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Abstract 

Piracy is unquestionably controversial, from the traditional counterfeiting to the online piracy on 

digital contents, the phenomenon creates revenue losses to legal business and poses legal issues 

about intellectual property rights. Nevertheless, many of today’s businesses, strategists, and 

academics who view piracy only as a legal matter, or dismiss it as a nuisance, may miss out one 

of the most important developments in the technology industry. In fact, pirates’ methods to conduct 

their activities present novelties that, if understood, captured and implemented in legal business 

models bring highly valuable innovations. Thus, the purpose of this thesis is to study how piracy 

may be a driver of economic development and the implications that it brings to policy makers. In 

order to conduct this research, piracy is analyzed at an organizational level, thus discovering the 

ongoing interactions between pirates, legal organizations and sovereign institutions. Moreover, 

approaching pirates as an illegal/illicit organization instead of rebellious individuals ensures 

validity to the finding that piracy, overall, is an organizational form that introduces innovations 

into the economic, social, legal and technological environment of societies. The main focus of this 

paper are the innovations that piracy brings at the business model level. Furthermore, the research 

suggests that business model innovation may be the best “weapon” –surely the most profitable – 

against piracy itself, instead or at the side of intricate and costly law enforcement efforts.  In fact, 

piracy is a highly adaptable phenomenon and always find new grey areas to exploit and new 

technological tools to outsmart the opponents. As example, when governments started to track 

which files users were exchanging on the internet, cyber-pirates designed programs (TOR above 

all) to anonymize the connections to the servers. Hence, “corsarization” of pirate innovations is 

strongly advised in order to innovate and capture new market opportunities. The first chapter 

provides an historical background about the “pirate organization” in order to define the context. In 

the second chapter is outlined a review of the literature regarding management of innovation, 

business strategy and entrepreneurship in order to give consistency to the assumption. The fourth 

chapter presents three case studies stemming from different markets for empirical validity. The 

three firms operate with piracy innovation in different ways, therefore the chapter concludes with 

the analysis of the innovations, especially at the business model level and the suggestions for 

further evolution. The fifth chapter concludes the work summing up the lessons discovered through 

the thesis, presents considerations regarding the role of piracy in society and in the capitalistic 

system while also suggesting the need and scope of further researches. 
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1.  Introduction 

Organizational and management research focuses extensively on topics of legitimacy and 

competition. The focus of these researches are the legitimate for-profit or no-profit organizations, 

embedded in - most often - stable sovereign institutions and operating in economically turbulent 

environments. The goal of my research is to broaden the picture, taking in account the presence of 

other forms of organizations, called the Pirate Organizations. By analysing the reasons, the 

methodologies and the outcomes of these economic agents, I will prove that Pirates, gravitating at 

the periphery of capitalism, redefine disruptively the norms of competition and legitimate profit. 

In fact, piracy is not random, as one could think, but predictable. Moreover, piracy is not opposite 

to capitalism, but a substantial part of it. Therefore, if studied scientifically as any other managerial 

and economic phenomenon, it could be one of the drivers of future capitalism’s growth and 

evolution. 

1.1 Discussion Problems 

Most researches on piracy analyse this reality as a problem, a deviation from the standard 

productive and economic processes. These academics are mostly focused on finding strategies 

against piracy (Murphy 2009) or allow for researches on the indirect benefits and unintended 

positive side-effects of this phenomenon (De Castro et al 2007). As example, several scholars have 

already observed that focusing energies and resources on the ways to prevent piracy enhances 

technological and business innovation. However, the goal of my exploration is to analyse and 

prove piracy from a positive point of view, a major key for development and growth, an extremely 

valuable source of innovation by itself. In order to achieve my proposition I have to change the 

angle of my research, in respect to the other conducted so far, in two different ways. First, I have 

to consider Pirates as an Organization rather than single heroes/criminals. In fact, even if 

capitalistic societies are hyper-individualistic, organizations, rather than individuals, have enough 

power to influence the course of history. An organization is a social group that controls resources, 

works toward objectives, creates transactions and linkages with other organized entities or 

individuals. An organization develops strategies to reach its goals, establishes a set of values that 

materialize in concrete forms and structures where the principles of authority and management 

effect the ability to internally set and reach its specific objectives. Pirates act in the same fashion, 

in fact, in my exploration I come across a series of traits, roles and tactics that bring together pirates 
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of all kind into an organized form, the pirate organization. Pirates organize themselves into groups 

aimed to reach specific goals, they forge alliances, create networks, they negotiate among 

themselves, with legit economic agents and even with governments. The pirate organization 

clearly promotes values that run counter the norms of the state and act predominantly in the grey 

areas of the legislation. However, the pirate organization does not seek to overthrow and replace 

the system, it seeks to challenge the norms, defining itself positively by differentiating its code, 

values and cause. The pirates’ strength is to adapt and improvise, it develops new strategies that 

favour speed and efficiency and the appropriate means to reach its aim. To grow it appeals to a 

desire for discovery and change. To compete and attract recruits who feel marginalized it plays up 

its outsider status and it makes change seem possible. Therefore, the pirate organization is a 

necessary counterpart of expanding capitalism as much as legal organizations, it proliferates in the 

presence of the state, often the strongest one (think of WikiLeaks). This is what differentiates it 

from criminal organizations like Camorra and Cosa Nostra, which prosper when the local norms 

are relaxed and the authorities cease to exist. This might look as a shallow or even pretentious 

reason, but it makes all the difference. Even if the recent events in Italian politics brought to the 

surface a clear intertwining between state and criminal organizations, this is not a case of 

corsarization, but a terrifying upgrade of Camorra’s power of control and interests. Furthermore, 

from a managerial and organizational point of view the criminal organizations above-mentioned 

do not bring (and are not interested) innovation at any level. The products and services they deal 

with are some of the oldest of history (gambling, prostitution and drugs among the others) and 

their internal organizations striking resemble extremely rigid and hierarchical monopolies rather 

than disruptive quasi-democratic start-ups compelled to a public cause regarding a 

technological/social revolution like the pirate organization. On the same stream, committing an 

illegal act at sea does not make one a pirate - if so, fishing tuna off season or smoking pot on a 

yacht would be an act of piracy. Nor is enough to steal something as a bank robber or travelling 

on a fishing boat and attack cargos to make a pirate out of a bandit. That is why Blackbeard, for 

example, has far more in common with a cyber-pirate than with a Somalian peasant with a 

Kalashnikov. Second, I have to implement a de-moralising lens on this subject. The most important 

function of a dis-moralised approach to piracy is that it allows, by reflection, for a systematic 

research in management fields without the medium of the moral. As a matter of fact, there is no 

scientific reason to observe piracy as inherently unethical or a threat. (Steffen Roth, 2014). To this 



6 
 

regard, I am fine with scholars concerned about morality, who feel the need to support policy-

makers or to act as such, as long as these researchers do not consider their activities as more 

scientific. To my extent, I prefer to support pirates in order to contribute to this research field. In 

fact, adopting the flexibility of the piracy lens on subjects as business strategy, market 

development, project management, b2b knowledge sharing and management of innovation, allows 

for discovery and surprise. Furthermore, if I engage with a dis-moralised piratology, then piracy 

will not only guide to the next blue ocean of innovative business models, but it could lead to the 

possession of the maps of future societies, a bounty too high to be lost because of moral issues. 

1.2 Historical Background 

In this section, I present an historical analysis in order to introduce the main actors, the background 

and the mainframe of piracy as economical actor. Interesting, this research on piracy through 

history turns out to be also an exploration of the boundaries of capitalistic expansion. My focus is 

to examine the interactions between three main actors: first, the sovereign states and their 

monopolies, which map and impose norms upon new territories of capitalism - a process called 

“normalization”. Second, the legitimate corporations, which may or not generate profits while 

operating within the limits of sovereign normalization. Third, the pirate organizations operating 

from the fringes of capitalism in opposition with the sovereign’s norms, often in the name of a 

“public cause”. I observe a convergent pattern of interactions across time and space in four 

different historical periods, coincidently with four capitalistic revolution. Namely, the high seas 

routes’ conquest in the 17th century, the airwaves discovery in the early 20th century, the 

cyberspace revolution since the 1980s until nowadays and the research and mapping of DNA since 

the 1990s and still ongoing. The main outcome is that, through history, pirate organizations always 

engage against different forms of monopolistic organizations, due to the tendency of capitalism to 

expand in new territories using monopolies, such as the East India Companies on the high seas or 

the BBC on the airwaves, as conveyor belts and normalization agents.  

Even if sea banditry came to be known as piracy by the time of ancient Rome – the word pirate, in 

fact, derives from the ancient Greek word peirao, which means “to put to test” – I start my 

historical analysis from the age of the pirates of the high seas, or the Golden Age of Pirates. My 

decision is driven by the notion that at that time the concepts of territory, sovereign state and 

capitalism acquired their modern definition. Put simply, Capitalism is a social order that allows 
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organizational forms to combine flows of labor and capital and process them according to 

particular rules of exchange. Capitalism enables the exchange and combination of mobile 

resources across definite territories on which sovereigns guarantee the enforcement of norms (e.g., 

rules and laws). Capitalism, therefore, fosters the gathering of productive resources by capital 

owners who invest in their localized combination and future value. On new territories, too, 

capitalist entrepreneurs combine different resources from different territories: for instance, labor 

that migrates to a novel settlement, raw materials transported to a production site where specially 

designed machines have been installed, and economic institutions like written contracts or business 

law that can be reproduced over time and space. To integrate these resources into legitimate 

production, the state decrees standards for trade and the appropriation of any surplus. Thus, the 

legitimization of any form of economic exchange (bartering, below-cost pricing, credit 

purchasing), of trade (sale of alcohol, slaves, firearms), or of competition (monopoly, regulated 

oligopoly, free trade) constitutes a normalization process orchestrated by the state, which, for 

several centuries, has been carving out the possible trajectories of capitalism. Thus, the pirates of 

the sixteenth and seventeenth centuries were the first in history to contest explicitly the legal tools 

by which sovereign states impose norms upon conquered territories. They were the first to reveal 

what lies underneath a process that is still conveniently ignored by many economists. The illusion 

that industries are shaped by the invisible hand of the free market rather than by the very visible 

hand of the state. Moreover, this is also the first time where we assist at the distinction between 

pirates and corsairs. This distinction is very useful to understand the history of capitalism from an 

organizational prospective. In fact, according to Rudolph Durand (2012), pirates and corsairs are 

not antagonist. Instead, what differentiates them is just a matter of perspective. As example, when 

in 25 June 1603 the Dutch Admiral Van Heemskerk seized the Portuguese ship ‘Santa Catarina’ 

in the Strait of Malacca, he was working as a corsair on behalf of the first government controlled 

multinational company of history, the East India Company (VOC) of the Unites Provinces (now 

Netherlands). Once back in the Dutch Republic, Van Heemskerk was acclaimed as a national hero 

who dared to challenge the Portuguese-Spanish supremacy on the spice routes. On the other hand, 

he was a terrible pirate in the eyes of the Spaniards and their allies who claimed exclusive rights 

on the routes to the Americas and around Cape of Good Hope towards Asia. The route to the East 

Indies, in fact, was opened in 1498 by the Portuguese Vasco de Gama. Portugal spent the next 

fifteen years sending a series of armed armadas to the Indies in order to eliminate the indigenous 
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Muslim trade in the area and prepare the ground for the Portuguese capitalization on new trade 

opportunities, especially the import of spices into Europe. Other Europeans powers started to enter 

into the race to set up their own monopolies only one century later. This is how, in 1602, the United 

Provinces granted the VOC a twenty-one-year monopoly on trade with the regions lying east of 

the Cape of Good Hope. The East India Company remains the archetype for the “merging of 

sovereignty and trade monopoly—that is to say the strict integration of the political, military and 

market sectors.” (Maurice Aymard, 1982) Monopolies are a very powerful force of normalization 

in the modern age. These large corporations employ tens of thousands of employees whose mission 

is to conquer new territories. Historically, the flow of people—soldiers and merchants—who came 

out of this new form of organization were controlled through a series of norms of unprecedented 

complexity. International laws for managing trade conflicts, fiscal treatises for charging a surplus, 

administrative norms for company governance, accounting standards for circulating assets, rules 

for training troops and guidelines for combat, rules of behavior for encounters with aboriginal 

populations, stock market directives for financing the development of large corporations, and even 

rules for recruiting sailors. Most of the norms governing monopolistic trade were a novelty at the 

time, as were most of the institutions that facilitated their use, like insurance company or the 

Amsterdam Stock Market, the first stock exchange in history, whic was created in 1611 to facilitate 

the trading of security for VOC shareholders. Christopher Hill (1996) rightly observes that “pirates 

exterminate those who bought privileges from a State.” In fact, pirates seem to defend the right to 

venture off on their own, to follow their own standards, and to benefit from the profits. In the 

modern age, the monopoly was a privilege that excluded private initiatives. This led to the quick 

ruin of well-established merchants and consequently gave rise to two phenomena: some companies 

stood up against monopolies by establishing a parallel and illicit trade route (pirates), and some 

tried to take part of the flows from a monopoly (corsairs). Thus, the Van Heemskerk example, 

among many others, illustrates that the concepts of pirate and corsair are relative. One could be 

easily both at the same time depending on who is judging. This phenomenon is not limited to few 

war-actions, au countraire, every sovereign institution interested in trade on the high routes used 

extensively piracy to affirm their power over the seas. All these states started soon to issue official 

documents called letters of marque or reprisal, which authorized corsairs to attack merchant ships 

of enemy nations. Such documents, legitimizing a pirate expedition from the standpoint of the 

sovereign emitting the letter, made the fortune and the ruin of some of the less risk-adverse 
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“entrepreneurs” of history. These individuals, mostly marine soldiers and sailors of the various 

navy armies, stressed by the terrible life conditions on board and the low wages, saw the possibility 

to profit from the ongoing conflicts among nations and the lack of legislation in terms of 

international waters and therefore decided to form their own crews or join an independent (pirate) 

one. Interesting, the word flibustier, another term to indicate pirate, comes from the Dutch word 

vrijbuiter, translated literally into English as “freebooter”, which means a freelance merchant. 

Thus, as example, the terrible/heroic (depends!) actions of the British corsair Francis Drake and 

his famous coldblooded crew, granted huge profits to the Kingdom, so far that Drake was knighted 

“Sir” by the queen and promoted admiral in the Royal Navy. On the other hand, the same good 

sort cannot be told about Captain Kidd. His ages of seizing and plundering of French ships – on 

behalf of the Count of Bellomont, colonial governor of New York – played an essential role in the 

economic flourishing of the colony. However, in 1699 Captain Kidd was handed over by his 

former fundraiser to the British Crown. He was suddenly tried for piracy by a goofy court and 

publicly hanged in Piccadilly Circus. These sort of actions and their geopolitical repercussions are 

nowhere different from those we saw happening about the cyberspace in recent history. After an 

American drone collided with a Chinese fighter plane over the China Sea in 2001, a several 

hundred of American websites were hit by a wave of cyberattacks. Most Western governments 

considered the attack as piracy, while the “post-Communist” Chinese state saw it as a cyber-

corsair action. However, exactly as in the case of Captain Kidd, when few months later, the same 

group of hackers, the Honker Union of China, managed an attack to the White House’s computer 

system, the Chinese government, pressed by the international public opinion, publicly condemned 

the action as an “unforgivable violation of the law”, abandoning its former protects. The statement 

achieved the purpose to calm the rough waters for some time, but since then the Chinese 

government has been suspected of orchestrating many others attack to American agencies, 

including NASA and the US government’s military contractor Lockheed Martin. In response, the 

US government has increased its control over cyberspace by any mean. The InfraGard program, 

launched in 2001, is aimed to recruit online pirates and turn them in corsairs to monitor the net. In 

2012 the press revealed that President Obama since his first election had assembled an army of 

cyber-corsairs who design cyber-weapons such the Stuxnet (http://vimeo.com/25118844) and 

Flame viruses (David Sanger, 2012). These incredibly sophisticated software can send any sort of 

facilities, even nuclear plants, spinning out of control after having collected data from the cyber-
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infrastructure. (youtube link) Furthermore, a recent study reported that 25 percent of cyber-pirates 

are informants for the secret services of the state. In fact, Bradley Manning, the alleged WikiLeaks 

source, may have been identified based on his exchange of information with an undercover cyber-

corsair. All this efforts have the ultimate goal to assert US sovereignty in cyberspace. Exactly the 

same ambitions and methodologies of the 16th-17th centuries Spaniards, British, Dutch and French 

states’ over the high seas. As the Italian historian Giambattista Vico pointed out already in 1744 

“History is made by cycles that keep coming back and forth trough space and time”. This historical 

phenomenon was so large that the Pirate Organizations of the Golden Age used to employ between 

eighty and two hundred man on board per ship, Blackbeard took even three hundred aboard Queen 

Anne’s Revenge. Compared to the traditional merchant ship, which carried about twenty sailors, 

pirates clearly used strength in number as a competitive advantage over better-armed adversaries. 

Furthermore, they generally organized themselves into fleets highly adaptable in size and 

formation to the enemy. Very similar to sub-units organized by vertical differentiation with a loose 

centralized decision-making process. The largest group recorded in the West was that of Captain 

Morgan, who led a fleet of more than thirty ships and two thousand men. As I will illustrate later 

in more details, the roles within a Pirate Organizations were very clear with a special attention to 

avoid overlapping and waste in the processes of life aboard. Furthermore, the splitting of every 

plunder (profit) was highly meritocratic and strictly established in the “Code of Pirates”, which 

was, surprising, followed by every Pirate Organization without distinction of provenience or 

operating area. After a successful attack, pirates used to stop in safe ports scattered all over the 

world: Strait of Malacca, Madagascar, Jamaica, Cuba, Santo Domingo. These places offered safe 

cover, leisure activities in which pirates could spend their gains – mostly cheap liquor and 

prostitutes – the possibility to recruit other pirates and, most important, information about the next 

cargos or flourishing cities to plunder. Put simply, these places were the “platforms” of the network 

that fed the pirate business. Interesting, many of these safe ports were places abandoned by the 

Europeans, not interested any longer in their potential as military bases or commercial ports. 

Pirates, even if with controversial activities, managed to revalue these locations giving them new 

life. Notwithstanding, some of those safe hideouts are well known nowadays for being fiscal 

paradises, most probably not by chance. The extent of The Pirate Organization Phenomenon at 

that age is quite impressive. It has been estimated that in the second half of the eighteenth century, 

the value of goods stolen by English corsairs added up to about 10 percent of French maritime 
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international trade. (Henning Hillman and Christina Gathmann, 2009). Moreover, the pirate 

organization competed with the major state-run companies by establishing parallel trade routes. 

For example, pirate organizations supplied the Island of Manhattan with slaves, even though they 

had full knowledge of the monopolistic Royal African Company (which was founded by the Duke 

of York, who later gave his name to New York City). At the time, there were approximately five 

thousand pirates in the Atlantic, including three thousand in the Caribbean, and a continuous 

presence of fifteen hundred in the Indian Ocean. In comparison, the navy had about thirteen 

thousand men. Depending on the year, pirates represented between 10 percent and 15 percent of 

the largest marine corps of the world. The phenomenon was so extensive that some British officials 

feared that pirates might create their own commonwealth. Here is a quotation from a letter written 

by Colonel Bennet in 1718 to the Council of Trade and Plantations: “I fear that they will soon 

multiply for so many are willing to join with them when taken.” (Marcus Rediker, 2004). Around 

1800, in the China Sea, a former prostitute called Cheng I Sao worked her way up and became the 

head of the Confederation of the Six Flags, a pirate organization of about fifty thousand pirates. 

The organization’s main activity was pillaging businesses controlled by the Middle Kingdom. 

Despite the Chinese warships that were continually sent to annihilate its five hundred–ship fleet, 

the confederation maintained power for more than a decade. In turn, government was forced to 

grant a general amnesty to sea pirates in 1810. Back to the distinction between corsairs and pirates, 

it is clear that all corsairs are pirates, but, beside the fact that the state will often abandon its corsairs 

when the wind turns, not all pirates are corsairs. Some pirates attack everything in sight with no 

regard for national allegiance, some keep switching between the two roles and some others remain 

self-employed until the end. However, beside the pirate/corsair choice that is just a matter of 

“contractor”, what is important to realize is that the organization behind the individual remain the 

same, a stable pattern of social action that operate from the boundaries of capitalistic 

(monopolistic) expansions, bending sovereign norms in opposite directions and participating to 

the development of new industries. In fact, it is clearly thanks to pirates rather than the West or 

East India Companies if, after an incredibly long international legislation process, the international 

convention of Paris in 1856 recognized the opens sea as res omnium communis (property as a 

common heritage of all mankind). Consequentially, not even two years later the last East India 

Company ceased to exist after having accrued abysmal financial losses for decades. Moreover, it 

is thanks to the pirate business model if in 1982 the UN Convention of the Law of the Sea finally 
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granted the freedom of navigation on the high seas to everyone (international waters now account 

for more than 50% of all navigable waters). Thus, it is less than 35 years since no nation can claim 

exclusive rights of possession on the sea through military power. A request that pirates advanced 

more than 350 years ago. On the same flow, we owe our greetings to Pirate Organizations for the 

born and raise of private merchant industry as we know it today, certainly not to the various 

sovereign granted monopolies. If not for pirates, a merchant organization that refused to do 

business inside the monopolistic trade system controlled by the state would be labelled as pirate 

even at current times. In order to better understand the conflictual relationship between monopolist 

and the pirate organization, I describe now the events occurring at the beginning of the 20th century 

with the discovery of the airwaves and the subsequent radio broadcasts technological revolution. 

