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Executive Summary
Every economy is organized around a scarce factor. Advantage accrues to whoever controls what is 
scarce, and every great economic transition is, at bottom, a migration of scarcity from one factor to 
the next. The industrial economy was organized around the scarcity of productive capacity; the 
information economy around the scarcity of information; the economy now cresting around the 
scarcity of intelligence — the capacity to analyze, predict, and generate. In each case the winners 
were those who mastered the scarce factor of their era, and in each case that factor eventually 
became abundant, dissolving the advantage of its former masters and handing it to whoever 
commanded the next scarcity.

What makes the present transition more consequential than any before it is its speed and its reach. 
Earlier shifts unfolded over generations, giving incumbents time to adapt or at least to decline 
gracefully; this one is compressing into years, because the industry relieving the scarcity of 
intelligence is among the most capable and best-funded in history. And it reaches every sector at 
once, since intelligence is a general-purpose input to every kind of decision. The organizations that 
treat the abundance of intelligence as a distant prospect rather than a present fact will find the ground 
moving beneath them faster than they expected, and in more places than they thought exposed.

We are living through exactly such a transition now, and it is the most important one a strategist can 
understand. Intelligence — the defining scarcity of the past two decades — is becoming abundant. 
Machine intelligence is commoditizing into a utility available to everyone at a falling price, which 
means it is ceasing to be a source of advantage even as it grows more powerful. The question that 
decides the next era is therefore simple: when intelligence is abundant, what remains scarce? The 
answer is judgment — the capacity to convert abundant intelligence into decisions that are sound, 
accountable, and improving over time. This is the organizing scarcity of what we call the Cognitive 
Economy.

When intelligence becomes abundant, judgment becomes the scarce factor — and 
advantage lives in scarcity.



Judgment is scarce for a reason that will not soon change: unlike data, tools, or machine intelligence, 
it cannot be purchased ready-made. It is the output of an organization’s entire cognitive architecture 
— its memory, its reasoning, its capacity for accountable decision, and its ability to learn and 
improve — and that architecture is built, not bought. It does not commoditize, because each 
organization’s judgment is its own, assembled from its own history. And it compounds: the 
organization that decides well remembers why, learns from the outcome, and decides better next 
time, widening its lead with every cycle. In an economy where every competitor has the same 
intelligence, the organization that can produce superior judgment holds the one advantage its rivals 
cannot copy.

This paper traces the logic of the transition, explains why markets change in this way, names the new 
sources of advantage the Cognitive Economy rewards, identifies the pattern among the organizations 
already winning by them, and draws the implications for boards, consultants, governments, 
investors, and enterprises. It closes by locating the discipline of Cognitive Strategy — and the first 
platform built to serve it — as a direct response to the shift now underway.

Part I — The Four Economies
To see where advantage is going, it helps to take the four economies in turn and ask, of each, one 
question: what was scarce? The answer names the era’s source of advantage, identifies its winners, 
and — crucially — predicts its end, because the scarce factor of one era is always relieved into the 
abundance of the next.

The progression is not a metaphor but a mechanism, and it has repeated with enough regularity to be 
treated as a law of markets. Each era’s defining capability was, in the era before it, either impossible 
or the province of a rare few, and became, in the era after it, so widely available as to be assumed. 
What was once a source of fortune becomes, within a generation or two, a mere cost of entry. 
Reading the four economies in sequence, the striking thing is not how different they are but how 
identically they turn.

The Industrial Economy: production was scarce

In the industrial economy, the binding scarcity was the capacity for physical production — the 
organization of labor, capital, and machinery into efficient output at scale. Making things reliably 
and cheaply was hard, and those who mastered it won. The factory, the assembly line, and the 
vertically integrated firm were the instruments of that mastery, and advantage accrued to whoever 
could coordinate labor and capital most effectively. For a century, this was the whole game. Then 
productive capacity became widely available — through mechanization, global supply chains, and 
the diffusion of manufacturing know-how — and the ability to make things, once the rarest of 
capabilities, became something nearly anyone could buy. The scarcity had moved.

