform, leading the market with 220 million subscribers® in Q1 of 2022.
Moreover, it had become the fourth largest media company in the world.” Many of its movies and
shows—such as House of Cards or Stranger Things—shaped pop culture, and in 2021, it secured
36 nominations for the Academy Awards, the most of any studio, eventually winning seven Oscars.?

What made Netflix's culture so innovative, and more importantly, what made all its elements work?

Netflix Company History
DVD Rental by Mail

Netflix was founded in California in 1997 by Reed Hastings and Marc Randolph.? It launched as
avideorental service, but one with a completely novel business model. Instead of renting movies
through a network of physical stores—a market then dominated by Blockbuster Video—Netflix
mailed the films directly to the customers’ homes. This saved customers the need to travel to
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the video store, and on Netflix’s side, this model allowed a much wider library of titles than what
a physical store could carry, and the inventory was much more centralized and efficient. A key
factor for the success of this new model was the emergence of DVDs, a lighter format than
videotapes and with better image quality. Another important innovation was the creation of a
subscription service (as opposed to paying for each individual rental) in 1999.

Nonetheless, Netflix's early history was rocky. In 2000, when Netflix had 300,000 subscribers,
the company lost $57 million. Reed Hastings and his partners contacted Blockbuster to offer the
chance of buying out Netflix for $50 million and turning it into a Blockbuster unit. However,
the company refused. Ten years later, while Netflix thrived, Blockbuster filed for bankruptcy.*°

First Steps in Streaming

With the improvement in the capacity and availability of broadband Internet in the United
States, digital distribution became increasingly viable as a platform for delivering video. In 2005,
Apple began selling films and TV shows through its popular iTunes platform.!! That same year
also saw the launch of YouTube, which allowed users to upload and watch short videos. YouTube
quickly became the fastest growing site on the web.'? In'2007, an alliance of several large US
entertainment groups (Fox, NBC Universal, and, later, The Walt Disney Company) launched Hulu,
which offered a portion of these groups’ TV programming as video-on-demand.

Netflix began experimenting with streaming in 2007. Its available library was small at the
beginning (around 1,000 titles).!®> These were films and TV shows that—in the words of Ted
Sarandos, Netflix's chief content officer—"you’ve never heard of.”** Streaming was offered free
of charge to Netflix mail customers, although the number of streaming hours was limited.

Netflix soon started expanding its streaming library, leveraging the fact that cable networks still
did not see streaming as a serious threat, nor did Hollywood studios consider it a source of
significant revenue. Thus, Netflix was able to obtain content cheaply. For example, in 2008,
Netflix signed a deal with the cable network Starz (which had licensed Sony and Disney’s pay TV
rights) to use the network’s content. The deal required Netflix to pay $0.15/month for each
Netflix subscriber (Netflix had 9 million subscribers by the end of that year). As a comparison,
conventional cable distributors were paying Starz $4 per subscriber.®

Eventually, Netflix saw video streaming as the future core activity of the company. In 2010,
Hastings told analysts, “We are very proud to announce that by every measure we are now a
streaming company, which also offers DVD-by-mail.”*®

Netflix’s success, however, soon began making content more expensive. Deals signed in the
2010s came at a much more expensive price, and with increasingly onerous terms. For example,
when Netflix signed a deal with Disney in 2012, it had to give up on new releases until 2016/
and paid $300 million per year.

By the end of 2011, the company surprised many with a sudden change in strategy. First, Netflix
introduced new split rates for the DVD-by-mail and streaming services (consequently, the cost of
enjoying both services increased from $10 to $16). The company claimed that this price increase
was caused by the higher fees that studios were asking for streaming their content. Moreover,
Netflix would divide itself into two companies: Netflix proper would focus on streaming, whereas
the newly created Qwikster would manage the traditional DVD-by-mail business. Hastings alleged
that this split would allow Netflix to specialize and focus solely on streaming.*®
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Customers vigorously pushed back against the company’s intentions,*® and shares fell 50% in
the 2 months following the announcement; Netflix also lost 800,000 subscribers in Q3 of that
year.?° Netflix quickly reversed its plans of splitting the company, although it kept the rate hike
for a combined DVD/streaming service.

Pivot to Original Content

Netflix’s focus on streaming made international expansion more straightforward: Netflix no
longer depended on local post services nor needed to develop a complex logistics network in
order to launch in other countries. Thus, in September 2010, it started operating its streaming
service in Canada, and from that point onward, the pace of expansion skyrocketed: By the end
of 2011, Netflix was already available throughout the entire Americas, and the first European
markets were opened in 2012, with Oceania and Asia following in 2015. In consequence, the
number of subscribers exploded, increasing from 20 million in 2010 to 100 million by the end of
2016, when Netflix was already present in 190 markets.

In parallel to this international expansion, Netflix made a major change to its strategy: In 2013,
it released House of Cards, the company’s first major self-produced series. To develop the show,
Netflix drew upon household names such as actors Kevin Spacey and Robin Wright, alongside
director David Fincher. Overall, Netflix invested $100 million in the first two seasons?! (a budget
close to that of the most expensive shows of the time, such as HBO’s hit Game of Thrones).
Moreover, Netflix upended the established model of producing and broadcasting a TV show.
The company greenlit the full series based on-an analysis of data from subscribers, instead of
employing focus groups. Also, it made all episodes simultaneously available to subscribers,
instead of releasing one episode every week, as it was traditionally done.

The success of House of Cards led Netflix to implement an ambitious strategy of original
programming. In the words of Ted Sarandos, chief content officer, Netflix was trying to “become
HBO faster than HBO can become us.”%? By 2022, over half of the new content added to the platform
was now original programming,?? featuring hit shows such as Stranger Things, Bridgerton, and The
Witcher. Besides internal production, Netflix also licensed worldwide rights of third-party
productions, some of which went on to become global hits, such as Money Heist and Squid Game.

However, Netflix’s success and streaming’s growth had not gone unnoticed. Netflix's old
partners—the major studios that had signed agreements with Netflix to distribute their products
first through DVD-by-mail and later through streaming—were now rivals. One of the best
examples was Disney, which had gone from partnering with Netflix to develop several successful
shows based on Marvel characters (Daredevil, Luke Cage, Punisher, Jessica Jones, Iron Fist, and The
Defenders) to withdrawing from that agreement in 2018, forcing Netflix to cancel those shows. In
the meantime, Disney had already announced its own streaming platform, Disney+. Other major
entertainment and tech groups also invested heavily in their own streaming services, such as
Warner (HBO Max), Apple (Apple TV Plus), and Amazon (Prime Video). Niche and regional
streaming services also thrived. This competition was soon dubbed “the streaming wars.”

Netflix in 2022

Despite the growing competition, by the end of 2021, Netflix was the top streaming service in
the world, with nearly 222 million subscribers around the world. It was followed by Amazon
Prime Video (200 million), Disney+ (130 million), and HBO Max (74 million).?* It had revenues of
$29.7 billion (up 19.7% from 2020) and a net income of $5.1 billion (up 85.2%).%°
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