The rapid development of radio marks a similar pattern to the discovery of the routes on the high 

seas. Governments, especially in Great Britain, sensed that the airwaves represented a gray area 

that called for normalization. Shortly after the first experimental radio broadcast in 1906, states 

expanded their influence and imposed various levies on radio broadcasts. They granted 

authorization, required payments for licenses, and created rules for censorship, all of which 

provided the state with de facto control—economic, informational, cultural, and political—over 

radio. This normalization excluded many groups and individuals, and as consequence, pirate radio 

was born. To escape regulations, pirate DJs would broadcast from a ship or an abandoned oil 

platform in international waters. The BBC was founded in 1922 as a government monopoly, the 

British government used it as a way to shape the emerging industry of airwaves communication 

channels. The BBC served as a vehicle to diffuse the economic, political, sociological norms of 

radio broadcasting and, of course, its standards. The first standard: the BBC is the central authority 

that broadcasts sovereign-endorsed programs throughout the British Commonwealth. Second 

standard: the objective is to educate the public. Third standard: only receivers certified by the 

postal service can receive BBC programs, and listeners must pay an annual fee to renew the license, 

which authorizes them to listen to the programs. The money collected was used to fund the 

programs, which, at the time, were free of advertising. If necessary, postal inspectors had the right 

to enter households, without warning, to check that listeners were following the rules. Fourth 

standard: the programs must inform people about a certain “noble” culture, especially through 

religious and classical music programming. The BBC recommended listening to entire programs 

in silence and in a seated position, with the main focus on the radio - in no way should household 
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chores interfere with your listening while the BBC was teaching you. On Sundays, the BBC would 

cease broadcasting most of the day to encourage listeners to go to church (Adrian Johns, 2011). 

The Britain’s grip on this partially uncharted territory did not please everyone. Starting in 1928, 

pirate radio stations transmitted radio broadcasts from makeshift ships. They made sure to moor 

their ships far enough from the British coast to elude legal prosecution. Most pirate radio stations 

believed that radio broadcasting as imposed by the monopolistic BBC was unacceptable. They 

envisioned a radio with several stations to broadcast on different wavelengths so that people could 

choose on their own the program to listen. Furthermore, radio shouldn’t be only educational but 

also entertaining and informative, allowing people to express themselves, dancing with friends in 

the middle of their living rooms on the notes and rhythms of bebop, swing, rock and roll, not only 

classical music. The BBC had to face hordes of pirate radio stations, which continued to push the 

limits of radio broadcasting for another forty years. In 1930, pirates created the first Pirate 

Organization of the airwaves: the International Broadcasting Corporation (IBC) which forged 

partnerships with many pirate radios from all over Europe in order to contest the BBC’s model 

and propose alternative programming. The IBC engaged in a radically different and innovative 

model. As examples, the best programs from all the partner radio stations were compiled and 

rebroadcasts. They put efforts in tailoring programs to specific audience, based on location, day 

and night time and even adapting the programs to the sociological traits of each city and suburbs. 

The IBC Pirate Organization was the first to prerecord parts of programs, combine them and 

rebroadcast them in different geographic markets. Moreover, they were the first to be funded by 

advertising, therefore inventing the most used media’s revenue model of the future, which - thanks 

to the success of its programs - enabled the founder of IBC, Leonard Plugge, to get very rich and 

very quick. The BBC and its defenders, on the other hand, believed that broadcasting beyond the 

borders of the sovereign state should be banned. Such a ban was aimed to eliminate any possibility 

of broadcasting a program outside the country in which it was produced, with the final purpose to 

do not hinder the profits of the state and its monopoly. Obviously, this prohibition made no sense, 

since radio waves, by their very nature, cross the boundaries of countries, both physical and 

legislative and cannot be stopped by force. The BBC managed to defend its monopoly for more 

than forty years even by claiming that other stations created interferences on their airwaves, in this 

way prohibiting foreign stations from broadcasting into British territory. As many technical studies 

done at the time showed, the interference argument proved to be completely false and was used 
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only to protect monopolies that were increasingly difficult to defend. Moreover, exactly as in the 

Golden Age of Pirates, the British Crown bent its own rule when it recruited pirate radio DJs during 

both World Wars to broadcast information on their behalf. Specifically, in the 1940s at the outset 

of World War II, the BBC recruited the IBC to broadcast anti-Nazi propaganda outside the United 

Kingdom. Moreover, at that time the British secret services were buying airtime on Radio 

Luxembourg, the main pirate radio station in the mid-twentieth century to broadcast Chamberlain’s 

speech on the German airwaves. Corsarization of pirate radios did not occur only in wartime. In 

1962 Radio Mercur was dissolved by the Danish government, but, in turn, the national 

broadcasting association recruited a large number of pirate DJs and VJs to host programs and even 

included some pirate transmission in the official broadcasting. Eventually, this process did not 

went so smooth for everyone. The case of Radio Nordzee is famous among pirate radios enthusiast. 

This pirate radio station was located on a maritime platform in the North Sea and, in 1963, reached 

the Dutch airwaves. A year later, the Dutch government claimed that the seabed below the platform 

was under state control, subject to its laws and regulations. A few days later, the marines and air 

force attacked the platform, putting an end to Radio Nordzee. However, the pirate organization is 

highly adaptable and always find innovative ways to outsmart its enemies. Pirate radio stations 

that popped up after World War II fine-tuned their methods for evading standards and regulations. 

The above-mentioned Radio Mercur, founded in the 1950s, introduced to the world embryonal 

international outsourcing and offshoring business strategies (Ellram et al. 2008). It broadcast from 

a ship located in international waters, the ship itself was registered in Panama, was funded with 

Swiss money and was rented to a company established in Liechtenstein. It was almost impossible 

for authorities to take legal action against radio pirates of this type. To make front to the raise of 

such complex and refined Pirate Organizations the BBC started to use the defense of intellectual 

property, in addition to the protection of sovereignty of the national territory, as argument to justify 

its fight. Amusingly, this decision turned out to doom the monopolistic nature of the BBC and 

participated in its commoditization, ending the direct control of the sovereign over its programs. 

In fact, it is true that pirate radio stations broadcast music without paying royalties to record 

companies. However, for most innovative record companies that invested in rock and roll, pirate 

radio was the only mean to reach a larger audience, since the BBC categorically refused to 

broadcast what it considered to be anarchist music. Even as they complained about not receiving 

royalties, record companies still managed to send out previews of their new records so that listeners 
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could get to know them. These companies were the unofficial instigators of a vast pirate enterprise 

that boosted both their reputation and sales, even as they fought alongside the government and the 

BBC. The BBC also found itself caught in the web of its own anti-pirate talk: in order to protect 

their sales, the record companies authorized the BBC to broadcast only twenty-two hours of 

musical programming per week, while the majority of pirate stations were playing upwards of ten 

hours of rock and roll each day. The BBC’s monopoly finally came to an end in 1967. Interesting, 

in order to do not cease to exist once the monopoly expired, as the East India Company, the BBC 

survived by adopting the norms and standards proposed by the pirates. The creation of Radio One, 

a station that offered wide variety of programs, contemporary music and more liberal tones, is 

explicative by itself. Ironically, if not for pirates the BBC that we all know as dominator of cultural 

production and musical trends would not exist. Moreover, the whole entertainment and media 

industry could have taken a very different path. Thus, the virtues of the BBC only came in light 

with the end of its monopoly. The renewed radio broadcasting, the one that exists since 1967, owe 

its success to the business model elaborate in the first half of the twentieth century by the pirates 

– the same model against which BBC fought aggressively at the time. To my understanding, this 

is a highly valuable economical lesson. Pirate organizations are communities where alternative 

norms of social interaction and economic exchange are designed, and usually they match the taste 

of the audience much better than monopolies. More in details, the pirate radio organizations 

intended to offer an highly valuable and variegate service through a novel technology. In order to 

achieve such goal they started a war against the state sponsored monopolies, among which, the 

British Broadcasting Corporation. Once the pirate’s standards started diffusing throughout the 

broader social fabric, legitimate organizations recognized that social and economic value, as it 

proved by record labels siding the BBC regarding copyright issues while making sure that their 

latest releases were broadcast on pirate radio stations. The very same record labels that nowadays 

have organized in lobbyist oligopolies in order to protect their interests and fight against digital 

downloading platforms because stuck in their business models without understanding that the 

public has changed their fashion to consume music. This notion, gives me the bridge to the 

contemporary events regarding the digital revolution and the born of cyber-piracy. The rapid 

growth of the Internet is probably one of the most fascinating events in the history of capitalism. 

The birth of cyberspace owes much to the military research, which in the late 1960s financed the 

Arpanet project, the precursor of the Internet. Since the 1980s we assisted to the widespread of 
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Internet access and therefore to the emergence of new software monopolies, originally tied to the 

computer (Microsoft) and now to the user (Google). The digital territory has become a new gray 

area of capitalism. It is hard to understand who controls or who should control the Internet or the 

flow of information on the web. Some think that software code should be patentable, thereby 

preventing others to achieve similar results and acquiring the corresponding license, others suggest 

that the code should be subject to a more flexible copyright in order to allow the free use of an 

innovative idea and enhancing the novelty and quality of the software. The more extremes 

advocate that the code should be allowed to freely circulate and used like the words of every other 

language. Within certain hacker communities, the electronic locks that prevent the modification of 

source code are seen as straitjackets imposed on users: “With the so called digital rights 

management system (DRM), the behavior of employees, consumers and citizens is being 

increasingly regulated by software.” (Johan Söderberg, 2008) Cyber-pirates are opposed to this 

type of computer-code appropriation, they contest the public benefit of such proprietary system, 

which allows certain companies to become de facto monopolies of software applications whose 

licenses legally exclude the possibility of developing potentially better alternatives. In practice, 

software is a digital itinerary that links a problem with one of its possible solutions. Software 

encloses a code that is a collection of instructions written in computer language. Different paths of 

code can be used to achieve the same outcome, just as different sentences can render the same 

meaning. However, once one of the many alternative coding schemes has been set in proprietary 

software, its content cannot be changed anymore and its use becomes confined. Although most 

software is “customizable,” preprogrammed software is the standard, as it allows us to accomplish 

tasks as quickly as possible. In this context, licensed software forces everyone who wants to solve 

the same problem to take the same paying route, as, similarly, the spice merchants were required 

to directly pay the monopolistic company that had opened up the route to the Indies. The struggles 

between states and pirate organizations in the digital territory are complex, but the questions that 

arise are reminiscent of the Golden Age of sea pirate and pirate radio. These are the definition of 

the boundaries of the net as a territory, the control over cyberspace, the information circulating 

therein, the appropriation and sharing of the legitimate profits which derive from the web - mainly 

in the form of software, information database and e-commerce. For software companies, as 

example, the exploitation of property rights under the form of licenses to users fuels their 

continuous investments into upgraded versions of their products. On the other hand, from the 
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viewpoint of the pirates, code is a language that belongs to everyone, just like a language or the 

international waters: it is a common good that cannot be appropriated for any specific use. This 

perspective must be included in the picture along with the other viewpoints that defend the right 

to a legitimate return on investment and establish intellectual property devices for such an end, 

such as copyrights and patents. Many groups of computer specialists have come together to form 

cyber-pirate organizations. Their public cause is twofold: to denounce the reductionist aspect of 

such kind of softwares, and to decode the highly profitable economic model of software producers 

by proposing free and accessible alternatives that can be enhanced by the community. 

Interestingly, Richard Stallman, the leader of the Free Software Foundation, explained once that 

exclusive propertym“made pirates out of what would be merely good, helpful neighbors.” (Adrian 

Johns, 2010). However, there is an important distinction between hackers and cyber-pirates. A 

hacker is interested in improve or evolve (hack) a technology equipment or system in something 

different and novel while the cyber-pirate use these innovations to formulate and establish 

alternative political, economic norms or legal demands. The figure of the hacker was born in the 

1970s among the first organizations of computer activists. Hackers in the 1970s were interested 

mainly in hardware, a term that refers to all hard components of a computer terminal (processor, 

motherboard, etc.). After the first computers were networked, the upheavals in the computer 

industry brought hope. Also, the most utopian dreamers among these pioneers were already 

picturing themselves in a world where information would become freely available to all, where 

everyone could communicate with anyone else, and where the computer would offer to all the 

possibility of creative 

expression independent 

of the traditional 

capitalistic norms, large 

corporations, or the state. 

Coincidentally, it is while 

living in these 

antiestablishment, peace-

and-love communities in 

the early 1970s that the 

first cyber-pirates honed 

Figure 1 – Extract from “A Declaration of Independence of Cyberspace”, John Perry 
Barlow, 1996 
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their craft. Within technophile circles, activists such as Abbie Hoffman or John Perry Barlow 

organized movements to gain technical prowess through hacking in an effort to free new digital 

spaces from state-controlled normalization. Moreover, John Perry Barlow, the former lyricist for 

the Grateful Dead, later became the author of “A Declaration of the Independence of Cyberspace” 

as a response to the 1996 Telecommunications Act (Figure 1), which introduced anti-indecency 

measures to cyberspace that threatened freedom of speech. This dream would become true thanks 

to the proliferation of personal computers, facilitated by the discoveries of the Homebrew 

Computer Club, some members of which later became the first cyber-pirates. Among the early 

members of the club was Steve Jobs, the former CEO of Apple, who for a long time flew the pirate 

flag out in front of the company’s head office. In 1976, the club received a document accusing the 

members of illegally using the BASIC program—that is, using the software without authorization 

from its creator and without paying royalties. The author of this letter was Bill Gates, a savvy geek 

who was willing to push his peers to the fringes of a new territory. The creation of cyberspace 

prompted pirate organizations to fight against a new form of sovereign normalization. In the 1980s, 

network connections were the privilege of universities, government agencies, and pirate 

organizations that were thriving while fighting with the state. In 1988, Phrack, a widely distributed 

magazine among hackers that specialized in underground computing, published a list of pirate 

organizations found in the digital territory. The publication counted 131 in the United States. Some 

organizations had only a handful of members; others, dozens of apprentice pirates who, a decade 

later, would train a large part of the pirate contingent on how to operate on a large scale on the 

democratized net that had become available to the masses. The name of these organizations already 

brought to mind an aggressive stand toward the state and monopolistic companies in the 

telecommunications sector (e.g., Apple Mafia, Bell Shock Force, IBM Syndicate, NASA Elite, 

Phortune 500, OSS, The Administration, Anarchy Inc.). It goes without saying that the 

development of these organizations, in number and in size, was gaining ground with the 

development of computers and the interconnecting of PCs. The American government considered 

the pirate phenomenon as enough of a serious threat to launch a vast repression campaign in 1990 

called a hacker crackdown. The Secret Service and other agencies dismantled these organizations 

and prosecuted them for infringing on private property in an industry that had not yet defined its 

standards (Bruce Sterling, 1992). One of the notable effects of this wave of searches and 

indictments was the politicization of the movement, including an emerging fringe that positioned 
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itself in the wake of arrests as the defender of civil liberties. Consequentially, NGOs such as the 

Electronic Frontier Foundation and the Free Software Foundation gained influence and today voice 

many concerns of the cyber-pirate organizations. In August 2011, the pirate organization 

Anonymous launched a cyberattack on the San Francisco Rail Agency’s website after the 

Electronic Frontier Foundation criticized the agency for restricting mobile communications on its 

train platforms in an attempt to thwart the coordination of a protest demonstration. Often, a 

noteworthy consequence of highly advertised antipiracy repression is the creation of a rebellious 

image for the pirate movement, which gradually encourages many more outsiders to join the cause. 

In fact, exactly as the early cyber-pirates started their careers as hackers, also the new pirate 

generations begin their activity in hacker communities. Thus, it does not come as a surprise if 

today cyber-pirates are opposing the normalization of data sharing and the monopolistic control of 

digital space. Many companies, especially from the music or film industries, defend their territory 

and therefore the exploitation of their property rights. In mid-January 2012, two important events 

marked the opposition between the two conceptions of information exchange on markets. The US 

Congress postponed the vote on the Stop Online Piracy Act (SOPA), promoted by many firms, 

whereas other organizations were demonstrating against this act. As the bill proposed to shut down 

sites within and outside US territory that contain any content protected by American intellectual 

property rights, opponents saw it as a prohibition to exchange cultural content freely on domains 

that belong to mankind in general and not to any particular territorial state. Wikipedia, which 

embodies this idea of digital common good, displayed a black home page and blocked access to 

its content for twenty-four hours in a move to protest against the act. About 160 million people 

worldwide saw the site’s banner that day. Google reported to have received 7 million signatures 

for a petition opposing the law. The second event is the spectacular arrest of Kim Dotcom and the 

turning down of his company Megaupload. After Napster made peer-to-peer exchanges possible 

for music, Megaupload stirred things up with the diffusion of TV programs and films, centralizing 

content with and without legal protections and enabling streaming, questioning laws regarding 

intellectual property and the exchange of cultural content. Just as in the regular TV crime shows 

Megaupload stored in its servers, in the end the FBI stepped in to forcibly catch Kim Dotcom on 

the New Zealand island where he had found refuge. The FBI also seized the vessels of his 

computer-geek fleet. The Megaupload affair was seen by many as an act of compensation from 

the state toward the unsatisfied proponents of the SOPA, an indication that the sovereign state is 
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firmly resolute in its intention to crack down on the organizations that unduly benefit from rights 

they do not own. Both events highlight the importance of continuously recoding the laws that 

govern intellectual property and the creation and distribution of cultural goods. Since 1998, an 

American not-for-profit organization, ICANN, has been assigning Internet domain names and 

regulating the network of root servers that store and distribute the information on the web. ICANN, 

though, has been criticized at times for its links to the US government, which are not always 

apparent or transparent. Every country has the right to create its own standards for regulating 

content on servers located on its territory. Each country can also prevent the transfer of certain 

content from abroad to a local terminal within its borders. China, for instance, has mastered the art 

of filtering digital content that is accessible from its borders. This “overcoding” of content applies 

to both Chinese citizens and foreign tourists. Australia was the first Western democracy to set up 

this type of system, which, in addition to child pornography, filters from the web thousands of 

pages devoted to poker, euthanasia, anorexia, Satanism, and so forth. In Denmark, Johan Schluter, 

a spokesperson for an intellectual property lobby, the Danish Anti-Piracy Group, recently 

explained how child pornography is used by states and corporations alike to achieve a much 

broader objective: “Child pornography is great! It is great because politicians understand child 

pornography. By playing that card, we can get them to act, and start blocking sites. And once they 

have done that, we can get them to start blocking file-sharing sites.” (Ryan Moffit). Some people 

reject the idea that private content should be subjected to government regulations - when public 

documents, such as government agency reports, are kept secret on protected servers. Cyber-pirates 

are organized groups that work to eliminate this marking of territory on the network by 

fragmenting the segmentation established by the state. The Legions of the Underground, founded 

in 1994, attacked Chinese filtering systems and temporarily deactivated the function that filtered 

out controversial content, including Amnesty International reports on China. After a number of 

Western countries accused the group of cyberterrorism, they stopped their attacks on the Chinese 

government to avoid criminal action. More recently, pirate organizations such as Anonymous and 

LulzSec have begun to wage war against several government organizations and multinational 

corporations in the name of net neutrality. The actions of the pirate organizations on the net take 

many forms, they both create and distribute free software and content. They change the net in 

general. For example, a hacker was behind the invention of e-mail as a means to connect users of 

terminals in various locations. A researcher working on the Arpanet military communications 
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project—the predecessor of the Internet—once discretely modified the source code of several 

software applications developed by the military research agency in 1971 in order to send the first 

e-mail remotely using the @ symbol “mainly because it seemed like an elegant idea.” (Tim Jordan, 

2008) The dream of an open digital world almost became a reality in the 1970s after a court ruled 

that AT&T (again!) was in violation of antitrust laws, which prohibited the company from selling 

UNIX software (the company agreed to terms but eventually started selling it again in 1982). UNIX 

is an operating system that enables software and hardware to run together on a computer. The free 

distribution of UNIX in the 1970s enabled users to easily modify the source code to meet their 

needs. These changes significantly improved upon the original version produced by AT&T, which 

nevertheless attempted to enforce its patent for UNIX starting in 1982 in order to collect royalties 

and prevent future modifications without compensating the thousands of developers who 

voluntarily developed the program. In response to AT&T’s uncompromising attitude, the hacker 

movement organized itself and took on quite a different dimension. Nothing has really changed. 

