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Introduction  

Many of us are fascinated by Pirates. When I ran across Peter Leeson’s article “An-aargh-chy The 

Law and Economics of Pirate Organization,” as wells as his book The Invisible Hook, The Hidden 

Economics of Pirates, cited below1 I thought it might be interesting and useful to compare the 

business organization of pirate ships to modern day corporations and limited liability companies 

(LLC’s).2   

Pirates 

To begin with Mr. Leeson makes the interesting observation that pirates did not have an absentee 

owner as principal. They stole the ship. And, although they are a “motley crew of outlaws” they 

were self-governing and essentially owner-operators in a general partnership as both principal and 

agent. And management of the “pirate company” was surprising democratic. Pirates “stood” to 

nominate and speak highly of candidates for Captain and Quartermaster. The crew with one vote 

person elected the Captain and the Quartermaster, either of which could be removed at any time 

the crew wanted to vote on the matter. And, neither the Captain or Quartermaster had expansive 

powers. Mr. Leeson explains that authority was separated between the Captain, who handled the 

battles, and the Quartermaster who handled the day-to-day administration.  

The Captain’s cabin was not private as has been portrayed in movies, and he ate the same food as 

the crew. Contrary to my imagination, the pirates did not keep what they personally seized. Rather, 

the pirate booty was gathered as a whole, then distributed. Again, this is a very partnership-like 

approach to operations. The captain’s share of pirate booty did not vary too much from the average 

sailors. Certain crewmembers like the hunter, surgeon, carpenter and those who had lost a limb 

were paid first and extra from the pirate booty.  

Pirates had incentive systems and rules to avoid sloth and well as a system of rather extreme 

punishments for transgressions, e.g. the punishment for a woman smuggled on board was death.  

Pirates tortured third-parties, in part to bolster their reputation. Being fearful, denizens were more 

likely to turn over their valuables, and some authorities might hesitate to take action for fear of 

retribution. Leeson, The Invisible Hook, at pp131-132.  

To succeed and to avoid anarchy pirates had to cooperate among themselves – a prime example of 

the idiom “Honor among thieves.” Over time pirates developed “pirate codes” which were more 

 
1 Leeson, Peter J. An-aargh-chy The Law and Economics of Pirate Organization, 115 Journal of Political Economy, 

1064-1077 (2007), www peterleeson.com/ An-aargh-chy.pdf (Access 06 March 2020) and Leeson, Peter T., The 

Invisible Hook, The Hidden Economics of Pirates, Princeton University Press, Woodstock, Oxfordshire (2009).   
2 All of the material about pirates comes from these sources.  



or less standardized rules of governance with names like “Articles of Agreement,” or “Laws of the 

Company.”3 Adoption of these Articles had to be by unanimous agreement.  

All of this begins to sound like John Locke’s social contract, where reasonable men draft rules for 

a just society. But as discussed by Pater Leeson much of it may also have been for the reasons 

stated by Thomas Hobbs, i.e. to maintain order and avoid the self-destruction of “war of all against 

all.”    

The Corporation 

Unlike pirate ships, corporations, of course, do have absentee owners, i.e. the shareholders. But 

there can also be owner-operators in a close corporation.4 When shareholders vote for and elect 

the board of directors, voting is not per capita, i.e. one person one vote like the pirate company. 

Rather, corporate shareholders vote their number of shares. Usually this is one share-one vote. But 

each share may have multiple votes, say 5 votes, or be non-voting, i.e. with no vote at all. In 

corporations a few shareholders may dominate management and the company. With pirates 

because each crew member has one vote it would take a group of crewmembers to control the ship.  

Pirate ships and corporations share the separation of powers. With the pirates, authority is shared 

between the captain and the quartermaster, subject to the crew members. With corporations, 

authority is shared between and among the Board, President and other officers of the company. 

Technically, this authority is subject to the shareholders, but most of the time the shareholders’ 

authority is limited to election of the board members and matters outside the corporation’s normal 

course of business. In pirate governance authority was relatively flat, i.e. democratic, with the crew 

members active involvement. Corporate management is hierarchical. With pirates pay was mostly 

evenly divided and relatively equal, while with corporations the executives’ pay is grossly, 

incredibly, if not obscenely, unequal.  

Like the pirates, corporations have incentive systems for performance. But corporations do not 

have the severe punishment, like “walking the plank” that pirates had. Discipline is more likely to 

be demotion or termination of employment - “death” as to the corporation maybe, but not 

permanently. Corporations also lack torture as a marketing and branding device.      

Overall, the corporation has features in common with the Pirate Code and Articles of Agreement.  

A corporation’s governing documents are the Articles of Incorporation, the Bylaws, and perhaps 

a Shareholders’ Agreement5. The Bylaws specify the officers’ powers and company procedure. 

Unlike pirates who disregard and disrespect the laws of the state, corporate governance and 

operations are subject to the code of the state, which is usually patterned after the Revised Model 

Business Corporation Act (a national, mostly uniform code), as well as other state and federal law, 

including employment law, securities law, etc.  