Pirates are still fighting to revive the slightly “crazy” idea of an open and free digital territory that 

would not fall under the complete control of governments and monopolies. Once again, the alliance 

between a sovereign state and monopolistic organizations delineates the norms applicable to a 

partially uncharted territory. And once again, this situation gives rise to organized piracy by 

excluding groups of people and pushing them to the fringes. These pirate organizations stand up 

against the state and its accompanying legitimate corporations. Without any doubts companies 

such AT&T, Microsoft, and Google are to American sovereignty what the VOC was to the 

sovereignty of the United Provinces—that is, instruments of normalized capitalist 

deterritorialization disguised as corporations. In early 2010, a member of Hillary Clinton’s staff, 

following an attack by Chinese cyber-corsairs against Google, told the press that the American 

Department of State “is not the armed hand of Google for foreign policy.” The simple fact that it 

appeared necessary to release this statement speaks volumes about the internal dynamics of 

capitalist expansion, as it is perceived by the upper echelons of the state. Months later, it would be 

revealed that Google had been working hand in hand with the highly secretive National Security 

Agency (NSA) to investigate the origins of this attack which had but minor consequences. 

Furthermore, in 2012, a court ruled that Google did not have to disclose the exact nature of its 

relationship with the NSA. (Virginia Mayo, 2012) Any resemblance with the VOC’s state-

supported conquest of the high seas in the seventeenth century would be, of course, purely 
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coincidental. Clearly, the struggle between cyber-pirates and the state is about which norms should 

govern cyberspace and who has the legitimacy to design them. This has become a global struggle, 

as the pirate organization in cyberspace now extends beyond the United States and Western 

Europe. It has proliferated into Eastern Europe, Asia, Australia, and Russia. Therefore, 

governments and companies across the world take these new forms of piracy very seriously - 

remember Obama’s buildup of cyberwar capabilities - and with good reason. In June 2011, a report 

published by the Organization for Economic Cooperation and Development (OECD) evaluated 

cyber-piracy as one of the five biggest threats to the global economy. In the last few months, 

several cyberattacks made news: pirates from Anonymous looted Sony’s online gaming databases, 

Lulz Security broke into CIA servers, and unidentified attackers stole Citigroup’s confidential 

customer data, WikiLeaks repeatedly assaulted various corporations and governments to name a 

few. Moreover, Scott Henderson estimates that approximately 1 percent of regular Internet users 

are more or less linked to a pirate organization in China (Scott J. Henderson, 2007). Some pirate 

groups have tens of thousands of active members and sympathizers. The Berlin-based Chaos 

Computer Club (CCC), founded in 1981, defines itself as “a galactic community of life forms, 

independent of age, sex, race or societal orientation, which strives across borders for freedom of 

information.” As an organization, it strives “for an open, free, and neutral Internet … respectful of 

anonymity, personal data and in favor of transparency.” (Daniel Domscheit-Berg, 2011).  Put 

differently, it strives for an Internet that would be a common good administered in a decentralized 

fashion by its own users. An Internet that would resemble extraterritorial digital waters. Despite a 

shorter life expectancy, the pirate organization manage to profoundly alter our economic system. 

It critically assess the current sovereign state system’s ability to deal with new form of social and 

economic interaction and push them to renovate norms and laws – as our system of property rights, 

challenged by a new type of pirate organization called troll, which thrives on exploiting the 

system’s internal contradictions. Furthermore, the governments are also compelled to deal with 

the increasing power and legitimacy that reside with pirate organizations, especially those 

operating in cyberspace and in biogenetic by manipulating the DNA. To this regard, bio-piracy is 

still nascent, but it will certainly be one of the biggest challenges of the twenty-first century, 

affecting many industries, such as agriculture and biotech, but also mankind as a whole. The 

ultimate consequences of bio-piracy could entail the redefinition of life forms at a deeper, 

biogenetic level – together with the granting of the right to make profit out of it. As physicists and 
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scientists keep formulating theories and make new discoveries, we realize that the next territories 

of capitalism expansion are of microscopic (genetic) and macroscopic scales (outer-space). The 

discovery of DNA in 1953 heralded the beginning of a new topographical era. In 2000, Tony Blair 

and Bill Clinton announced that the “first complete map” of the human genome had just been 

established by an international public consortium - the Human Genome Project - as the result of 

an unprecedented cooperative effort. At the time, this exploit was compared with the first voyage 

to the Moon and the first map of American territory unrolled by Thomas Jefferson. Back then, the 

genome map did not yet fall under the territory of capitalism, but it did not take long for the 

normalization process to begin and the first bio-piracy organization to emerge, Celera Genomics, 

founded by Craig Venter in 1998. Craig Venter’s exploits date back to the beginning of the 1990s. 

At the time, he decided to register patents on the genes whose sequencing he was overseeing at the 

National Institutes of Health (NIH), a government-funded organization. Venter’s attempt caused a 

scandal, since he was trying to appropriate the living. Taking advantage of the vagueness of 

biogenetic regulations, Venter left the NIH and founded his private organization funded by private 

investors who expected returns on the patenting of discoveries stemming from the intermediary 

decoding of the genome. Venter’s aim was to compete with the Human Genome Project in the race 

to fully sequence human DNA. Despite starting eight years behind, Celera crossed the finish line 

at the same time as the Human Genome Project. Venter announced in 2000 that Celera Genomics 

had produced a complete genetic map of a human being. In 2002, Venter left Celera to create the 

Craig Venter Institute (CVI), whose objective is to create a synthetic form of life. CVI researchers 

met the stringent standards of scientific and academic rigor. In 2007, CVI developed mycoplasma 

laboratorium, the first synthetic chromosome ever created in a laboratory. In 2010, very special 

bacteria came out of CVI’s laboratories: its entire DNA stemmed from a chemical synthesis 

generated by machines conceived by Venter’s team. According to researchers, this spectacular 

advance opened the door to the artificial creation of new living species (“synthetic life”). In order 

to have their discovery validated by the editors of the prestigious journal Science, CVI biologists 

had to prove the synthetic character of the bacteria’s DNA by incorporating into it a coded text 

that would guarantee the artificial origin of the macromolecule. Venter chose to include several 

excerpts in this encrypted text, including a famous Feynman quote: “What I cannot rebuild, I 

cannot understand.” This quotation could become the calling card for an entire generation of bio-

pirates who manipulate DNA in makeshift laboratories, often for the fun of it, but sometimes also 
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because they dream of a world in which each citizen would be responsible for the management 

and improvement of his own biological capital (organs, stem cells, etc.). Contrary to conventional 

wisdom, it is not necessary to have an extensive education or major financial means to tinker with 

DNA, say, in one’s garage. The processing power of personal computers will soon be sufficient 

for sequencing a DNA molecule at home. Moreover, the costs of acquiring this knowledge and the 

instruments required to modify or recombine a DNA molecule decrease by the month. Today, 

these underground practices pose little risk of catastrophe, but various multinational reports point 

to this phenomenon as a real threat, which will loom larger in the years to come. (Heather Lowrie, 

Joyce Tait, 2010). Markus Schmidt, an expert in biosecurity, called on authorities to debate this 

issue now, because in a few years, “it will be too late to go back and close this Pandora’s box.” 

(Markus Schmidt, 2008).  The “DIYbio” movement, which brings together dozens of independent 

laboratories worldwide, plans to make all biological engineering available to everyone so that 

control of the biogenetic space will no longer be the monopoly of state-sponsored research 

institutes. In biogenetic territory, legitimate organizations seek patents, a goal that goes against a 

basic principle of piracy. As I have mentioned previously, the pirate organization fights against 

state-granted privileges in the name of a different cause (e.g., putting forth a more equal sharing), 

but organizations like Monsanto - 95 percent market share of genetically modified soybeans in the 

United States -  seem to take away what belongs to everyone. They do so presumably to improve 

on nature and adapt each crop or animal to local conditions - climatic or feeding, for instance. By 

genetically modifying the DNA of a plant species and then patenting it, these organizations can 

lay claim to the ownership of this species. Then they can decide whether or not to impose the 

payment of royalties on the users who have been supplied with seeds. As a consequence, growing 

methods that have been used throughout the ages for certain plant species are now infringing on a 

property right that did not exist before. For many opponents, companies who pursue these 

patenting practices are expropriating humanity and privatizing what should otherwise benefit 

society as a whole. By law, a species whose genotype has been patented can only be cultivated 

where the organization holding the patent authorizes it. TRIPS agreements (Agreement on Trade-

Related Aspects of Intellectual Property Rights) promoted by the World Trade Organization set 

down minimum standards for intellectual property rights. They recognize the ability to patent life 

that has been modified in the laboratory, but not life modified on farms, as specialists consider 

these changes unstable. If such a norm were to be imposed on everyone, legitimate organizations 
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would gain a tremendous advantage in exploiting the living. A rival norm, defended by the UN, 

the Convention of Biodiversity (CBD), proposes as an alternative the transfer of responsibility for 

the gene pool to sovereign states. This solution would favor state organizations such as the NIH as 

well as the subcontracting of borderline research to bio-corsair organizations. In any case, the 

normative indeterminacy surrounding ownership of the living is now at its peak. While about 20 

percent of the human genome is already targeted by one or more of forty thousand US patents, a 

recent US court ruling took a first step in invalidating DNA patenting as a whole on the grounds 

that genes are part of nature and thus a common heritage. In a brief issued by the Department of 

Justice, it is acknowledged that “this conclusion is contrary to the longstanding practice of the 

Patent and Trademark Office, as well as the practice of the National Institutes of Health and other 

government agencies that have in the past sought and obtained patents for isolated genomic 

DNA.” (Andrew Pollack, 2010). This ongoing debate is reminiscent of a time when the pirates of 

the seas disputed the monopolies of the Indies companies and fought the state’s corsairs. However, 

the oceans no longer constitute the preferred space for capitalist deterritorialization. With respect 

to maritime routes, norms have developed since the second half of the nineteenth century and have 

stabilized today around the principle of “the common heritage of humanity,” which, on the high 

seas, excluded both private appropriation and sovereign expropriation. These principles do not yet 

apply to the gray area of DNA. Biogenetic territory is still partially uncharted, and it pose 

consequences to the capitalistic evolution and the evolution of life itself. We started from the 

concept of pirate as the common enemy of all (communis hostis omnium, as described by Cicero) 

and the enemy of humanity (hostis humani generis). We passed by the definition of pirates as 

individuals that form organizations - producing technological, social, economic and political 

mutations by diffusing alternative norms. Now, we are reaching the stage where pirate’s 

organizations, monopolies and legal organizations oligopolies might have the power to redefine 

the human itself. The biogenetic territory, in fact, presents a substantially different situation than 

what played out on the high seas, airwaves or the Internet. In fact, the very building blocks of life 

are at stake. Designing norms for DNA manipulation is not just mapping out the biogenetic 

territory, but also setting new boundaries on the nature of life itself. For this reason, and for the 

first time in history, the evolution of capitalism and the evolution of living species could literally 

begin to intertwine. This potentially explosive junction could reverse a great number of standards 

that we take for granted, and the normalization of the living could profoundly change mankind’s 
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relation to other territories. The state’s role was to normalize territories so to make them suitable 

for its citizens. But when individuals and organizations will be able to modify the genetic code 

they would be also able to opt for a more direct intervention on the species’ biological features, 

instead of modeling social norms to adjust the territory to the species with which it is populated. 

Provided that they remain owners of the living thus remodeled (e.g., by claiming patenting rights 

on modified DNA). This is not the plot of a sci-fi horror movie, this would undoubtedly upset the 

nature of capitalism much more than the creation of a Tobin tax or a Zapatista revolution in 

Chiapas. At the other end of the spectrum, the space-race started in the aftermath of Second World 

War presents the same normalization issues of human genome. The states have yet to make stars 

and planets into normalized sovereign territories (in this context, planting a flag on the Moon seems 

trivial in retrospect). If we look at recent developments in the Brazilian, Indian, Ukrainian, 

Chinese, Japanese, and Korean space programs, it seems that space will be to the twenty-first 

century what the high seas were to the modern age. Space, however, is not an unregulated territory. 

The Outer Space Treaty (1967) outlaws a sovereign state from claiming ownership over the Moon 

or other planets, but the treaty did not address private entities, like large companies subsidized by 

a state. Even so, the state does not need to “own” a territory in order to normalize it (i.e., the 

modern state does not “own” the airwaves). If an organization like the West India Company were 

landing on the Moon in a few years, we would not know what norms should govern its activities - 

underground resources on the Moon or Mars are likely to provide enough of an incentive. The 

Outer Space Treaty sought to clarify this issue by declaring all space-related resources as the 

“common property of humanity.” No surprise, a handful of privately owned companies, probably 

attracted by the first mover advantage, appear to have taken a small step forward, offering their 

clients the opportunity to buy an ownership certificate for the star of their choice. This brings to 

mind the golden age of conquest on the maritime routes, except that, today, none of these private 

companies control an intergalactic military fleet—and fortunately so. Still, it is only a matter of 

time before states and private organizations compete for the exploitation of space resources. In 

2012, Google founder Larry Page, Microsoft’s chief software engineer Charles Simonyi, and a few 

other investors announced their funding of Planetary Resources, a space exploration start-up whose 

purpose is mining natural resources from asteroids. A few weeks later, SpaceX became the first 

private company to send cargo into space. For SpaceX founder Elon Musk, this is just a first step, 

the ultimate objective being the settlement of human colonies on Mars in the coming decades. The 
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consequence of such an upheaval would be threefold. First, because efforts aimed at conquering 

DNA or space typically involve transnational teams and funding, the deterritorialization of both 

human life and space would have to occur within a world system based on a principle of 

sovereignty expanded to the supranational level. The norms applicable to biogenetic and 

extraterrestrial territories would need to be defined at a high level that would go above and beyond 

the particular interests of any given nation-state. Although the multinational Human Genome 

Project represented a move in this direction, the ongoing space race still puts nation-states in direct 

competition. In particular, the Chinese plan to return to the Moon seriously calls into question the 

normalization of the Moon’s surface and underground “on behalf of humanity.” Second, the 

increasing contribution of private capital to such expansion efforts strengthens the position of 

legitimate organizations, but it also strengthens those on the fringes, both pirate and corsair. The 

normalization of exchanges as implemented by new coalitions involving multiple states and 

organizations is therefore embarking on a new phase for which the definitions of property, 

responsibility, and legitimate profit are still in the works. Pirate Organizations such as Celera are 

competing directly with the sovereign states regarding technological breakthroughs. With every 

advance, they are questioning the current capitalistic code of property. They contribute to 

normalizing the gray areas, fighting fiercely for their cause as pirates or accepting a letter of 

marque from the sovereign to continue their research as corsairs. Today, the terms and conditions 

for the codes concerning legitimate property are waiting to be defined - or co-defined by new 

coalitions. The problem here is that the ideals upon which the nation-state system has been 

premised over the last centuries may not fit the needs of such ambitious expansion plans. The state, 

in fact, must normalize increasingly specialized and delocalized competences to successfully 

maintain its control and prevent temporary social structures from being established to its detriment. 

If governments cannot resolve this dilemma anytime soon, pirate organizations may just end up 

preempting the territories that sovereigns are leaving behind because of their inability to update 

the now archaic nation-state system. Moreover, Pirate organizations seem to be more ready than 

most states to switch their attention to the transnational level. WikiLeaks and Anonymous claim 

to serve a purpose that goes beyond the idiosyncratic needs and wishes of any particular sovereign 

state. From an evolutionary perspective, they may well enjoy a competitive edge over the 

sovereigns as normalization becomes essentially a transnational process. Finally, this puts into 

question the symbiotic relationship between the state and capitalism. Powerful organizations - 
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Google and Amazon in cyberspace, CVI and Monsanto in biogenetic territory - and pirate 

organizations from the fringes as well represent the most powerful driver of change, as global 

capitalism ceases to be a sovereign-centric network and morphs into something else. This process 

is already ongoing and sovereign states are caught between the growing number of pirate 

organizations and the multinational organizations - which possess impressive normalization 

power, over-coding capabilities and reserve of monetary and human capital – and the pirate 

organization, with the resulting emergence of extra-territorial political and economic institutions. 

Some of these institutions, like the UN or the European Union extend their influence to an ever-

increasing (until Brexit) number of areas and seek to become metasovereignties. Others, like 

financial markets trade assets from all around the world and combine them in increasingly 

sophisticated and unclear quality derivatives – subprimes versus Occupy Wall Street. Banks, 

insurance companies and hedge funds impinge on state sovereignty by using the debt of struggling 

companies and governments as their currency. The bankruptcy of Iceland and Greece and the 

attempt at a resolution for the euro monetary crisis through the involvement of private debt holders 

illustrate this new landscape. In this turbulent era, certain states have already chosen their side. 

The Bahamian archipelago, as part of a de facto alliance with the pirate organization, is host to, 

for example, biogenetic semi-clandestine laboratories, money-laundering establishments, 

“sensitive” computer servers, and so forth. Iceland has teamed up with WikiLeaks to design a 

series of thirteen laws under the Iceland Modern Media Initiative, whose goal is to turn Iceland 

into a haven for the freedom of speech, expression, and information. This partnership between the 

state and the pirate organization began soon after an Icelandic news channel was pressured into 

not covering the publication of a local bank’s loan book, which was obtained by WikiLeaks. Other 

states are seeking to attract the finance world in order to accelerate economic deterritorialization 

and dematerialization rather than being subjected to it. Yet others, such as the member states of 

the Eurogroup, come together in a metasovereign structure - which gives rise to a whole range of 

institutional problems in the event of a financial crisis like the one Greece has had to go through 

since 2010. Instead of public debt crises, the total independence claimed by certain organizations 

is the greatest risk facing the sovereign state and its four century-long marriage with capitalism. It 

is not hard to imagine ways in which capitalism could become increasingly independent from the 

sovereign state. Our economic system could seek out a coupling with other semi-stable 

organizational forms to pursue new territories, to assemble flows of capital and labor in new ways, 
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or to normalize new trading activities. Portions of sovereign territories could also be 

deterritorialized and connected to flows of resources held by private organizations, leading to the 

creation of “franchises” within the sovereign state. So far, strong and established legitimate 

organizations are leading this process. However, even though the pirate organization does not 

assert itself in the long term as an alternative to the state, it does successfully participate in the 

development of capitalism. Historically, the pirate organization spreads certain normative patterns 

that are replicated and incorporated into capitalism, either as alterations or in their original form. 

This explains why the Pentagon and Microsoft track hackers in cyberspace to offer them a job. 

Because of its sociopolitical makeup, the pirate organization has the best chance at changing the 

conventions of the time and at upsetting the structure of capitalism, for example accepting women 

for the first time as sailors on ships in the seventeenth century – a notion that hopefully will further 

increase the fascination of young ladies towards these renegades and their sustainers. Furthermore, 

now more than ever pirate and corsair organizations have the potential to modify the direction of 

capitalism’s future. The more turbulent the waters the better for pirates. As they tinker with DNA, 

bio-pirates could alter the very abilities of human beings, not only in their physical dimension but 

also at a cognitive level. This will force us, in the future, to clearly define what we mean by 

humanity if we want that notion to remain the referent for determining the legitimacy of territorial 

control. Today’s pirates can force sovereigns to withdraw unwanted bills such as the Stop Online 

Privacy Act (SOPA) or the Anti-Counterfeiting Trade Agreement (ACTA), rejected by a large 

majority at the European Parliament in July 2012, following waves of street protest in various 

European countries. Thus, the emphasis on the importance of organizations in the making and 

working of society show that the entrepreneur or the pirate of Caribbean are only figures inserted 

in social forces and communities. Analyzing organizational purposes, culture and routines, 

resources, roles, strategies and outcomes gives a more realistic and complete overview of our 

economic system and development patterns than individual purposes or geniuses. Bill Gates would 

not have built his empire without his contacts at Harvard University, the contract with IBM and 

the code he took from Apple’s early research (itself an adaptation from Xerox’s research). 

WikiLeaks works perfectly without Julian Assange. This pirate organization has developed 

sophisticated cryptographic technologies that, combined with an impressive network of partners 

across the world and a deep understanding of today’s digital world, have made it attractive to both 

underground and media outlets. 
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1.3 Research Question and Purpose 

Piracy is strictly related with youth and pop culture which use information and knowledge in new 

innovative ways – as examples: music remix, customization of products, pop art, the heavy 

influence of graffiti culture on the marketing industry. As piracy increasingly become driver of 

innovation, new business models raise every day and change the way business is done. From 

Youtube channels replacing the record industry to pharmaceutical companies using reverse 

engineering to copy most famous drugs and distributing in poor countries. This trends clearly calls 

for attention from the managerial and political worlds. The pirate phenomenon outpaces any 

attempt of categorization, however I find that by analysing it at the organizational level it is 

possible to identify repeated economic and managerial practices. The objective of my work is to 

present the positive implication of the piracy phenomenon and the Pirate Organization, in various 

organizational and managerial topics. Moreover, I intent to collect all my single analysis and create 

a broad legit Pirate Business Model, which could be useful to start innovative business or enhance 

innovation in already solid industries and markets. As historically proved above, the Pirate 

Organization gives birth to a multitude of economic opportunities that do not come under the grip 

of the sovereign and of the legal organizations. These innovations are often too disruptive and 

surely even controversial, however, if studied as a managerial topic instead of contested they have 

the potential to create new products or services that might change entire industries. Furthermore, 

as a paradox, the innovations that pirates bring on the table are always the most on the edge, with 

a high value proposition for their peers/consumers that matches the tastes of individual of any age, 

nationality and social classes. Therefore, it is highly valuable for the managers and leaders of 

tomorrow to keep an open mind and eyes on the trends that pirates introduce in our societies. The 

decision to adopt an organizational point of view on piracy is taken due to the fact that of the 

thousands of new ideas that emerge everyday, only the few backed by the support of an 

organization become actual innovations. Whether they are for-profit, NGOs, industry associations, 

government bodies or pirate organizations. As example, the MP3 standard would not be so popular 

today without Napster’s peer-to-peer platform who managed to attract 25 million users between 

1999 and 2001. My thesis is intended to create a managerial model regarding control, value 

creation, value distribution to follow for the corsarization of pirate organizations, and for the 

adaptation of technological and social novelty emerging from pirate communities into legitimate 

business activities and revenue streams. 
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2.  Literature Review 

This chapters aim to combine the extensive literature regarding management of innovation, 

entrepreneurship, business strategy, digitalization of organizations and the research body regarding 

piracy in order to provide a solid background and to depict a novel managerial framework to 

analyse emerging business models from pirate activities or to develop a new one.  

According with Schilling (2013) innovation is the key driver for long-term economic and social 

development. It is necessary for renewal in the economy, increase growth, productivity and wealth. 

Innovation can be used to bring to the market better and cheaper physical products and services 

and, thus, create a higher standard of living, or it can be applied to develop more efficient ways of 

producing and delivering those products and services, which involve new marketing approaches, 

new business models and paradigms. Whatever the focus, the core concept of innovation is 

knowledge, which must be accessed and leveraged in order to be successfully exploited by 

established firms or small entrepreneurs. Knowledge is the body of information, experience and 

competencies know-how necessary to bring on any activity. Thus, for innovation to be successful, 

authors from any field of scientific research are advocating for a push in the free flow of 

information. As observed by Shane (2000) discovery of entrepreneurial opportunities is a function 

of the distribution of information in society. Moreover, the digital revolution and technological 

advances in the media industry have strongly enhanced the speed and amount of information freely 

accessible by anyone. It could be argued that quantity and promptness do not ensure quality of 

information, however, it is unarguable that the presence of patent holders that grant world-wide 

monopolies constitute, beside for few highly technological industrial sectors, an impressive 

unrecognized cost to society and a drawback for economic progress. As discovery depends on 

relative difference between people in their willingness and ability to search and identify 

opportunities and take action, policy makers should promote access to information, culture and 

appropriate means in a democratic fashion, rather than granting special rights to agents and 

organizations with superior capital resources. A true business opportunity creates value for 

customers by solving a problem or filling an unmet need. It offers significant profit potential to 

the entrepreneur and investors and it present opportunities to be sustainable on the long-term. The 

best places where to look for opportunities are in presence of technological change, taste change, 

regulatory change, social turmoil and the neglected opportunities under the radar of big companies. 
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The path that leads from an innovative idea to a real business opportunity is long, and start-up 

often need the help of professionals Venture Capitalists to professionalize and monitor activities. 

(Lerner 1995). This thesis work could be intended as a managerial tool and a map of the business 

opportunities which raise from piracy, in order to create “Ad-Venture Capital” activities that target 

pirates and the innovations they bring to society in order to market and profit from them in a legal 

way. In order to do this, pirates-innovations or the technologies they use need to find appropriate 

business models or implementation in already established legal firms. There are multiple elements 

playing an important role in the establishment of a successful firm, Eisenhardt and Schoonhoven 

(1990) enlist the structure of the founding team, the strategy and the network environment, while 

Holmes and Schmitz (1990) focus on the willingness to bear risks and abilities to recognize 

opportunities arising from technological breakthroughs. In order to grow and survive the new 

venture needs to adapt its structure and organization to the external environment and to the kind 

of innovation it brings to the market (Geroski, Mata and Portugal 2003), thus it is compelling to 

understand the different shapes of innovation. There are different kind of innovation, which 

operate at different organizational level, with different degrees of novelty. Henderson & Clark 

(1990) develop a model to define an innovation as incremental, modular, architectural or radical, 

according with the degree of disruption they introduce and Markides and Geroski (2005) take the 

model to a further step, including which kind of firm are better suited for the different kind of 

innovation. The results suggest that large corporations should consider to subcontract the creation 

of radical products to smaller firms, while start-up firms should subcontract (sell-out) the 

consolidation of its activities to established firms. Afuah and Bahram (1995) focus on the impact 

of an innovation on the various actors involved at all the relevant stages of the innovation value-

added chain in order to understand if there are some firms better suited to develop or deal with 

innovation than other. Thus, it is easy to assume that Pirates are involved and better suited for 

radical disruptive activities. Schumpeter (1942) defines innovation as “an essential process of 

creative destruction in capitalism” which Pirates seems to have taken very seriously. Pirate 

organizations intend to “change the rules of the game” by enhancing some types of knowledge and 

making others obsolete. Moreover, these organizations operate with the top-notch technology and 

often develop new ones to carry on their activities. Bower and Christensen (1995) define a 

disruptive technology as initially inferior to an existing technology but entailing high customer 

value, which may grow rapidly and enable market entry. The initial disadvantages concerning the 
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product features take time to be improved, but new products enable entrepreneurs to approach new 

customer segments (low-end or high-end) and expand rapidly at safe distance from mainstream 

market with “flying-under-radar” strategy. In this way, technologies that initially would not be 

good enough to serve mainstream customers’ high-priority features, buy time to develop and often 

evolve to become good enough to compete or even better than the mainstream products. 

Furthermore, when pirates are involved in architectural and incremental innovation which would 

not be ground breaking per se, these innovations are often related to yet to normalize markets and 

grey areas of the legislation. Thus, pirate innovations provokes customer enthusiasm and policy 

makers concern. I find this kind of innovating process in line with Tidd (2006) who advocates for 

a shift away from the emphasis on inputs in innovation, such as the science base and radical 

technological advances, towards a more balanced support for the whole innovation process. The 

basis of this argument is that the assumption that innovation is the consequence of coupling 

technological opportunity and market demand is too limited and it should also include the less 

obvious social concerns, expectations and pressures. Moreover, Pirate Organizations respect the 

theoretical framework developed by Von Hippel (1988) which categorize firms via their functional 

relationship through which they benefit from innovation. Such functional sources of innovation 

can be (1) suppliers which benefit from supplying components or materials necessary to build or 

use the innovation. (2) The manufacturer that benefits from manufacturing and selling the 

innovation or using it in the production process. (3) The final user who benefits from using the 

innovation in their own context. Clearly, the majority of agent can be considered as each of the 

functional roles at the same time or in different periods and pirates do not make an exception. As 

example, when a digital pirate uses peer-to-peer technology to distribute via internet any kind of 

digital content he is covering the role of manufacturer, user and supplier of the networked 

technology and benefitting from all of them. Furthermore, the author highlights two conditions to 

explain the variations in functional sources of innovation. These are the high cost for innovator to 

adopt new functional relationship and the poor ability or little interest of the innovator in capturing 

rent by licensing their innovation-related knowledge to others. This argument introduce the patent 

infringements and license avoiding issues, which are the core appropriability methodology of the 

pirate business model.  The appropriability of an innovation is determined by how easily or quickly 

competitors can imitate the innovation (Pisano & Teece, 2007). Thus, most countries offer legal 

protection for intellectual property in the form of patent, trademark, copyright and trade secret 
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laws. These legal tools present both advantages and disadvantages, mainly depending on the 

structure of the industry and nature of innovation. The general advantage of protection are ongoing 

re-investments in your technology, which may lead to architectural control of the technology. At 

the two ends of the spectrum there are two opposite appropriability systems: Wholly Proprietary 

Systems and Wholly Open Systems. The former is based on technology that is owned by the 

company, protected through patents, it may be legally produced or augmented only by the 

developers and is often not compatible with the products offered by other manufacturers. The latter 

is characterized by a technology that is not protected, often based on available standards or a new 

technology that is openly diffused, can be freely accessed by anyone and improved by other 

producers. The advantages of diffusion is primary that open technologies may accrue more rapid 

adoption, thus becoming the dominant standard/design, and that none can patent an innovation that 

has already been openly disclosed. Most of the technologies lie somewhere between these 

extremes and pirates are supporters of open technological innovation and open business models. 

As described by Teece (1986) innovating firms often fail to obtain significant economic returns 

from an innovation, while customers, imitators and other in the industry benefit from it. This is 

because when imitation is easy, the profits may accrue to the owners of the complementary assets 

rather than to the developers of the intellectual property. Hence, IPRs is becoming increasingly 

important to business strategy (Fisher and Oberholzer-Gee’s, 2013). As example, Peters et al. 

(2013) analyse how firms seek to enhance their growth in dynamic markets by selectively 

disclosing certain bits of information and keeping others secret and obscured. In fact, intangible 

assets have become central to competitive advantage, the globalization of business activities and 

the advances in digital technologies are pushing changes in the regulatory framework governing 

intellectual property rights and public policy should remove trade barriers, tariffs and other 

restrictions which impede development. Moreover, IPR plays a fundamental role in business 

intelligence (Haupt, Kloyer, Lange, 2007), providing information on the technological know-how, 

the commercial potential and life cycle of a technology. The product life cycle and industry 

environment also play an important role in the appropriability system, with the outcome that it is 

not the structure of markets but the structure of firms, their scope and boundaries coupled with 

national policies with respect to the development of complementary assets, which determines the 

distribution of the profits among innovators and imitator/follower. Moreover, there are economists, 

managerial scholars and sociologist (Mazzoleni & Nelson, 1998) arguing that the conventional 
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wisdom that IP protection motivate innovation, induce development, economic benefit and 

technological enhancement may be wrong. For example, Martinez-Sanchez (2010) analyses the 

roles of the government and an incumbent in preventing the entry of a pirate in the market with 

the results that, in order to ensure innovation and social welfare, the government should not help 

the incumbent to become a pure monopolists even if it install an antipiracy system. It should allow 

the pirate enter either as a follower or a leader and encourage the incumbent to set a low enough 

price to successfully deter the pirate from entering the market, depending on its technology. 

Consequentially, 

since the 

appropriabilty 

system is not 

sufficient to 

ensure profits 

and market share 

from innovation, 

firms have to 

develop 

organizational 

learning (Katila 

& Ahuja, 2002) 

as a problem 

solving tool, organizational ambidexterity (Figure 2 - Raisch and Birkinshaw, 2008) which allow 

for exploration of new possibilities and exploitation of existing competencies simultaneously. 

According with March (1991) ambidextrous organizations, which implement dynamic alignment 

and coordination at the managerial level, sharing of resources and integration of internal and 

external knowledge, set up distinctive processes for independent units, are significantly more 

successful in launching breakthroughs innovations. These theories are based on the distant vs local 

research methods depicted by Poetz & Prugl (2010) who focus on the advantages and 

disadvantages of crossing domain-specific boundaries in search for innovation and researches 

conducted in analogous markets from lead users. To this regard, Jeppesen & Lakhani (2010) and 

Pisano & Verganti (2008) describe the different approaches of direct and indirect search, while 

Figure 2 - Organizations' Ambidexterity, Raisch and Birkinshaw 2008 
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Afuah & Tucci (2012) focus on crowdsourcing as the most effective solution for distant search, 

especially in contexts with high tacit knowledge. When analysing piracy, especially online 

(Medosch, 2003), it appears to engage mostly in open innovation to create and profit from 

technology (Chesbrough, 2003) encompassing different institutional norms, habits and rules and 

allowing for knowledge recombination (Laursen & Salter, 2006). According with Anne-Laure 

Fayard (2012) virtual space has to be conceptualized as a “place” where digital and material 

elements interact following precise rules, boundaries and practices. Furthermore, the activities 

itself, as for any other social space, not only constitute the underlying structure, but shape the 

environment as they are carried on. Thus, if combined with the elements of the socio-materiality 

perspective as described by Orlikowski & Scott (2008), Grint & Woolgar (1997) and Bruno Latour 

(1992) we understand that human actors, technological elements and their interactions have the 

potential to shape offline and online reality. In particular, the actor network theory (ANT) asserts 

that technology is an equivalent participant in a network of human and non-human agents aligned 

to achieve a particular effect and to occasion organizational and social change. This theoretical 

point of view is based on the concept that society and technology are not distinct and separate 

elements that happen to interact with each other – in contrast with technology determinism and 

socio-technical systems – but they are deeply intertwined and constantly re-shaping each other 

features. Pirate organizations are deeply dependent on interaction with their users to foster 

innovation, therefore they design their activities in order to increase the probability of accessing 

customer knowledge, often with illegal means, and leverage and recombine it in the context of 

innovation or to make profits (Foss, Laursen, Pedersen, 2011). In regard to the distributed sources 

of innovation, beside the above mentioned analogous markets and technological sectors, 

management authors enlist among the others science (Pisano, 2010) and universities (Perkmann & 

Salter, 2012) in direct collaboration with firms, but also with indirect means characterised by 

feedback loops and reciprocity learning. Science research increase the stock of useful knowledge, 

create new instruments and methods, increase the capacity of problem-solving and stimulate 

network creation and social interaction. Science-based business have emerged greatly in sectors 

like nanotechnology, biotechnology and energy, where science influence technology and is 

influenced by technology itself. Universities also became active players in the commercialization 

of science and university-industry collaboration are increasing in volume and variety However, 

the most useful distributed source of innovation for both traditional business and pirates are 
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customers/users. As argued by Von Hippel (2005), for many years user contribution has been 

restricted to traditional market research where the user is a passive agent, mostly a provider of 

input about its needs but not the solutions. Recently, we have assisted to a paradigm shift where 

the user has become the central actor of the innovating process and product design. Users innovate 

in various ways: customization, unusual discoveries related to existing products, totally new ideas, 

community-based collaborations and in some fields even new firms. According with Hienerth, 

Poetz and Von Hippel (2007) the “lead users” – the best qualified users, often specialists in their 

own fields, thus, ahead of the trends – are the most attractive and their innovations can even 

outperform traditionally developed new product concepts in terms of sales. The success of the lead 

user in innovating relies on expectations of high benefits from innovation based on the concept 

that a user innovates in order to benefit from using that innovation, while a manufacturer innovates 

in order to benefit from selling that innovation. The authors further describe that peer recognition 

and self-fulfilment are strong drivers for user collaboration. Hamilton (2000) depict similar 

findings when researching about pecuniary and nonpecuniary factors influence in the decision to 

start a business. Without the underlying logic of profit, the user innovator can afford to freely 

reveal his idea to other users through digital community platforms, collect improvements and 

achieve a higher standard resulting in an innovative product that matches the expectations and the 

taste of the users greatly. Moreover, user-based innovations do not suffer from the issues 

concerning tacit-knowledge, in fact, the customer does not have to articulate a new need to a 

manufacturer who may lack of the absorptive capacity to understand it. The user generated 

innovation phenomenon is so spread that firms from any industry are putting un-precedent efforts 

in capturing the related advantages by providing toolkits that enable users to design the products, 

by establishing recurrent “user idea generation contests” or setting up firm-hosted user innovation 

communities (Jeppesen & Frederiksen, 2006). Bailey (2012) and Zammuto (2007) describe 

different kind of digital communities and work practices. Virtual team, remote control or mass 

collaboration are defined as processes were people interact on many-to-many basis via internet 

with the final intention to have information shared and used by unknown agents in order to create 

a novel content in a democratic fashion. In order to reach the settled goals, the community or 

organization establish a set of technical features, which ensure accessibility, participation, 

community management, safety, transparency and trust. The various user innovation practices are 

tightly coupled with the definition of network and its major components, the relationships among 
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actors that can shape innovation and how firms can harness network actors for innovation and 

management of technological collaborations. Collaboration and communication are at the centre 

of this body of literature. Schulz (2014) depict in his work the thin line that separates violation and 

collaboration when piracy is involved is thin and often too blurred. Communication takes place at 

many different levels: between members of a workgroup or a virtual team, between functions 

within a business, between businesses and between members of the firm and external entities, as 

users. Due to a globalized environment, where the source of knowledge are highly distributed and 

the high technological progress, no single firm is in possession of the necessary skills to stay head 

of the market and bring significant innovation. Thus in these settings there is the strong need to 

link firms or units of an organization which are often geographically dispersed and create a 

network of innovation. The digitalization of organization provide various managerial tools to 

achieve successful relationships and new roles, as the “knowledge broker” are emerging. This 

implies that how people network is very important to achieve superior performances on innovation. 

As described by Powell and Grodall (2006) employees and firms may develop formal or informal 

ties. Formal ties are often the one that result from traditional roles or activities, such as mergers or 

alliance formation. They rely of geographical proximity, experience in collaboration, knowledge 

absorptive capacity of the involved parties and, usually, work best in context of high technological 

uncertainty. Informal ties, which are often the basis for development of formal ties, work better in 

collective innovation (Bennett & Segerberg 2012) in presence of high reciprocal trading of 

proprietary knowledge among firms operating in the same industry. Informal ties are often 

developed in communities of practice and other networks of individuals with similar skills and 

expertise where trust and circulation of ideas are extremely important. Since any set of 

relationships is a network, is highly difficult but important and for managers to map the internal 

and external networks of the firm in order to understand how is distributed the flow of information 

and if the central nodes are positioned properly in the organizational structure. Once networks are 

clear, it is possible to establish clusters of network at the industry level based on 

complementarities, which often encompass geographical and spatial distribution issues. Cluster of 

networks are proved to enhance productivity, efficiency, positive network externalities, 

coordination, strategic differentiation, circulation of knowledge, innovation, network spin-off 

initiatives and new business formation and labour mobility. Collaborative processes enhance co-

creation instead of competition (Katja Hutter et al, 2011) in a networked centered participatory 
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design (Robertson, 2013) self-ruled by ad hoc meritocracy and fluid hierarchy typical of the 

produsage supply chain, (Bruns, 2008). As stressed by organizational scholars, such innovations 

and new methods have to be implemented carefully in the business model of the firm, and, when 

not possible, new business models are developed to fit with the markets dynamics and firm 

necessities. There is not a generally accepted definition of business model, it can address the 

strategy, the revenue model, the architecture or the method, however, most researchers (Morris, 

Schindehutte, Allen, 2003) agree that there are three different levels of definition: (1) the economic 

level, (2) the operational level and (3) the strategic level. The first level concerns the logic of profit 

generation like revenue sources, pricing methodologies, cost structures and margins. The second 

level focus on the architectural configuration and internal administrative processes to create value 

for the firm and sustain a competitive 

business through knowledge management 

and resource flows. The third level is the 

more comprehensive and concerns 

sustainability, competitive advantage, growth 

opportunities, differentiation, networks and 

alliances and market positioning. The 

traditional key components of a business 

model are offering a value proposition to 

customers based on market factors and 

internal capability factors following one or 

more competitive strategy with the purpose to 

make money and grow over time. The 

sustainability of the business model requires 

that the abovementioned components display 

consistency in terms of internal and external fit. Zott and Amit (2008) provide a valuable model to 

investigate how the firm business model and its product market strategy interact to impact firm 

performance. The outcomes reveal that innovation and refinement of the business model, being 

novel-centred or efficiency-centred, in combination with product market strategies such as 

differentiation or cost leadership positively impact performances if they are considered as 

complements rather than substitutes. The same authors in 2012 further discuss how a company can 

Figure 3 - Drivers of Business Model Innovation, Amit and Zott 
(2012) 
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increase the right business model fit with market situation through innovation in content, structure 

and governance (Figure 3).  The analysis identify four major interlinked value drives: novelty, 

which capture the degree of business model innovation. Lock-in, which focus on the activities that 

create switching costs. Complementarities and efficiency, which refer development of 

complementary mechanisms and cost savings activities, which result in competitive advantages. 