Pirates and corporations share private ownership, self-governance, separation of powers, 

accountability, and working together as a collective unit.  Pirate companies and modern 

 
3 Also, “Custom of the Coast” and “Jamaica Discipline.” Leeson, The Invisible Hook, at p. 60.  
4 As used here “closed corporation” means one with few shareholders where key shareholders also work for and 

manage the company.  
5 Among other things the Shareholders’ Agreement could define the shares to be held by the founders, active 

participation requirements, removal from office procedure, buy-sell provisions and purchase price formula, as well as 

non-competition, non-solicitation and confidentiality provisions.    



corporations do not share the democratic system of governance or relatively equality of 

remuneration which characterize the pirate “company.”    

Limited Liability Company (LLC) 

Similar to the pirates governing agreements a limited liability company has the Articles of 

Organization and the Operating Agreement.6 The LLC is often owner-operated with no outside 

principal. There can be absentee owners, like the corporation, but with the small business LLC, 

the focus is on joint work and division of profits. In an LLC remuneration can be shared equally 

or by percentage interest. An LLC may be Manager-managed or member managed. The Manager 

managed LLC has separation of powers and a hierarchy of power. The hierarchy of LLC 

management depends on whether the Manager has “King Tut” absolute authority, no authority 

without approval, or authority for ordinary things in the course of business but not unusual 

transactions like pledging or selling company assets. The pirates’ management actions required 

unanimous approval.7  

A member-managed LLC begins life as a partnership where by statute the members each have one 

vote. This is the default rule under which the LLC is democratic, like the pirate company. However, 

this basic rule is often modified by an operating agreement which specifies “percentage voting,” 

that is, an investor who pays for 60% of the company can, by agreement with the other members, 

vote 60% on various company issues. The 60% member would also receive 60% of the firm profits 

unless the operating agreement specifies percentage of payment to the members. With an LLC a 

member, by agreement of all the members, may own 60% of the company but receive 85% or 35% 

of the profits, whatever is agreed. LLC’s may also have classes of interest, like A and B level 

“shares.” One class may be voting and the other not. Pirates did not have classes of voting rights.   

Concluding Comments:  

The pirate ship and crew were a company with organizing principles and rules of operation. 

Although the pirate company was not exactly the same in terms of organization and governance 

as a corporation or limited liability company, the three business models have much in common. 

And, it is difficult to find an operating principle of the pirate company that did not adopt or consider 

and reject features of modern business organizations. And, it is interesting to note that the pirate 

company was the most democratic of the three.  

On the next page is a chart comparing the pirate company to modern corporations and limited 

liability companies. 

  

 
6 The operating agreement is the governing documents of the LLC. It sets forth the purpose of the company, its 

ownership, what is paid for that ownership, authority of managers and members, restrictions on new members and 

transfer of ownership, dissociation and dissolution, plus the governing tax law provisions.    
7 This works, at least procedurally, because the owners are all on the ship. Still unanimous consent, on anything, is 

difficult to achieve in practice, so one has to wonder how well this worked.    



 

Component Pirate Co. Corporation Limited 

Liability 

Company 

Comment 

Organizational 

Documents 

Articles of 

Agreement or  

Laws of the 

Company 

Articles of 

Incorporation and 

Bylaws8  

according to the 

Revised Model 

Business 

Corporation act   

Articles of 

Organization and 

the Operating 

Agreement  

Leeson, from 

whose works 

the pirate 

material was 

taken, points out 

that many of the 

US Founding 

Fathers ideas 

could be found 

in the pirate 

codes of 

decades earlier. 

Ownership 

Structure 

Owner operated Absentee owner 

or owner 

operated in close 

corporation.  

Usually core 

group of owner 

operators. There 

may be absentee 

investors 

A member-

managed LLC 

with per capita 

voting is much 

like the pirates’ 

company.   

Governance, 

Authority and  

Administration 

Democratic Hierarchical  

 

Top Down   

Can be 

democratic with 

per capita vote 

but usually some 

hierarchy based 

on ownership 

interest and 

position as 

manager. 

An LLC with 

per capita vote 

has much in 

common with 

the pirates’ rules 

of voting and 

distribution of 

income. 

Profit 

Distribution 

Equal share of 

profits except 

for special crew 

members 

Hierarchy of 

salaries & profit 

distribution. 

Extreme disparity 

between top and 

bottom workers 

in large 

corporation. 

Profits divided as 

specified in the 

operating 

agreement, 

usually according 

to percentage of 

ownership. 

  

A shareholder 

or LLC member 

voting by 

percentage 

interest may 

dominate the 

company.  

Incentives Incentives Incentive Incentives  

Discipline Harsh up to 

death 

Demotion or 

termination 

Expulsion  

 

 
8 Corporate bylaws are the rules and regulations adopted by the company to guide management and operations. These 

rules include the election of board members and officers and meeting procedure. Bylaws may list the governing bodies, 

like the board of directors, and officers, their qualifications, duties, and powers. 