Business model innovation is highly valuable to avoid imitation from competitors and to find new 

source of future value. The implementation of novelty at the broader organizational level is 

complex, however, as described by Chesbrough (2010) the major obstacles derives from 

managerial obstruction – especially if the new business model threaten managers’ position in the 

company – and confusion due to the phenomenon called “the dominant logic trap”. Business model 

innovation, thus, has the potential to change dynamics and relationships even at the industry level. 

Gambardella and MacGahan (2010) depict such evolutions in the technological markets where 

trading of intellectual assets and knowledge capital are often involved. The industry has evolved 

from market-pull to technology-push dynamics. Duchene and Wælbroeck (2007) describe as P2P 

technologies as an information-pull technology where consumers spend resources to acquire 

information on products they have a potential interest in by searching, downloading and testing 

digital copies of original products before they make their purchase decision, in contrast with the 

traditional  information-push distribution. Thus, the firms are changing their business models from 

sellers or licenser of property rights to directly commercializing B2B or B2C technological 

products and services, using general-purpose technological solutions. The dynamics in the 

technological industry are governed by the product life-cycle strategic relevance and the 

technology S- curves that describe the rate of a technology’s improvement and its rate of diffusion 

to the market (Dosi 1982). Technological S-curves can be used to outlook technological paradigm 

and draw technological trajectory in order to find new opportunities, diminish intrinsic uncertainty 

and help managers to forecast performances, rate of improvement and necessary R&D investment 

regarding the adoption of a new technology. The use of the S-curve as a prescriptive tool help a 

firm to realize if the technology observed can be used for product innovation or process innovation. 

If it will constitute a competence enhancing or destroying innovation, if the solution is radical – 

completely different from prior processes/products – or incremental, and if it will affect the 

organization at the architectural level or can be modularized. While mapping the technology’s s-

curve, managers can use data on investment and performance of their technology on the overall 
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industry technology cycles to understand technological discontinuities and forecast the emergence 

of a dominant design in a product class. Generally speaking, the adoption of a new technology is 

initially slow, it accelerates as technology becomes familiar and declines when the market is 

saturated. Technology diffusion is slower than information diffusion because it requires acquiring 

complex knowledge, experience and complementary resources to make it valuable. 

Consequentially, technological change is cyclical and may be divided into two phases: (1) the fluid 

phase, where there is technological and market uncertainty, the s-curve ushers in an initial period 

of turbulence followed by rapid improvement and firms experiment with different product designs. 

(2) The specific phase, after a dominant design emerges firms focus on incremental improvements 

to the design and manufacturing efficiency, over time returns diminish and ultimately the 

technology is displaced by a new technological discontinuity. Technological discontinuity is 

defined by Schilling (2013) as an order-of-magnitude improvement in the maximum achievable 

price vs performance frontier of an industry. Competence-destroying discontinuity renders the 

expertise obsolete required to master the technology that it replaces, while competence-enhancing 

discontinuity builds on know-how embodied in the technology that it replaces. Dominant design 

is a single architecture based on the new technology that establishes dominance in a product class 

(Schilling, 2013). A dominant design always rise to command the majority of market share unless 

the next discontinuity arrives too early. The dominant design is never in the same form as the 

original discontinuity, but it is also not on the leading edge of technology because it is bounded to 

the features that meet the needs of the majority of the market. Furthermore, during the incremental 

change phase, firms often cease to invest in learning about alternative designs and instead focus 

on developing competencies related to the dominant design. The firm’s prior experience influences 

its ability to recognize and utilize the new technology, the use of it builds knowledge base which 

helps firms to improve the technology. These dynamics explain why early adopters are likely to 

become better developers and users, making it difficult for other to compete. Moreover, the 

adoption of a technology benefits from network externalities: the benefit from using a good 

increases with the number of other users of the same good and the development of compatibility 

or complementary products is important to the diffusion. Thus, since the value of a technology is 

strongly influenced by the technology standalone value (qualities and usability) and network 

externality value (size of the installed base and availability of complementary goods) competition 

between standards is extremely beneficial in terms of value offered to the customers. However, 
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this is not always the case. When government regulation intervene in the creation of a dominant 

design, it often results in the creation of natural monopolies. Put simply, the firm supporting the 

“chosen” technology standard earns huge rewards, while the others are locked out. Such activities 

create disadvantages both for the customers and the technology development. In fact, the author 

illustrates that when the dominant design is selected by the government through regulation instead 

of the market through free competition, technologically superior products not always win and the 

monopoly costs usually exceed the network externality benefits. Beside which dominant design 

emerges, technological change has always implications beyond the technology itself, it opens the 

way to new customer segments, new complementary assets, new industries, new relationships with 

the institutions and, on a broader level, it may trigger cultural and social transformations (Trispas, 

2009). Finally, one of the key features for successful introduction of technological innovation on 

the market is timing. There are numerous advantages and disadvantages to being a first mover, 

early follower or late entrant. First movers are the pioneers of a new product or service category, 

early followers are early to the market but not first and late entrants do not enter the market until 

the product begins to penetrate the mass market or even later. According with Suarez et al (2005), 

being a first mover allows to reap advantages from brand loyalty, technological leadership, 

switching costs and the creation of barriers to entry through scale advantages and strong patent 

position but it poses risks due to immature technology, undeveloped supply and distribution 

channels, uncertainty of customer requirements and high research and development expenses. 

Early adopters and late entrants may gain advantages from open product architectures combined 

with strong network effects and inertia of first movers once the dominant design is established, a 

phenomenon called “winners curse”. The analysis of the case studies in this work combined with 

the historical trends described above, show that pirate organizations are particularly fit to act as 

first movers in the Standard Wars (Shapiro & Varian, 1999). Pirates, in fact, have clear 

understanding of customer needs, complementary goods and enabling technologies because they 

are the predominant “lead users” of the innovations they support. Furthermore, pirates often offer 

innovations with dramatic improvements over previous generations, which accrues rapid 

acceptance. Moreover, the collaborative nature of pirate development activities, and the 

contestable fact that they usually steal the knowledge/capabilities that are not freely accessible, 

allow pirate organizations to avoid early investments in R&D and marketing and to focus capital 

resources on technology and supplier or distributor development. Finally, the brand name and firm 
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reputation is likely to reduce the uncertainty of customer in network markets. Pirates, as described 

by Chaboud (2014) leverage their rogue reputation and often use brand management practices to 

attract and retain certain target users. In order to properly innovate and implement the firm strategy 

managers need to monitor ongoing activities of an organization and its members to evaluate if 

operations are being performed efficiently and effectively and to take corrective action. 

Furthermore, Zimmerman (2011) asserts that internal accounting systems serve to provide the 

knowledge necessary for planning and decision making and to motivate/monitor people. Thus, in 

order to ensure responsibility accounting the management can decide to establish responsibility 

centres to link knowledge, decision rights and performance measurement systems. Responsibility 

centres can take the form of cost centre, profit centre, or investment centres any of which has its 

own goals and performance measurement system. The most common managerial tool for decision 

making and control is Budgeting (Davila & Wouters 2005), and its evolutions in Beyond 

Budgeting, which allow for better decentralization, and in Activity-Based Cost (ABC) system and 

Time Driven ABC (Kaplan & Anderson 2004) which enable to identify efficiency problems an 

unused practical capacity. Moreover, an innovative control system is the Lean Accounting.  This 

set of practices revolve around the concept of creating value while reducing as much as possible 

waste, in order to support lean manufacturing and lean thinking. Johnson (2006) depicts seven 

types of Waste (or MUDA in Japanese), which are over-production, inventory, waiting time, 

transport, overlapping of processes, motion and defects. Lean accounting often requires the 

company to change its organizational architecture, since the central ideas are value stream 

management and the efficiency of the operations flow. This requires organizations to adopt 

strategic performance measurement systems specifically tailored for changing environment due to 

external shocks such as technological innovation or shift in market conditions and the consequent 

internal modification of business strategy and organizational architecture. The most prominent 

strategic performance measurement systems in such conditions are Totally Quality Management, 

Just in Time Production, the Six Sigma and the Balanced Scorecard. All four systems help the 

management to monitor and control the employees and intend to align business activities with its 

strategic goals. TQM measure if the quality of the design meets the expectation while reducing 

defects and allowing for increasing decentralization of the organization. In JIT Production plant, 

production and demand are synchronized because the production does not start until an order is 

placed, it has the greatest advantages in term of cost saving but it is hard to set up since the firm 
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must be highly flexible and efficient while operating in a condition of vulnerability to external 

factors (no inventory). The Six Sigma is a revise version of TQM set of practices, where internal 

processes are systematically improved by eliminating defects and non-value-added activities. The 

Balance Scorecard, finally, translates the strategy into a plan of action that identifies specific 

objectives and performance drivers to help determine if the organization is moving in the right 

direction. More in detail, the Balance Scorecard tries to find a balance between financial and non-

financial indicator and short-long term performances by interconnecting 4 perspective in a causal 

relationship: financial, customer, internal business process, innovation and learning. (Jordan & 

Messner 2012). The most objective measure of current and future performance is the Economic 

Value Added (EVA) because it pays particular attention to the setting of appropriate targets and 

rewards structures and it is less prone to managerial manipulation. EVA together with Intellectual 

Capital (IC) is considered also the best tool to manage knowledge, firm growth, and avoid some 

of the problems present in the analysis of the strategic control model. These issues are related to 

incomplete information, invalid assumptions on causal relationship, lack of a time dimension, 

differences between strategic intent and strategic action and the perception that the way financial 

tools are used in evaluating investment creates systematic bias against innovation (Christensen, 

Kaufman and Shih, 2008). While EVA looks at managers as the drivers of change, IC aims to 

promote the creativity of the employees. Thus, the two methods combined bring to the creation of 

the Sustainability Balanced Scorecard, which makes possible to take into account non-monetary 

strategic success factors. Sustainability accounting refers (1) to the outside-in approach to fulfil 

social and environmental expectations, (2) to the inside-out approach of collecting information and 

communicate internally to support decision making, and (3) the interlinking of the two approaches 

in order to create a competitive advantage on sustainability towards the environment. According 

with Orsato (2009) there are five different sustainability strategies, the most important of which is 

the Sustainable Value Innovation Strategy, based on the idea of driving cost down while 

simultaneously driving value up for consumers. Cost saving is achieved through reduction of waste 

which also favours the environment, creating sustainability and consequentially increase value for 

the customer. This virtuous cycle has the potential to create complete new markets and it is the 

cornerstone of the Blue Ocean Strategy, where the “blue oceans” are the novel markets without 

any competition or with high barriers to entry, in contrast to the “red oceans” or the markets where 

competition is fierce. This demand-oriented strategy advocates the creation of high value for the 
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customer and society in general at lower costs and environmental impact rather than trying to gain 

competitive advantage in existing markets. Kim and Mauborgne (2005) assert that the blue oceans 

is achieved by creating new rules, new market boundaries and innovation of the business model, 

for example, a shift from manufacturing to servicization, which requires innovative capabilities, 

willingness to risk, resources, flexible structure and agile strategy. The idea that sustainability is 

one of the major key driver of innovation and it should be integrated into business and corporate 

strategy is supported also by Nidumolu et al. (2009). Day & Schoemaker (2011) take from there 

and go further describing how sustainability innovation can carried on. Timing, as for any other 

business strategy is crucial for the decision to change or adopt a green technology. Collaboration 

can be the key to capture market opportunities and reduce the risk of market and technological 

uncertainty. Technological innovation rarely happens within a single company, thus, an adaptable 

organizations that master the complex competences of network orchestration have an opportunity 

to reap the benefits of network synergies. Furthermore, keeping an eye to the periphery of the 

markets and across the industry boundaries allows for early discovery of technological/competitive 

dynamics, enhances adaptation to change and ultimately enables for organizational ambidexterity.  

Business strategy is closely related to the industrial organization as showed by Porter and Kramer 

(2011), and there is an increasingly important link between strategy and society concerns 

(Chesbrough & Minin 2014). Moreover, the raise of platform-based industries creates 

opportunities to learn from customers (Chesbrough 2011) and challenges to strategy and business 

model (Gawer and Cusumano 2002). Thus, servicizing associated with collaborative consumption 

propose the idea that there is no need of ownership in order to benefit from a product. The strategic 

implications of this concept are researched by Botsman and Rogers (2011) in environments 

characterized by new technologies. The results show that this business model discourage over-

production/consumption and enhance environmental benefits. As response to changing 

environmental challenges, corporate leadership should balance induced top-down and autonomous 

bottom-up corporate-strategies (Burgelman & Grove 2007) developed on the basis of the resources 

within the firm and the competitive assets embedded in inter-organizational relationships and in a 

context of Open Innovation (Christensen 2006). Open Innovation can be used as an interplay 

between business strategy and business model development and design (Casadeus-Masanel & 

Ricart, 2010). The authors present a framework that depict business model as the whole logic of 

the firm, the strategy as to the plan of action and the tactics as the specific organizational choices.  
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3.  Methodology 

This chapter explains the methods and approaches used in the study to analyze and answer 

provided research questions. Firstly, research method is introduced defining how the topic will be 

analysed in this paper. Following part explains the case study approach that has been used to 

support and strengthen the analysis. Lastly, the methods of identifying and collecting main sources 

for study are provided.  

3.1 Research Methods 

Two main research methods can be identified for majority of academic studies: quantitative and 

qualitative types of studies. The quantitative study relies on numerical data, its changes and/or 

relationships with area of interest. This type of study most often uses hypothesis that can be 

measured mathematically with the study’s aim to either confirm or deny it. The qualitative study 

is used to “understanding some aspect of social life, and its methods which (in general) generate 

words, rather than numbers, as data or analysis” (Patton & Cochran, 2002). This type of study 

relies not on the numerical data but rather on the data provided by perceived and at times subjective 

experiences and implications of the analyzed subject. The reason of a qualitative study is to 

acknowledge on these experiences and provide an insight whether and how they have made an 

effect. This study is using a qualitative research method as it enables to analyze and evaluate 

subjectively perceived views and experiences built around digital piracy phenomenon, and identify 

how these different implications might have changed the recording industry. Multiple approaches 

can be used in academic studies providing different structure and insight emerging from the 

analysis. Deductive and inductive types of approaches can be identified. The deductive approach 

starts with the theory, using a broad perspective and eventually narrows down to the area of study’s 

interest to analyze a more definite research problem. The inductive approach is used when specific 

observations and ideas are presented which later on lead into detecting patterns and providing 

general conclusions and/or theoretical support. This paper is going to exercise both of these 

approaches to fully analyze the presented subject. The deductive approach will be used analyzing 

the theory. The case studies will exercise a more inductive approach, as the analysis of case 

provides additional insight and possible findings that can be applied to a broader population. 

Study’s findings will be focused on piracy effect as an innovating factor. 
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3.2 Case Study Approach 

The case study design enables to concentrate on an explicit analysis of cases, as it is connected 

with the “complexity and particular nature of the case in question” (Stake, 1995). A case study 

“investigates a contemporary phenomenon within its real-life context; when the boundaries 

between phenomenon and context are not clearly evident; and in which multiple sources of 

evidence are used” (Yin, 1984).  The case study, like every research method, has certain 

advantages and drawbacks. The main disadvantage is likely to be its limitations that make it 

difficult for final conclusions to be generalized and/or build a misleading view of presented 

theoretical implications. Another important limitation of case study is its interpretative nature 

itself, as the researcher can shift the direction of conclusion according to his personal 

interpretations making it rather subjective and its results dubious. The advantage of case study is, 

however, the ability to interpret the data in order to describe and illustrate certain complications 

that would not be available in other types of studies.  

This paper builds three instrumental case studies with the aim to provide an insight of the entire 

digital piracy phenomenon through a different perspective (Stake, 1995). The case of Spotify here 

acts as a support, providing the needed examples of real-life situations to the study of digital piracy 

as an innovating factor. 

3.3 Collection of Data 

This paper has used an extensive list of both academic and journalistic sources to build the explicit 

overview of digital piracy, provide a relevant theory part of innovation and carry on with the case 

studies. The sources were gathered from internet using relevant to the area of interest search 

queries. Copenhagen Business School library (http://www.cbs.dk/en/library) was used to search 

for articles, books and other types of publications. First queries used were ‘digital piracy’ and/or 

‘innovation’ which provided around 100 results. 20 articles were identified to be relevant and used 

in this paper, these publications formed the first tier of sources. An initial overview of first tier 

sources provided suggestions for other needed papers for the study, around 40 new sources were 

identified, forming the second tier. Lastly, approximately 10 articles were found relevant for the 

conclusion, making the third tier of sources for the paper. 

 

http://www.cbs.dk/en/library
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4.  The Pirate Business Model Innovation 

The fast development of the Internet and its unlimited capabilities to distribute information 

basically to every corner of the earth, brought one of the most complex issues modern law must 

solve - online 

copyright 

infringement. The 

levels of online 

copyright 

infringement are 

skyrocketing, 

because of the 

perpetual 

technological 

development of the 

Internet and this 

worries music companies, movie companies and other copyright owners. The copyright holders 

fear, and not without a good reason, that they cannot prevent this process and furthermore they are 

concerned that in the near future it will become even more burdensome. For now the main direction 

copyright holders adhere to, is copyright enforcement, which gives them the opportunity for 

tracking and suing individual Internet users that infringe their rights. However, until now these 

efforts seem to yield the necessary results as the copyright piracy continues to form a serious 

problem. Copyright holders are struggling in this battle feeling unable to protect their own 

property. All the legal measures adopted in combating this infringement turn out to be just 

temporary or lack effect at all. Organizations such as Recording Music Associations of America 

(RIAA) and Motion Picture Association of America (MPAA) are specifically created to protect 

copyright owners’ rights. Copyright holders realized that fighting online piracy by filing lawsuits 

was not the solution. A litigation costs a large amount of funds, could last years and it does not 

guarantee that the court will find the defendant liable. The court decision in Lenz v. Universal 

Music Corporation showed that copyright owners in their efforts to limit the online copyright 

infringement file unconsidered lawsuits against the Internet users, which as a consequence leads 

to not just wasting money and time, but also to users’ dissatisfaction. Thus, rather realizing the 

Figure 4 - Business Model Design 
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problems caused by piracy rates, consumers saw creative industries as their enemy. The 

contemporary framework of combating online copyright infringement does not respond to the 

constant evolving of the technologies and the Internet network. In order to concentrate the efforts 

towards better results in solving this issue, we need to focus the actions of the copyright holders 

towards adopting new attractive business models that respond to the changing market environment, 

influenced by Internet instead of the ineffective and contradictory copyright enforcement. The 

need for promotion of such alternative has risen in the last few years when it turned out that the 

stakeholders do not realize the changes that digital technology has brought upon and the copyright 

law became less capable in protecting their rights. It seems that none of these interested parties 

consider that the enforcement capabilities of copyright law are outdated and easily contested, as 

well as it cannot fit the current state of socio-cultural and technological sophistication and obstruct 

innovation. This possible alternative for combating online piracy might prove better than relying 

solely on enforcement. Copyright industries’ actions are involved mainly on imposing political 

pressure over governments to enact more severe copyright enforcement in order to create better 

protection for their property and to prosecute more effectively perpetrators of copyright 

infringements. However, shifting the actions of the content industries and making them rethink the 

way copyright enforcement has been applied is not an easy task. Copyright enforcement should be 

no longer used as a tool for gaining revenues from individual users, but as a tool that guides them 

to the new business platforms.  These emerging markets, developed by the business models, might 

be promoted by providing educational campaigns targeted to the consumers of these copyright 

protected works might promote the emerging market developed by the business models. Such 

educational initiatives could be another incentive for the content industries to elaborate such 

market alternatives, instead of solely relying on ineffective enforcement. 

 

4.1 Case Studies 

This section of the thesis describes a list of product and business models innovation drawn from 

digital activities evolved by piracy activities. The list is not exhaustive and there are other kinds, 

as well as such under construction. However, the reason why concrete business models are 

presented here is to reveal that they imply great potential for gaining revenues and attracting 

consumers. Their description serves as an example only. The recommendations for innovation of 

such business models are aimed to complete and improve them. 
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4.1.1 BitTorrent & BlockChain Technology 

When the world entered into the digital era we discovered its unique abilities to overcome distances 

in a matter of seconds. This system for data transferring facilitated by Internet brought unlimited 

opportunities for costless and instant distribution of information of all kind. During the technology 

evolution through the years, online sharing emerged into peer to peer networks (P2P). Files sharing 

through P2P networks is growing ever since the society discovered its benefits and especially the 

cheap distribution it offers. P2P share of the internet traffic is substantial and since 2005 it is 

estimated that more than 50% of the individuals has used these networks. However, this system 

was not only meant to facilitate peoples’ lives, but it also brought copyright infringements to levels 

never imagined before. Soon after the emerging of Internet, the growing penetration of the file 

sharing during the first steps of the World Wide Web led to the first cases regarding copyright 

infringement. As the digital trend continues, business models are forced to evolve or to disrupt in 

order to survive. File sharing enables a variety of new business models, the majority of which are 

yet based on IPR infringement and other illegal activities. However, there are notable examples of 

legal product/service innovation and legal business models based on P2P technology. The peer-to-

peer system has three different kind of architecture: the purely centralized architecture (e.g. 

Napster), the purely decentralized (e.g. µtorrent), and the partially de-centralized (e.g. Gnutella) 

architecture. The most recent evolution of P2P technology is the BitTorrent protocol (Figure 5) 

which was developed in 2001 by Bram Cohen and is now 

maintained by BitTorrent INC. The company, founded in 

2004, has won different innovation awards, has developed 

partnership with many media, technology and venture 

capital companies. The core business model of the 

company is licensing the semi-open BitTorrent Software 

Development Kit for Devices, another important source 

of revenue is advertising on the Bit Torrent Entertainment 

Network enabled by the BitTorrent Delivery Network 

Accelerator. Lately, the firm has also started to operate in 

the Venture Capital Market. The BitTorrent protocol 

makes use of peer-to-peer connectivity and thrives on the 

P2P environment, which means that files can be shared Figure 5 - BitTorrent Protocol 
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directly between computers that use the protocol without the need of a central server, and the 

protocol is optimized for file sharing of large amounts of data over the Internet. As such, the 

protocol is the base of a decentralized file sharing network commonly called the BitTorrent 

network. This network is currently the prevalent file sharing network and accounts for the majority 

of file sharing taking place today. Numerous client servers are available to connect to the network 

and they generally present similar features and user interfaces. The features presented by the 

underlying technical protocol BitTorrent and the related network, allow for an impressive amount 

of business model innovations and disruptive technology spin-offs. One of the most notable is the 

Blockchain technology on which is based the Bitcoin crypto-currency. Cryptocurrencies are digital 

currencies, which can be used as payment for a wide variety of purchases across the internet and 

in the offline world. In general, cryptocurrencies are characterized by being regulated only by 

supply and demand with no central authority or industry regulation. Among cryptocurrencies, the 

most fast-emerging disruptive technology is the blockchain, used to create the digital currency 

called Bitcoin, which falls into the pattern of the private currency circulating in the cyberspace. 

Blockchain adopt the p2p file-transfer BitTorrent protocol and it was issued at the beginning of 

2009 by an anonymous entity, working under the name Satoshi Nakamoto. Interesting, the 

invention of cryptocurrency coincided with the global crisis of legitimacy in the 2008 financial 

meltdown, which was followed by bank bailouts and for the people, a cycle of austerity. The core 

innovation is distributed trust and Nakamoto stated that it was put forward as a solution to the 

“inherent weakness of the trust based model”, where financial institutions act as trusted third 

parties. In fact, Bitcoin uses a database relying on 20,000 nodes of a network of peer-to-peer with 

the purpose of the inventory of transactions. Encryption and advanced algorithms are used to 

generate the Bitcoin currency and to validate and to finalize transactions, from which the name 

“crypto-currency”. The goal of using cryptography is to provide the core of the security and 

stability functions - Bitcoins can be spent only by who owns them and it can be done only once 

(Hall, 2013). The blockchain technology has an enormous innovative potential for money and the 

bank industry, which have experienced over time a digitalization process, which brought to the 

evolution of products, services and infrastructures in response to the connected world. Progress in 

the banking digital space is driven by successful innovation, which include the adoption of 

disruptive technologies such as mobile app, analytics, big data and payment platforms. The initial 

driver for industry innovation was related to cost reduction and service quality. As digitalization 
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moves on, the need for customer transparency, effectiveness and security is becoming essential. 

Blockchain technology is transforming the financial sector by increasing efficiency, transparency 

and security, reducing costs and unleashing an unprecedented wave of innovation. As crypto-

currencies are demonized by media and banking institutions – a clear example of political use of 

the internet with the intent of deceiving mass audience (Margolis & Resnik, 2000) – dozens of 

those same large financial institutions are showing to be extremely interested in the blockchain 

technology. In fact, many of the world’s major banks have already launched initiatives to explore 

its potential. As it appears, the technology could be used to document the transfer of any digital 

asset, record the ownership of physical and intellectual property – instead of being used to avoid 

it – establish rights through smart contracts and among other applications. By reordering and 

automating complex labor-intensive processes, bitcoins can enable organizations to operate faster 

and cheaper. Highlighting the importance for banks, Santander issued a report in 2015 estimating 

that blockchain could reduce banks’ infrastructure costs by US$ 15-20 billion per year by 2022.  

The opportunities include applications to improve and enhance currency exchange, supply chain 

management, trade execution and settlement, remittance, peer-to-peer transfers, micropayments, 

asset registration, correspondent banking and regulatory reporting, customer-center and anti-

money-laundering applications. Blockchain has the potential to transform how business and 

government work in a wide variety of contexts. The technology revolutionizes the transaction 

process by dispersing control and providing total transparency, obviating the need for the type of 

middlemen or centralized authorities that traditionally conduct, authorize or verify transactions. 

The perception of blockchain's potential is reflected in investment trends (Figure 4). According to 

Goldman Sachs, venture capital (VC) firms invested almost a billion dollars in the technology over 

the last three years, with about half of that amount invested in 2015. Financial institutions are 

among the biggest investors in blockchain reflecting a growing belief that the technology may 

actually have its greatest impact in the financial services sector. An array of major financial 

institutions already has launched efforts to explore the potential opportunities blockchain holds for 

their businesses. Some, such as USAA Bank and BBVA, have invested millions of dollars in 

Bitcoin service providers such as Coinbase and Circle to study blockchain applications. Others, 

such as Barclays and Fidelity, have created accelerators or sponsored hackathons to provide space 

for and learn from startups. Others still, such as Citi and Nasdaq, are beta-testing systems built on 

top of the blockchain technology to explore its potential. Goldman Sachs filed an application for 
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a patent on a settlement system for securities markets that would employ its own cryptographic 

currency, the SETLcoin. Goldman is also one of 42 financial institutions (half of which rank 

among the 100 largest in the world, by revenue) that joined a blockchain consortium launched in 

2015 by R3 CEV, a financial technology firm. This consortium is one of the first cooperative 

efforts among major institutions in the financial services sector, is exploring opportunities to 

deploy blockchain in new financial products and services, as well as in their ongoing operations. 

Indeed, financial institutions invested US$75 million in blockchain technology in 2015, according 

to the Aite Group, a financial services research firm. That is more than double the amount invested 

in 2014, and Aite estimates that financial institutions will be investing five times that amount 

annually by 2019. The following are some of the areas and applications getting the most attention 

in blockchain from financial services companies and regulators. 

 Trade execution and settlement 

Blockchain will enable faster settlement at lower costs while simultaneously lowering the risk of 

fraud. Some companies will develop unique and powerful trade and settlement offerings. One 

example is Nasdaq's private Linq blockchain network, which enables private companies that have 

not yet been subjected to the recordkeeping demands of public listing to keep track of changes in 

the ownership of shares issued to founders, early investors and employees. Similarly, Ripple has 

established a powerful value exchange platform over which financial institutions can exchange, in 

real-time, currency, cryptocurrency, commodities and other tokens of value, without relying on 

traditional intermediaries of the international financial system, such as the SWIFT. In a different 

context, Overstock.com has issued private bonds via a blockchain mechanism, and the US 

Securities and Exchange Commission approved Overstock's proposal to issue and record company 

stock using blockchain. In each case, a record of the change in ownership is immediately inscribed 

on the blockchain, and payment and settlement of the trade occur simultaneously. 

 Asset exchange 

Blockchain will enable the development of new exchanges that facilitate the trade of a wide variety 

of assets, not only financial instruments. This would typically involve the exchange of virtual 

tokens that represent underlying assets, which could include physical or intellectual property. In 

early 2016, the technology company R3 CEV conducted a test that involved exchanging tokens 

that represented theoretical assets through a private blockchain application. The test, which used 
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Ethereum, an open-source blockchain platform, was executed over a five-day period among bank 

offices located in North America, Asia and Europe. Banks participating in the test included 

Barclays, BMO Financial Group, Credit Suisse, Commonwealth Bank of Australia, HSBC, 

Natixis, Royal Bank of Scotland, TD Bank, UBS, UniCredit and Wells Fargo. 

 Physical asset registration 

Blockchain will streamline the process of registering assets, including real property. In real estate, 

blockchain eliminates the need for title insurance to confirm the accuracy of a local government's 

property registry. Instead of the currently expensive and lengthy title review and registration 

process, a public blockchain can be used to create an accessible ledger of property ownership, 

dramatically reducing the time it takes to transfer real estate ownership while reducing the 

associated costs. Blockchain will also facilitate more rapid price comparison and enable the 

tracking of escrow payments on contracts. Several startups, including Ubitquity, LLC and Factom, 

are building platforms designed to track property ownership. 

 Supply chain management 

By enabling meticulous tracking of the movement of goods, blockchain will provide a highly 

secure supply chain management system that is resistant to fraud. Everledger, a London-based 

startup, is focusing on registering and tracking individual diamonds to document their provenance, 

track their ownership and combat insurance fraud. The company not only captures the serial 

number inscribed on individual stones, but also effectively digitizes each diamond, placing all 

collected data on a blockchain ledger. The company's founder, Leanne Kemp, foresees expanding 

this particular application of blockchain technology to other luxury goods, such as high-end 

watches, artwork and designer handbags, to provide a robust system to track ownership transfers. 

 Cash reserve management 

The current system of multiple intermediaries drags out settlement time, increasing costs and risk 

for financial institution intermediaries. Blockchain offers the potential to drastically cut settlement 

time, which in turn will reduce the amount of cash and collateral that financial institutions will 

need to hold to mitigate settlement risks. This will be particularly significant for international 

transactions, which currently take days to complete but can be completed in hours using blockchain 

technology. 
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 Smart contracts 

These use digital technology to embed business rules into a contract, including automated 

execution of contract terms. Using blockchain, smart contracts can be customized on a contractby- 

contract basis, streamlining transactions by cutting out counterparties and intermediaries. Smart 

contracts will also be of interest to regulators because of stronger security features and reduced 

risks of internal hacking. IBM is investing in a proprietary blockchain to facilitate digital contracts, 

but it also plans to release an open-source version that can be used by anyone. Smart contracts 

using blockchain can empower artists, allowing musicians and authors to license and track the use 

of their works themselves without intermediaries. 

 Algorithmic regulation 

Blockchain is not only transforming banking, it will also transform bank regulation and 

supervision. For example, financial institutions could leverage existing applications to develop 

algorithms that identify patterns of abuse related to fraud and money laundering. Blockchain 

technology will enable banks to track the progressive history of every transaction on their systems 

to ensure that the origin, ultimate destination and use of funds is clear and traceable. This will 

improve the ability of banks to identify suspicious customers and networks. Private entities already 

use algorithmic approaches that do not rely on blockchain to monitor and manage compliance—

for example, Google's automated ContentID system automatically disables YouTube videos that 

potentially violate copyright laws. Similarly, government agencies will be able to implement 

blockchain in systems such as Fedwire to enable bank supervisors to identify systemic payment 

risks. This case study show how P2P technology allows for product and process innovation when 

the technology find implementation in a legit fashion. Furthermore, business model innovation is 

also possible thanks to the collaborative/connective produsage of goods as the Bitcoin 

cryptocurrency or the intense use in the whole digital network of native advertising, a new form 

of embedded marketing, where the advertisement transforms from symbolic representation of 

content and quality to vector and recipient itself of value for the user. It is worth to mention that 

the quality advancement represented by native advertising has been pushed forward also by the 

immense success of AdBlock, a disruptive technological service developed through crowdfunding, 

which allows users to block the overwhelming advertisements on websites and has already created 

innovative form of revenue streams for media publisher, such as Flattr, developed by thepiratebay. 
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4.1.2 Spotify Ltd. 

The music industry is changing rapidly. In the past the record companies fully determined which 

artists were launched national or international. The production costs, the promotional costs and the 

distribution costs for an album were significant. The music industry lived for the blockbusters with 

huge sales from a handful of talents. The core business of a record company was to discover and 

to launch new talent. In the last ten years, this has all changed. The record companies could not 

keep up with the rapid developments in the market and lost considerable ground to newcomers. 

Digitization has made it easier to exchange music. In 2001, applications like BitTorrent, Napster 

and The Pirate Bay made their entrance in the market. These applications were pioneers in a new 

era. They presented a new business model in the music industry, the piracy model. Piracy was easy 

and “for free”, which led to a massive download movement. Users do not pay for copyrighted 

music and become “pirates” leaving both the artists and record companies empty-handed. This 

case study about the online music subscription service illustrates how a pirate technology can find 

a legitimate use and prompt a successful business model when few different elements of the mix 

Figure 6 Spotify Business Mode, https://stephenfmccarthy.wordpress.com/ 
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are varied. It also highlights success factors for developing an online marketing strategy. Spotify 

is a streaming music service originally developed in 2006 in Sweden and launching in 2008. At 

the time of the launch, it was presented as the legal alternative to piracy, while using the same 

BitTorrent protocol of P2P technology of pirates, highly convenient to reduce the distribution costs 

of the startup. In 2014, Spotify has ceased to use he decentralized P2P system since has developed 

the centralized server capabilities to host and stream music content to its clients. Spotify is one 

example of new market segmentations enabled by novel business models based on “pirate 

technologies”, described by Orsato (2009) as the blue oceans where there is no competition. Other 

notable examples are Netflix, which adopt the same business model in the video-media industry, 

and Skype, which uses a similar revenue stream but different technology (VoIP) in the 

communication sector. Spotify Ltd. now operates as the parent company in London while Spotify 

AB manages research and development in Stockholm. In early 2015, Spotify was valued at more 

than $5 billion. Investments in the growth of the company have been $1/2 billion in seven rounds 

of funding from 17 investors. It is currently rumoured to be about to receive an additional 500 

million in funding in preparation for an IPO. The streams include music (labels and private artists), 

podcasts, and videos. Spotify also provides digital rights management (DRM) – protected content 

from record labels & media companies. As of 2016, Spotify boasts of more than 100 million active 

users and about half a billion registered users. As of 2016, Spotify has 40 million paying 

subscribers worldwide. The Spotify founders are Martin Lorentzon and Daniel Ek, who founded 

his first company at the age of 14, Tradera (this was acquired by Ebay), and later on Advertigo, in 

2006, sold to TradeDoubler.  Also in 2006, Ek was the CEO of μTorrent, which was sold to 

BitTorrent. Spotify was not the first online entrant to online music services, but it is an innovator 

in marketing approaches, technology and subscription options that have enabled it to become a 

market leader in music subscription. The first major entrant was in 1999 through Napster. Its initial 

incarnation was as the first widely used service for ‘free’ peer-to-peer (P2P) music sharing. The 

record companies mounted a legal challenge to Napster due to lost revenues on music sales, which 

eventually forced it to close. However, the Napster brand was purchased and its second incarnation 

still offers a legal music although following bankruptcy in 2008. Napster now focus on the music 

subscription service as part of the Rhapsody music services in direct competition to Spotify. The 

Spotify most notable innovation is that it makes music available in legal way by providing (free) 

access to songs and albums. The Spotify business model (access to music) challenges the business 
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model of iTunes (owning music). Spotify provides music to anyone (over 30 million songs, and 

more music being added approximately every day) with an Internet access, via your PC or your 

mobile device, for free. The Spotify model is based on “music anytime, anyhow, anywhere”. The 

user determines whether he or she takes the free version (with advertising) or the premium version 

(without advertising). Spotify introduced the model of “providing access to music”, with or 

without advertising. Spotify operates a so-called “multi-sided platform” business model. In a 

multi-sided platform, one customer segment (in this case, advertisers) finances the other customer 

segment (in this case, the user). Spotify serves two customer groups that cannot exist without each 

other: the user and the advertiser. Both customer segments exist in a symbiotic coexistence. Spotify 

offers a proposition to them both. The user (”global music fan”) is looking for music and the 

experience of music. The advertiser is looking for an audience to advertise for their products. 

Spotify manages both segments offering free access to music in a legal way. For those who do not 

want advertising, there is the premium (paid) model. The user can listen to unlimited music for a 

monthly fee. In fact, the user buys off the rights to listen to the music. Spotify is a distribution 

channel for music right-holders (record companies and artist aggregators). They use Spotify as a 

channel to reach their customers. A “free” business model is risky. In comparable models, the 

conversion rate from free to premium (paid) is below 10%. How can Spotify make revenue with a 

free model? Very simple. Spotify embraces the concept ‘Free Drives Paid’. They understand the 

user better than anyone else. The most users want to listen freely to music, while some users are 

(under certain circumstances) willing to pay for music. That is why Spotify has two services on 

the market: FREE and PREMIUM. The key is to make users willing to pay for music even if it is 

available for free. Spotify achieve this goal through different strategies. The application of Spotify 

is easy to install and easy to use. The customer can also play (access) music on different devices: 

PC, mobile, playstation and now even SMART cars. The music literally moves with the user. The 

application also provides the opportunities and options on how to build a personal playlist and 

music library, which you can easily be shared on almost all social media. The Spotify user invest 

much time in building and sharing his or her music and it creates an “emotional connection” with 

the product. This “emotional investment” is the real driver in the Spotify business model and the 

company makes use of it profoundly. At the beginning, the user starts surfing Spotify in the free 

version with advertising, while getting acquainted with the application, a complete new world 

opens up as the customer realize he/she can play anything matching his/her taste. Inevitably, after 
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a while, the user is bothered with the advertising and shifts towards the paid subscription model. 

This is a concept named ‘free drives paid’, and it is fully understood by Spotify who built into their 

business model. The underlying idea is the same: freemium products that succeed do so because 

their value to the user increases over time. As abovementioned, the key is that Spotify creates an 

“emotional connection” between the user and the product. To express it with Spotify investor and 

technology visionary Sean Parker words: “once a Spotify user has connected with their friends and 

built playlists into Spotify, "we've got you by the balls."”.  The playlists are inside Spotify, and to 

put them on their mobile, that person has to pay up.  To a user, at first, Spotify is just music. Then 

it becomes music, plus their playlists, which they have taken a lot of time to put together, plus their 

friends' playlists, which they can access easily in the software thanks to Facebook integration. 

Once the "emotional connection" with the product is accomplished (or once Spotify has "got you 

by the balls"...) it becomes much more compelling to pay up. Thus, Spotify operates a freemium 

model with the majority of its users streaming music to their mobiles or desktop via apps or web 

browsers. Users 

who subscribe for 

free get ads 

between tracks 

which are part of 

the Spotify 

revenue model. 

Users of the free 

service encounter 

audio ads every 

five or six songs, 

or approximately 

three minutes of 

advertising for 

every hour of 

listening. Since 

many users 

enjoyed the Figure 7 - Spotify Pricing Tiers, www.spotify.com 
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unlimited free music option, Spotify moved to limit this in April 2011, when they announced that 

audio streaming would be limited to ten hours per month after an initial unlimited listening period 

of 6 months. This restriction was removed in 2014. Spotify Premium users who pay a fixed 

monthly fee get additional features including offline listening and no ads Thus, Spotify also use a 

mix of advertising/freemium business model. Specifically, there are three pricing tiers (Figure 7): 

 Free. You can download and listen to Spotify for free. In exchange, there are ads (audio 

and display), listening time is limited to 10 hours a month, and you can't take your music 

mobile.  

 "Unlimited," $4.99/month. Unlimited listening time, without any ads.  

 "Premium," $9.99/month. Unlimited listening time, no ads, and the ability to take songs 

mobile on other devices.  

The freemium business model is based on the concept that the vast majority of the users use the 

product for free and a minority pay for it. There are basically two reasons to go for a freemium 

business model: Marketing and Network Effects. By definition, having a free product makes it 

really easy to get customers. And internet economics make this very attractive, because the 

marginal cost of every new free users will be very low. Free users can also be good marketing 

because even though a free user might not convert, they can invite other free users who might. 

Moreover, a network effect is what happens when a product or service becomes more valuable as 

Figure 8 Spotify user growth, www.spotify.com 
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more people use it. Successful freemium businesses generally show the following characteristics: 

(1) a large free user base, (2) a low marginal cost to serve each new subscriber, (3) a product whose 

value to the user increases over time. Spotify already has many millions of free users, the rate of 

new subscriptions is growing (Figure 8) and its product is highly critically praised. What's more, 

Spotify has been a large beneficiary of Facebook's new platform product, which allows music 

services to turn users' activities into viral social signals. Unless something unforeseen happens, 

Spotify's user base should only increase from here.  The key cost-per-subscriber is the royalties 

Spotify must pay to content owners. It does not cost Spotify much to "serve" each additional 

subscriber, in part because its product uses a (mostly) peer-to-peer architecture so Spotify's own 

servers have to stream little data. However, Spotify does have to pay fees to record labels. Spotify 

royalties are complicated as they differ per artist, label and country. There are many moving pieces 

in this formula, but this is the general logic behind the royalties plan. Spotify pays an average of 

$0.006-$0.0084 per stream and different users can also mean different payments, as premium 

subscribers’ royalties are higher, as they considered to be higher quality listeners. The details of 

these royalty payments (Figure 9) will determine how profitable each incremental Spotify user is, 

and, therefore, how profitable the company can eventually become. The more the platform become 

useful to the users the more it will allow Spotify to convert more free users to paid user over time. 

Spotify actually boasts a high conversion rate on active users, around 15%. The Wikipedia entry 

for Spotify has charted the growth of Spotify:  

 In November 2011, more than 2.5 million paying subscribers signed up to its service. This 

followed 500,000 premium users signing up since its partnership with Facebook’s “Open 

Graph”, which allows people to share the tracks they were listening to with friends. It also 

launched in the United States in 2011. 

 In August 2012, there were four million paying Spotify subscribers responsible for at least 

€20 million per month in revenue. 

 By March 2013, Spotify had grown to six million paying customers globally (a figure that 

remained in December 2013) and 24 million total active users. 

 By May 2014, Spotify had grown to ten million paying customers and 30 million free users. 

 By January 2015, Spotify had grown to 15 million paying customers and 45 million free 

users. 
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Through licensing the service to other businesses there are further opportunities for revenue. For 

example, in January 2015, Playstation announced that Spotify would power their new music 

service called Playstation Music. This is how Spotify licensing service works: The company pays 

roughly 70 percent of its revenue for royalties to artists and companies that hold the rights to the 

music. Spotify pays artists and labels per streamed track, with the Spotify artists page explaining 

that there is an average an average “per stream” payout to rights holders of between $0.006 and 

$0.0084. Artists have questioned the value that Spotify returns with some major global artists such 

as Taylor Swift and AC/DC withdrawing some, or all of their music from the platform. However, 

for many others it provides a way to reach new audiences through recommendations and playlists 

and gain royalties from listeners who they would previously have not received any revenue from. 

Spotify makes the case that is aims to regenerate lost value by converting music fans from these 

poorly monetized formats (e.g. illegal download services) to the paid streaming format, which 

produces far more value per listener. Spotify, over time has also improved its value proposition, 

In addition to the core music listening service Spotify has developed other features to add to the 

value of the service which have also given opportunities to spread awareness of the site through 

co-marketing. Spotify claims that it’s users are highly engaged with the average multiplatform user 

spending 146 min a day using the service. Between 2013 and 2014 the share of users listening on 

mobile tripled although more than 50 percent of sessions are still on desktop. Moreover, Spotify 

has developed a range of innovative advertising formats to build its revenue, mainly from its free 

subscribers. These formats are described as: 

7. Audio Ad - A cross-platform, unavoidable format comprised of an audio spot, cover 

art, and clickable campaign name. 

Figure 9 - Infographic of Substantial Amounts, http://www.smartinsights.com/ 
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8. Display - Leaderboard ads in the Spotify player are served when the user is 

interacting with Spotify. 

9. Homepage Takeover - Block out a full day for your brand on our Homepage. 

10. Branded Playlist - Custom user-generated playlists with brand logo, custom text, 

and optional link to your campaign. 

11. Sponsored Session – Users choose to watch a video to receive a 30-minute, ad-free 

session. 

12. Video Takeover - Sponsor the ad break experience with video and display. 

13. Advertiser Page - A microsite seamlessly integrated into the Spotify player. The 

Advertiser Page can contain practically any content you'd find on a webpage, 

including videos, clickable images, blogs, news, links, and comments. 

Spotify faces competition from existing online music services (Figure 10) such as iTunes and 

Napster, but given that this is an evolving marketplace, other major competitors can be expected. 

For example, in late 2014 

Google launched its Music 

Key subscription service via 

YouTube and Apple 

purchased the Beats 

subscription service earlier in 

the year. Amazon also now 

offer Prime Music 

subscription to customers 

who are in its loyalty 

programme. Unlike in the 

‘dot.com era’ when startups with global aspirations launched using TV campaigns, Spotify’s 

growth has been a more modest approach relying on Word-of-mouth, PR and co-marketing rather 

than big ad budgets. When the service went live in October 2008, it kept its free service invitation 

only, something that had been in place whilst it was in the final stages of development prior to 

public launch. By introducing scarcity, the invitation-only element was a vital part of the 

platform’s rise. It helped create a viral element to the service, with users each having 5 invites at 

first to share with their friends. Similarly, the launch of Spotify in the US used private ‘Beta’ 

Figure 10 - Spotify Vs iTunes subsrciption trends, http://www.smartinsights.com/ 
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invites to create a buzz as those with access shared their use of it in social media (and through 

word-of-mouth). Spotify has used co-marketing and partnerships with publishers to increase its 

reach by embedding different formats of widgets on other sites. For example, “Drowned In Sound” 

has a monthly playlist which it embeds within its blog which encourages its readers to engage with 

Spotify. A music magazine like NME offers apps with a range of playlists which again will 

generate awareness and engagement. Other partnership services enable Festivals and Charities to 

engage their audience through Spotify playlists. To grow its audience beyond its traditional 

younger audience Spotify today invests more in campaigns. In 2013 it launched a multiplatform 

campaign, with a 30-second ad spot during the season premiere of NBC's 'The Voice.' Sixty-second 

versions of the commercial aired in 'The Tonight Show with Jay Leno' and 'Late Night with Jimmy 

Fallon.' In 2014 Spotify launched a 'Music takes You Back' ad in the UK and US which featured 

in cinema, digital signage and online. Spotify, as the rest of the music streaming industry, faces 

criticism from artists claiming they are not being fairly compensated for their work as downloaded 

music sales decline and online streaming increases. Physical or Downloaded sales pay a fixed price 

per song or album but Spotify pays artists based on their “market share”. In conclusion, Spotify is 

benefiting the digital content business by migrating “users away from piracy” and “making sure 

they generate royalties for longer period of time rather than just one time download” by 

encouraging users to use their premium service. Spotify represent an alternative to “music piracy” 

able to achieve desired outcomes and worth to be considered by copyright holders. In fact, Spotify 

provides them with a new and better way to exercising their rights and if applied properly copyright 

holders could acquire greater control over their property in the digital environment. New business 

models deploy not only more options for control, but also could give opportunities to shape a 

market with numerous purchasers and allow copyright owners to reach even more purchasers than 

they could ever reach in the offline market while meeting the new customers demands. 

4.1.3 Yesmoke SpA 

Yesmoke is an Italian cigarette manufacturer based in Settimo Torinese (Torino), Piedmont, Italy 

and was founded in 2007 by the brothers Giampaolo and Carlo Messina. Actually, at the time of 

this study being wrote, Yesmoke is the only Italian cigarette manufacturer and it is, amusingly, 

under judicial administration. In fact, even if Italy is the European largest consumer of tobacco – 

followed by Greece – and the largest European raw tobacco grower – followed by Spain – the 
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Italian tobacco market is almost equally shared by British American Tobacco and Philip Morris 

companies, with a smaller share for Japan Tobacco and others, among which Yesmoke. Nowadays 

Yesmoke business, often defined as the Napster of tobacco, is the traditional tobacco 

manufacturing and seller, compelled to bring to its customer the highest value and quality of 

cigarette. They achieve these goals thanks to innovation in the manufacturing process and in the 

final product. Yesmoke, in fact, is the only cigarette manufacturer worldwide that runs more than 

70 test on the chemical substances that might be present in the tobacco. Moreover, the company 

introduced important product innovation such as the biodegradable filter, which makes its 

cigarettes the most eco-friendly on the market and the company is proud to state that there is no 

test on animals involved in the production process, not even outsourced to third parties. Such 

revolutions in the cigarette market are possible thanks to the managerial lessons acquired in the 

highly controversial history of the firm. Back in 1999, the idea that brought the two Messina 

brothers to launch Yesmoke was one of the most disruptive the quite rigid tobacco industry ever 

witnessed: to sell cigarettes online. The mission of the firm was clear: “Yesmoke goes beyond 

competition because it is a warship ready to use all the resources for the benefit of the collectivity”.  

Thus, after the establishment of the first website www.yesmoke.com on the 1st of January 2000, 

the company started to buy cigarettes in bulk on the parallel markets in Europe and Asia, duty-free 

chains and a Dutch clearinghouse and re-sell them online at an extremely competitive price. While 

a Malboro’s stick would have costed around 80-90$ in the US market, it was sold at 15$ on the 

website. The operation was conducted quite simply, by stocking the goods in a deposit warehouse 

in Basel, Switzerland while the distribution was carried on through the normal established national 

and international mail carriers. The popularity of the website went viral in few weeks and 

experienced constant growth until the day it was shut down. It is estimated that yesmoke.com 

website has sold more than 300 million of pack of cigarettes worldwide. Moreover,  Yesmoke after 

only 2 years of existence of the website (2002) reached the annual turnover of $100 million, which 

managed to sustain until 2005. Thanks to the internet ability to cross borders, break down real 

world barriers and destroy boundaries, the company managed to sell worldwide all the major 

brands of cigarette at duty free cost and avoid to pay the double taxation of the country of 

provenience and the country of destination of the good. More precisely, thanks to a void of 

legislation, Yesmoke managed to carry on millions of transactions without paying any tax. In fact, 

most of the national tax legislations, also the US’, state that the receiver should declare what kind 

http://www.yesmoke.com/
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of good he/she purchased online and pay the due taxes. This, clearly, has not happened even in a 

single case. Thus, while the website customers were enthusiast of the service, other entities did not 

enjoyed that much Yesmoke activities. Shortly after, in 2001, Philip Morris USA decided to sue 

Yesmoke and the provider of yesmoke.com domain server, for violation of the Lanham Act, brand 

violation and unfair competition. Because Yesmoke declined to answer Philip Morris’s complaint, 

a default judgment was entered against the company, which enjoined it from selling cigarettes to 

US consumers plus a request for reparation amounting to $500 million, later (2005) reduced to 

$174 million. Yesmoke ignored the default judgement by continuing selling cigarettes in the US 

market (one of the most profitable) over the internet. Consequentially, on 27th January of 2003, the 

court modified its order and transferred the registered domain yesmoke.com to Philip Morris, one 

of the most incredible case of “legal” violation of private property. However, the order proved 

ineffectual since Yesmoke found a virtual safe harbour by registering the new domain name 

yesmoke.ch in Switzerland, redirected the visitors to its new domain and thereby continued selling 

cigarettes to US consumers. With the concurrent rising price of cigarettes in the United States, it 

is only logic that millions of users decided to turn to the internet. The origin of the cigarettes sold 

by yesmoke.com is one of the corner point of Philip Morris complaint, the wast majority, in fact, 

were manufactured for sale overseas but re-imported and sold without the manufacturing 

permission. Furthermore, ethical issues were raised in the attempt to influence the public opinion. 

As example, the Connecticut Attorney of the time, General Richard Blumenthal, stated that 

“internet tobacco sales 

outlets almost never 

make an effort to enforce 

age restriction”. Beside 

the problem of minors 

obtaining cigarettes 

online, the real matter 

was that US states lost an 

estimate $552.4 million 

in tax revenue because of 

illegal cigarettes sales 

only in 2003. Figure 11 - The 7 Bastards, www.yesmoke.eu 
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Considering the ineffectual outcome of this first round of lawsuit, Philip Morris decided to proceed 

using its lobbyist influence through Representative Blunt of the House of Representative in the 

attempt to block or reduce the selling of cigarette on the internet. The monopoly achieved to pass 

the PACT Act (Prevent All Cigarette Trafficking Act) in July 1, 2010 by US Senate and attempted 

to insert a provision in the Homeland Security Bill, which was blocked due to lobbyist influences. 

Moreover, as reaction and protection mechanism, Philip Morris has established its own Brand 

Integrity Department, staffed with former law enforcement experts from the Secret Service, 

Customs, the Bureau of Alcohol Tobacco Firearms and Explosives and the FBI. Since Philip 

Morris did not manage to stop Yesmoke by selling cigarettes in the US market by legal means it 

decided, in collaboration with law enforcement authorities, to start an anti-smuggling blitz against 

Yesmoke and all the other internet outlets of cigarettes, which proved succesfull. It is interesting 

to observe that the more the efforts to block Yesmoke activities the more marketing and brand 

recognition the company acquired (for free). On 7 July 2007 the Messina brothers open their 

manufacturing company of cigarettes with Yesmoke brand. The firm culture is, obviously, heavily 

influenced by its history. The facilities are covered with murales picturing either the “7 bastards” 

(Figure 11), - the 

7 CEOS of the 

biggest tobacco 

monopolies, 

while swearing 

that “nicotine is 

not addictive” 

during an 

hearing on the 

regulation of 

tobacco products 

in 1994 – either a reappraisal of the (in)famous Silvio Berlusconi’s 2006 electoral campaign 

slogan: “who votes left-wing is an asshole” (Figure 12) and other provocative yet thoughtful 

images. Since 2006 the mission has changed in “Yesmoke has a competitive advantage: its 

existence and market strategy are not finalized to profit but to the safeguard of the employees…. 

And if tomorrow 50% of the world smokers should quit, Yesmoke would be happy for that.” 

Figure 12 – Graffiti against Marlboro, www.yemoke.eu 
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Yesmoke want to bring back to Italy the production of cigarettes after politicians have sold out the 

entire market to foreigners. Until 2003 the cigarettes consumed in Italy were for the 95% produced 

in Italy. However, after a series of privatizations and de-regulations occurred in 2004 foreigners 

tobacco cartels have bought all the facilities and moved after three years, according with the 

ridiculous legal requirement imposed by Italian government, all the operations in East-Europe and 

Asia. Nowadays the 98% of a $14 billion revenue per year industry is owned by a foreign cartel, 

including the only distribution firm. In order to achieve its ambitious goal, Yesmoke has to play 

the game accordingly, offering the highest quality product thanks to major technological 

investments in production and quality control processes and maintaining the lowest price on the 

market in order to erode the market share from the monopolies that, due to economies of scale, 

cannot afford to compete. The strategy aims to create a financial damage to the monopolies 

amounting to $2 billion per year. Furthermore, if foreigner competitors were forced to lower their 

prices in order to compete, there would be the possibility for the Italian government to raise taxes 

on the cigarettes and create an economic advantage for the State. Sadly, Italian politicians do not 

seem to be very fond of the real “Made in Italy” but rather objects of the “supposed” foreigner 

political pressures. In fact, even if Yesmoke’s business strategy has already costed to tobacco 

multinational companies around $500 million per year profit, it has also costed to Yesmoke a legal 

litigation with the Italian government about the introduction of a specific tax only for the minimum 

prices. Thankfully, on the 5th of April 2012 the trial resulted in the victory of the company and in 

the removal of the tax. However, during the time of the tax being active, Yesmoke has decided to 

keep selling its packs of cigarettes at the same price, resulting in a loss of profit from one side, but 

a gain of market share from the other. This pricing strategy is called predatory pricing or 

undercutting and constitute in selling at a price below the cost of production. Due to this “forced” 

strategy decision, Yesmoke SpA has also been object of an European anti-trust investigation 

without further consequences. However, the legal troubles of the Messina brothers are not finished 

yet. On 27th of November 2014 the two brothers have been arrested by Italian authorities with the 

charge of smuggling and tax evasion for €90 million and are now waiting for the trial. The 

operation has been conducted by the Italian Government, the German Government and the OLAF 

(European Anti-fraud Office) jointly and has as its object the cigarettes destined to foreign markets. 

Thanks to the intervention of the worker’s unions, Yesmoke Spa has not been shut down yet and 

it is run by the judicial administration who keep producing and distributing the Yesmoke cigarettes. 
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Although the business model, especially at the time of the online cigarette re-seller, is rather simple 

(Figure 13), the analysis of this study case present some of the most highly valuable lessons of 

Piracy Innovation. The company activities here described prove that the use of a novel technology 

in an established industry provokes disruption, alteration in the status quo and confusion among 

the established incumbents, which are dependent on their business models and strategy. Moreover, 

when the technology is coupled with flaws in legislation, or its use create a new territory yet to 

normalize, it usually brings value to users. Even further, the study case show the need of 

governmental authorities (at least in the Italian case), able to understand the benefits carried on by 

a public cause that might appear “against the system” at the first look. This told, it is unarguably 

that pirate methods and attitude may seem provocative and, to the least, controversial. As example, 

when US authorities requested the customer database in order to proceed to the collection of the 

taxes evaded by US citizens, Yesmoke at the beginning denied and lately decided to submit a 

totally made up list of Mario Rossi names (equivalent of the American John Smith) and dead 

people names. However, as stated by the Yesmoke ex-CEO Carlo Messina in our personal 

encounter, when you decide to go to war with the colossus you need to be swift, sharp, impudent 

and willing to take the risk of your actions. Nowhere different from the challenges faced by sailors 

that decided to turn pirates during the golden age. In conclusion, the history of the Yesmoke brand 

keep attracting new customers and the smokes are, undoubtedly, some of the smoother ever tasted. 

Figure 13 - yesmoke.com business model 
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4.2 Pirate Innovation 

This section present the various way piracy bring innovation to different markets, the underlying 

logic and the implications for organizations, institution and society. The theoretical framework 

and lessons from the study cases are combined and further extended in order to present a pirate 

managerial model. Piracy has been identified as significant phenomenon in the majority of 

industries and growing at substantial rates in certain sectors. However, we need to distinguish at 

least two different kind of piracy: (1) product counterfeiting and (2) digital piracy. 

 

4.2.1 Product Counterfeiting 

The products’ counterfeiting is an old and mostly well-known issue for a significant number of 

markets worldwide. While digital piracy dates back to no further than the emergence of the World 

Wide Web, its roots for illegal usage of trademarks and copyrighted content are as old as the 

trademarks themselves. For most of the time industries have been relatively accepting product 

counterfeiting as a natural occurrence in the free market. Furthermore, in certain ways product 

counterfeiting helped promote the brands through snob appeal for prestige goods and bandwagon 

effect, it may enhance exploration of new markets or point the direction for product development 

and increase product acceptance due to behavioral economic herding effect. (De Castro et al. 

2007). Moreover, the result of the research propose that piracy diminish one source of competitive 

advantage – inimitability – while enhancing another – value – for the benefit of the consumer. 

Even if trademarks have evolved substantially, product counterfeiting remains to be as significant 

if not more in the face of globalization of markets (Dicken 2007). The traditional product 

counterfeiting has remained relatively acceptable mainly due to perceived limitations in quality of 

reproduction and less efficient distribution channels, making these products inferior to original 

ones. The product counterfeiting however evolved with the help of new reverse engineering 

technologies and internet distribution. The fake product has become close to or of the same quality 

as original, posing a real threat to intellectual property owners worldwide. According with Jacobs 

et al. (2001) counterfeiting can be divided into four different categories based on the illegal activity 

and the content being stolen. Traditional counterfeiting represent an unauthorized manufacturing 

of a product being protected by trademark, copyrights or patents at the time of the production. 

Brand piracy constitute in the illicit use of patented or copyrighted brands. It is based on the 
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exploitation of well-known logos and/or rebuilding look alike production. Near brand usage is 

quite similar to brand piracy with the difference that the logos or brand are very similar to the 

original but not equal in order to avoid legal prosecution. These products are often aimed to deceive 

consumers. Intellectual property copying includes trademarks, patents and copyright. Copying 

content without losing any significant element has become an easy process and directly accessible 

to consumers. This type of counterfeiting as made piracy a serious issue (especially in digital 

context) growing at fast rates worldwide. The key aspects that make counterfeit so appealing are 

of various nature. First of all piracy allows for high profit at front of low cost technology and low 

investments. Product counterfeiters usually avoid most of the costs associated with R&D and 

marketing of their production. Low illegal copying costs with no sophisticated technology needed 

make these products very appealing for profit seeking counterfeiters. Illegally produced production 

also avoids the costs of health and safety, wage regulations, quality control, warranty service and 

etc. All these factors contribute to fast profitability, making counterfeiting business appealing to a 

significant number of businesses. Second, the globalization of trade has lowered trade barriers as 

never before (Hill, 2014), thus creating opportunities for pirates to distribute copied products 

worldwide, to gain larger market shares and also to cover their tracks through long distribution 

channels to avoid legal prosecution. Moreover, the globalization enabled entrance for international 

manufactures to the new markets such as BRIC countries (Brazil, Russia, India and China). The 

counterfeit production is majorly distributed via retail shops, informal channels, sidewalk vendors, 

etc. and definitely the Internet. Furthermore, high tariffs and taxes on certain products such as 

alcohol, cigarettes and medicine also create opportunities for pirates to step in and supply the 

existing demand. On top of that, intellectual property rights and enforcement are underdeveloped 

in many countries, allowing counterfeit product business to exploit other legitimate brands with 

low risks. Attempts to strengthen these laws are also often disliked by the public and met with 

criticism and resistance as limiting the market freedom and innovation possibilities. Finally, 

consumer complicity plays an important role, in fact, in the mjority of counterfeiting cases buyers 

are completely aware that they are acquiring a fake product. Counterfeiting has a several negative 

effects for the consumers, the home country, the host country, the retailers of original product and 

for intellectual property owners in general. For consumers the negative effects range from minor 

dissatisfaction due to poor quality and money loss to serious injury in case of fake pharmaceutical 

products. The home countries importing counterfeit production suffer from loss of export, taxes 
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and employment. The host countries that produce counterfeit products suffer from loss of foreign 

investment, taxes income and increase of underground economy. Retailers and wholesalers lose 

their sales to fake product, and sometimes have to deal with customers requesting warranty service 

for fake product which cause confusion and dissatisfaction from exploited customers. Finally, the 

traditional researches on piracy, asserts  IP owners experience loss in their revenue, sales, profit 

and image. Moreover, firms have to invest part of their budget in fighting piracy, which could have 

spent in innovation or organizational growth. Furthermore, counterfeit products may damage brand 

image and loyalty. However, as mentioned above these negative effects are mitigate and often 

overtake by the positive effects of counterfeiting based on brand management (Agenti & 

Druckenmiller 2004) and behavioral economics theories (Huh et al. 2014). 

 

4.2.2 Digital Piracy 

Digital piracy is the newest area of product counterfeiting, which has emerged together with the 

growth of World Wide Web. Government and intellectual property owners are not yet completely 

aware as to what are the best approaches to analyzing and fighting this issue. While digital piracy 

does have certain similarities with other product counterfeiting areas, it also contains some 

fundamental differences that set this phenomenon apart. The digital piracy in fact, can act as a 

direct theft of intellectual property, lowering IPR owners’ incentives to develop, innovate and even 

threatening the survival of firms by stealing their legitimate sales (Nill & Shultz, 2009). Digital 

piracy, however, often does not aim to steal product’s sales and instead it shares the copyrighted 

content to people for free. The file sharing itself is “the act of distributing digital materials between 

groups of users” (Duchene & Wælbroeck 2007) and becomes piracy only if the shared content is 

copyrighted. Examples of digital piracy can be using peer to peer technology to download licensed 

software, movies and albums or downloading or streaming licensed digital content directly from 

certain pirating websites. (Al-Rafee & Rouibah, 2010). Digital piracy is unique in the perspective 

that “the pirate is producer as well as consumer” of the digital content (Nill & Shultz, 2009). The 

internet sharing abilities blur the lines between these concepts in the digital piracy. All it takes is 

one supplier to share the content online, and consumers themselves contribute to further sharing, 

making the content, legal or not, go viral and be reachable globally. Furthermore, content storage 

in digital formatting has enabled easier copying with little to no loss in quality (Sudler, 2013), 
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making copies nearly as appealing as original files to the consumers. Pirated content online can be 

defined as digital copies of original files, these copies may be equal or lower quality than the 

original, providing two versions in the market of the same product: original and illegal digital copy 

(Peitz & Waelbroeck, 2006). Digital piracy therefore is an “unauthorized duplication, distribution, 

and downloading” of copyrighted content (Nill & Shultz, 2009), where participants can be both 

consumers and providers of the content via sharing networks. There is a relatively low number of 

publications done in regards to digital piracy treated as innovating factor that produced new 

business opportunities for legitimate businesses. Possible reasons for low number of public studies 

may be due to a great deal of media, public relations and education being developed to reduce 

consumer complicity of digital piracy in first world countries (Chaudhry & Zimmerman, 2013). A 

positive output on digital piracy as innovating factor can be counterproductive in the context of 

the legal fight against the piracy itself. However, this paper shows that learning from pirates and 

adopting the novelty they bring for legitimate businesses is more effective in the fight against 

piracy than costly and often ineffective legal litigation and copyright enforcement. This concept is 

also supported by Jeevan Jaisingh (2009), who describes that the presence of a strict piracy policy 

in the software industry actually increases piracy and decreases the quality of the product. The 

implication is that a monopoly market coupled with strong piracy policy act as a disincentive for 

innovation. Thus, the best weapon against piracy is, not surprisingly, perfect competition. Thus, 

according to author, piracy can be a successful way to increase network size. Moreover, the firm 

can “price discriminate” its production, where a number of users buy product and receive the full 

package while others illegally pirate it. This leads to positive improvement in social welfare. The 

conditions of the market are fundamental to understand if piracy can bring innovation or not. 

Banerjee and Chatterjee (2010) introduce an empirical model based on indutries characterized by 

technological and market uncertainty. The model proves that with a single innovating firm facing 

only technological uncertainty, piracy retards innovation. However, with R&D competition where 

firms face both market and technological uncertainties pirates not only foster competition but act 

as equalizer increasing the R&D investment of the less efficient firm and reducing that of the more 

efficient. Moreover, Conner and Rumelt (1991) study of piracy in software and gaming industry 

argues that piracy increases the number of consumers, which gives a positive effect on products 

that rely on network extension. An increase of users, despite them pirating applications, gives 

positive impact on the legitimate users through network extension. An enlarged user-base is 
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fundamental for every business, especially for firm’s long term strategy goals. Furthermore, this 

might be very important for emerging segments of the industry and even help establish dominant 

products. Unarguably, piracy has an unfair competitive advantage against legitimate business and 

their business model: piracy capture profits with illegal activities. However, it has to be said that 

pirates, especially digital pirates, often establish their (illegal) activities without seeking profit 

from them but rather to support a public cause or an idea as the free internet or global sharing. This 

contradicts with the understanding of commercial innovation, where an invention or an idea is 

targeted towards market and aims to be profitable. The digital piracy, while still maintaining 

possibility of being profitable to certain pirates, is not limited to it. These aspects do not undermine 

the idea of analyzing digital piracy as an innovation. To the contrary, this study strongly suggest 

that the most radical pirate innovation arise in the context of no-profit activities. In fact, digital 

piracy emerges from new values and new radical technologies and serves an everyday increasing 

demand that established business cannot supply. For the majority of digital common users, Piracy 

is the dominant standard. Nowadays, downloading or streaming for free is the way people consume 

digital content of any kind in every corner of the world, legal or not, ethical or not. Law 

enforcement has proved to be useless and, in some cases, even counterproductive, thus if legit 

business and right-holders want to keep profiting from media digital content they have to innovate 

their business models and find new revenue streams (subscription, freemium & premium, native 

advertisement, etc..), provided that they enrich the supply with high value for the consumers. 

Users, in fact are used to freely consume the highest quality products, thus, to convince them to 

pay for what they can easily get for free, entrepreneurs have to make an innovative and attractive 

offer in order to profit from digital content. The businesses that achieve this goal, such as Spotify 

or Netflix, are the one that understand or embrace the pirate logic and set of values and, not by 

chance, manage to successfully attract millions of users and establish the future business dominant 

designs. It might be hard for business scholars and entrepreneurs to accept, but the first lesson 

from digital pirate innovation, and main competitive advantage, is, paradoxically: do not do it for 

the money. Do it because you believe in it or you like it. Every-day, savvy digital consumers are 

used to receive and consume huge amount of information and digital content, thus, they developed 

a fine ability to discern high quality from low quality content and discard the latter. When a product 

is manufactured with passion in the aim of self-satisfaction, the logic that granted huge success to 

the “Made in Italy” back in ‘50s and ‘60s, consumers recognize it and, as the Spotify study case 
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shows, sooner or later it will attract profits. Pirates, thus, remind us a lesson that the markets, 

probably due to industrial globalization, seems to have forgotten: money goes where quality is, 

not the contrary. Moreover, personal fulfillment is not to be confused with capitalistic 

individualism, on the contrary it is a very altruistic driver of personal motivation that creates the 

best environmental conditions in order to feel connected with the surrounding by offering a 

meaningful product or work to the society. Performance management scholars (Armstrong, 2006) 

have already started to describe self-fulfillment in the work place as an option to avoid managerial 

opportunistic behavior in regard to financial bonuses/rewards and, combining this concept with 

Jungian psychology (Berg, 1998), as the path to follow in order to enhance corporate performances 

and to create true leaders. However, even if political talks about basic citizen’s income are getting 

real and Youtube personal channels are replacing the recording industry, to envision a society 

where business activities are carried on solely for the personal enjoyment and achievement of self-

meaning it is truly utopian. Money is the main driver of progress and innovation. Thus, Minniti 

and Vergari (2010) present a theoretical investigation about the possibility for legit business to 

turn piracy into profit. The authors analyze how the presence of pirates benefit the emerging digital 

markets. The activity of file sharing, in fact, allows firm to reach a larger share of customers who 

otherwise would not buy at all the original goods. The article further propose that digital piracy 

may push the growth of emerging countries’ economies. As already mentioned, new business 

model that integrate the disruptive use of novel technologies are needed in order to create revenue 

streams. David 

Choi and Arturo 

Perez in their 

article ‘Online 

piracy, innovation, 

and legitimate 

business models’ 

provide an 

academic insight 

on how digital 

piracy may serve as business model innovating factor (2007). The study identifies four major 

aspects of online piracy that affect innovation and legitimate business creation (Figure 14): 

Figure 14 - Four-step process to Piracy Innovation, Choi & Perz 2007 
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1. Online piracy pioneers the use of new technologies. 

2. Digital piracy provides valuable market insight. Rise of new technologies give new 

opportunities to monitor and analyze variety of data about users and their consumption habits. 

3. Online pirates contributes to new market creation. Digital piracy may increase overall social 

welfare and lead to expansion of legitimate markets and even the creation of new ones. 

4. Online piracy has directly and indirectly spurred the creation of legitimate and innovative 

business modes. 

According to the authors, digital distribution models require different price strategies than the one 

operating in the traditional markets and establish firms are  often unable to differentiate prices, 

making certain valid consumers not being able to afford the production. In this context, digital 

piracy can act as a tool to introduce consumers to the product and the brand with the possibility of 

making them customers in the future. Furthermore, the existing potential buyers will take into 

account the user base of products, which are reliable on network and compatibility, despite part of 

this network consisting of illegal companies. Moreover, firms that are reliant heavily in network 

effects for their products to be commercially successful may deliberately tolerate piracy and not 

apply effective protection against it. Piracy can therefore be used as an alternative distribution 

channel to introduce consumers to the products and even contribute in increasing the market share 

in contrast to competitors’ products that are protected from illegal distribution. There are multiple 

examples of digital piracy leading to new legitimate profitable businesses opportunities. One of 

the most notable case is the gaming industry. Piracy communities in the gaming industry have 

been particularly interesting. They have cracked games’ basic engines and modified the games 

extensively to their taste. In lieu of taking legal action, however, some of the leading game 

developers welcomed the participation. In fact, some of these games have actually increased in 

popularity as a result of cooperation between pirates and official gaming companies. For example, 

the most popular game ever sold for the computer, Half Life by Valve Software, experienced even 

larger sales because of the development of the Counter Strike ‘‘mod’’- short for modification, 

which was released independently and free-of-charge by two high-school hackers. While Counter 

Strike relied on the use of the Valve-owned Half Life engine, its creators designed an altogether 

new game, complete with customized graphics and game play. Rather than punishing the rogue 

developers, Valve took the game to market: Counter Strike has sold more than 1.5 million copies 
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in boxed form, resulting in significant profits for Valve software (Barnes, 2005). The review of 

Yesmoke, Spotify and BitTorrent phenomena shows that piracy has been instrumental for 

innovation and new business creation. Based on the insights obtained by this research, there are 

few more managerial lessons that are applicable to a wide range of companies in the media and 

digital industry. Companies and entrepreneurs should keep up with the newest developments in 

piracy technology and online communities. It is important to understand that the reason for their 

popularity is not just that their offerings are free. Many of the users spending hours of their time 

on websites with incomplete functionalities and unfriendly interfaces are willing to pay a small fee 

for a superior product. Innovative companies should constantly tap the pirate technological 

environment in order to find legitimate business models that capture new markets and are 

financially sound. Furthermore, an important take-away from the music industry should be that 

companies should not meet customer needs half way with incomplete platforms, unfriendly pricing 

model, or complicated customer interface. Innovative businesses should identify what turns 

customers on and try to meet their to the fullest extent as possible. Moreover, media and software 

companies should consider utilizing emerging technologies like BitTorrent and its equivalent to 

their advantage, as some aforementioned software, game developers and media companies have 

already done. These technologies can minimize bandwidth costs and quickly distribute content. 

Incumbent media and software companies whose businesses are being severely challenged, must 

take necessary steps to reconfigure their business models as many companies have begun to do by 

experimenting with a couple of initiatives, learning and adapting accordingly. In todays fast 

moving market environment, there are advantages to being an early mover. As example, BitTorrent 

technology has favored the raise of several new business models – as video on demand, internet 

protocol TV infrastructure and broadcaster, BitTorrent consulting – adopted by start-ups and big 

corporations alike – Comcast, Disney, Time Warner Cable, BBC, AOL Video, Google, Yahoo!, 

MSN, MySpace, CinemaNow, Joltid, Big Champagne, The Freedom and Avalanche . The Internet 

is uniting and segmenting people with similar interests more closely than ever before. These groups 

are developing organically. Companies should identify mutually beneficial relationships with such 

pirate communities, officially or otherwise. Companies can foster a creative environment in such 

communities based on tendencies of online pirate communities and provide a stimulating way for 

their users to participate in the creative process of new content. Companies should also consider 

the BitTorrent communities for word of mouth or viral marketing as Battlestar Galactica has done. 
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5.  Conclusions 

Pirate communities, or better pirate organizations, develop original strategies where speed of 

execution, the effect of surprise, and adaptive adoption of the appropriate means to deal with the 

opponents play a major role. In order to protect itself, it operates from the outskirts of sovereign 

territory, out of low-visibility. To grow it appeals to a desire for discovery and to attract recruits it 

cultivates the identity of a life on the fringe of society, and locally makes it legitimate to breach 

the limiting standards set out by the current authorities. Pirates defends public causes by promoting 

different values, such as Net neutrality – the cyberspace counterpart of the freedom of the high 

seas – and focus their action on grey areas where government and institutions struggle over norm 

definition. The existence of the pirates compels us to reassess the standard assumption that posits 

sovereignty as fixed and exogenously given, especially since piracy usually heralds the renewal of 

capitalism and the emergence of new industries and business models. Pirate organizations break 

the existing codes and create new ones that can later be adopted by legitimate organizations and 

social authorities. For Cicero, like many of his successors, doing business with a pirate was to 

venture to the other side of the mirror. The pirate could corrupt law-abiding citizens by opening 

their eyes to a parallel world where the concept of territory and property did not exist. This work 

proves that piracy is an adaptable phenomenon: counterfeiters pirate embrace the most recent 

technological developments to produce increasingly realistic fakes. Like counterfeiters, today’s 

digital pirates reputedly adopt the most state-of-the-art means to cause states and firms the same 

problems as the sea rovers did, centuries ago. Furthermore, this thesis maintain that the growth of 

capitalism into new, technology-driven areas (oceans, airwaves, the net, DNA) goes hand in hand 

with the emergence of new forms of piracy. This theory of piracy shows that pirates, regardless of 

the time-period, share the following features: they define themselves positively by differentiating 

their codes, values, and cause from the normative will of the authority. Thus, they enter into a 

conflictive “relationship” with the state, especially when the state claims to be the sole source of 

sovereignty. They operate in an organized manner on uncharted territory, from a set of support 

bases located outside this territory, over which the state typically claims sovereign control. They 

develop, as alternative communities, a series of discordant norms that, according to them, should 

be used to regulate the uncharted territory. Ultimately, they represent a threat to the state because 

they upset the very ideas of sovereignty and territory by contesting the state’s control and the 

activities of the legal entities that operate under its jurisdiction, such as for-profit corporations and 
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monopolies. Examining pirate innovations allow us to delve into the historically contested process 

of imposing norms on new, uncharted territories. As such, piracy can be defined as the missing 

link between the state and the capital in all its forms. When pirates organize themselves, they aim 

to provide a capitalist countermodel. This countermodel is both necessary and absolute in its 

excessiveness. Pirate organizations seek to be a radical contradiction, often too radical to succeed 

and convince large crowds. However, occasionally, parts of their message gain acceptance and 

become integrated into the capitalist code. In both instances, the fate of any pirate organization is 

failure. Either it is wiped out by the state or it slowly dies as its propositions are assimilated into 

the capitalist code (in which case it loses its raison d’être). Extreme and necessary, piracy seeks to 

tweak the capitalist logic that partially uncharted territories should be first monopolized and then 

privatized. Positioning the analysis of this study at the level of organizations demonstrates how 

the normative variations introduced by the pirate organization spread within the sovereign 

machine. These variations are combined within new economic and sociotechnical arrangements, 

and pirates themselves become carriers of innovative opportunities. The speed at which variations 

introduced by pirates spread within partially uncharted territory depends on several factors. When 

piracy directly contributes to mapping out the territory – like Spotify or Soundcloud digital 

“corsairs” introducing streaming of music as an alternative to illegal download – it can benefit 

from timing to take the initiative of normalization despite the protests of the sovereign. Moreover, 

when there is an easy path for the renegades to move freely between pirate and corsair 

organizations, one can also expect the changes to spread more quickly and easily, since they can 

directly infiltrate the code at the heart of the state. Lastly, when the innovations introduced tend to 

foster the survival and growth of the organizations adopting them, their presence becomes 

increasingly significant over time. For example, the democratic norm in effect on board of pirate 

ships took on considerable evolutionary potential as it spread to mainland states. We thus catch a 

glimpse of an evolutionary design of production systems. The states and legitimate organizations 

continuously work to capture what has eluded them—namely, what piracy take out or steal from 

grey areas. While the sovereign redefines territory and overcodes norms of exchange and trade, 

the pirate organizations decode the evidence of capitalistic appropriation, penetrate its core, and 

introduce variations into the code itself. Changes in the definition of trade norms are most often 

the outcome of turmoil in the capitalist economy, following crises that destroy masses of 

overvalued assets. These recodings prompt the capitalistic organizations to turn against 
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themselves. New laws then come to delineate the contours of the banking, the insurance, or the 

production systems. It is now time to consider competition as a contingent structure depending on 

how legitimate and renegade organizations confront each other. So many thinkers and opinion 

makers denounce capitalism for its hyperindividualism, its pervasive reliance on marketing, the 

totalitarianism of its production models that foster the enslavement of man, and its hijacking of 

“good” initiatives by “the system.” These analyses oversimplify capitalism. They wrongly assume 

that a secret, hidden cause or coalition is running “the system.” They rely on the convenient cliché 

of a Manichaean opposition between the market and the individual, the individual and the state, 

and the state and the market. They conceive the collective as being masses, classes, strong and 

lasting, or tribes and networks that are flexible and fragile. Future researches should go back from 

these simplifications and investigate capitalism at the level of organizations, trying to understand 

the relationships between the social and business realities, organizations, and their members. This 

thesis aims to be considered part of a science about organizations, which gather recent and 

multidisciplinary approaches from management and other social sciences in order to investigate 

economic and societal issues. Starting from the twofold observation that the world is increasingly 

complex in its organization, but also increasingly organizational in its structure, it is clear that our 

societies are dominated by organizations rather than individuals. Today, large multinational 

corporations, NGOs, private foundations, or industry associations have more power to influence 

the course of history than the European kings of the Middle Age. A comprehensive science of 

capitalism is thus required to understand how the world has changed and where it is heading. 

Borrowing from the methodologies of economics, psychology and sociology, organization science 

focuses on the emergence of organizations, their identity, their position in society, their growth 

strategies, and their evaluation by other societal actors. Instead of drawing an arbitrary line 

between the greedy businesspeople and the altruistic rebels, this research seeks to explain how 

rebellious organizations can succeed in changing industry norms by having strategic leaders 

allocate resources cleverly. Instead of seeing corsairs as former pirates who are “selling out” to the 

elites who run “the system”, this thesis explains how and why corsair organizations actually help 

pirate organizations diffuse their innovations at the heart of capitalism by creating a passage 

between the core and the fringes. In conclusion, this research does not intend to praise piracy over 

legitimate business. What it is important to show is the value of piracy as driver of economic 

innovation and the implication this phenomenon poses at the institutional and societal level. 
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