The Information Economy: information was scarce



As production capacity became abundant, the binding scarcity shifted to information: knowing what 
was happening, where demand was forming, what competitors were doing, and how to coordinate an 
increasingly global enterprise. Advantage accrued to those who could gather, move, and act on 
information faster than others — the firms that computerized their operations, networked their 
supply chains, and built proprietary information advantages into their business models. Information 
was the scarce factor, and reducing its scarcity, for oneself and for one’s customers, was the surest 
path to advantage. But information, too, was relieved into abundance. The digital revolution did not 
merely make information available; it produced a flood, until the defining condition of the modern 
enterprise became not a shortage of information but an overwhelming glut of it.

The AI Economy: intelligence became abundant

When information became abundant, the new scarcity became intelligence — the capacity to extract 
meaning from the flood, to analyze it, predict from it, and generate on the basis of it. This is the era 
now at its peak, and its winners have been those with superior analytical and, latterly, artificial-
intelligence capability. Yet the defining event of the present moment is that this scarcity, too, is 
dissolving, and faster than any before it. Machine intelligence is commoditizing into a utility. The 
capacity to analyze, predict, and generate at a high level is becoming available to every organization 
at a price that falls each year, supplied by an industry racing to relieve precisely the scarcity that 
gave the era its name. Intelligence is becoming abundant, and the moment it does, it ceases to be a 
differentiator — however impressive it grows.

The Cognitive Economy: judgment is scarce

This is the pivot on which the next twenty years turn. When intelligence is abundant, the scarce and 
therefore valuable factor is judgment: the capacity to take abundant intelligence — abundant 
analysis, prediction, and generation — and convert it into decisions that are sound, accountable, and 
improving. Intelligence answers what is true and what could be done. Judgment answers the harder 
question of what an organization, given who it is and what it values, should therefore do — and 
whether it is getting better at deciding. Judgment resists commoditization because it is not a 
commodity but a capability, the emergent output of an organization’s whole cognitive architecture. 
The economy organized around this scarcity is the Cognitive Economy, and its winners will master 
the production of judgment as surely as the industrialists mastered production and the information 
giants mastered information.

It is worth being concrete about the distinction, because the entire argument rests on it. Intelligence, 
in the sense now becoming abundant, is the capacity to process information into analysis, prediction, 
and generated output — to answer questions of fact and possibility with speed and at scale. 
Judgment is what an organization does with that output: the weighing of analysis against values, 
risk, obligation, and context to arrive at a decision it can stand behind and be held to. A firm can 
possess unlimited intelligence and exercise poor judgment, deciding badly from excellent analysis; 
and a firm of modest analytical means can exercise superb judgment, deciding well from little. The 



two are genuinely separable, and the coming era will separate them ruthlessly, because it will supply 
the first in abundance while leaving the second exactly as scarce as it has always been.

DEFINITION

The Cognitive Economy is the emerging economic order in which data, tools, and 
machine intelligence are abundant, and organizational judgment — the capacity to 
decide well and improve at deciding — becomes the scarce and decisive factor of 
advantage.

Part II — Why Markets Change
Behind these four transitions runs the same underlying logic in every era, and understanding it is 
what allows a strategist to anticipate the next shift rather than be overtaken by it. Advantage accrues 
to whoever controls the scarce factor of production. But scarcity is precisely what attracts the energy 
of entrepreneurs, technologists, and capital, because relieving a scarcity is where the returns are 
richest. That energy is relentless and, over time, successful: the scarce factor is made abundant. And 
at the moment it becomes abundant, it stops conferring advantage — not because its former masters 
grew careless, but because the ground beneath them moved. The capability they had perfected 
simply stopped being scarce.

This is why incumbents optimized for the prior era’s scarcity are so reliably displaced, and why their 
displacement so often looks, in hindsight, like a failure of imagination that was really a failure of 
timing. They perfected their mastery of a factor at exactly the moment that factor ceased to matter, 
and they were beaten not by rivals who did their thing better but by rivals who competed on the next 
scarcity entirely. The masters of production were not out-produced; they were out-informed. The 
masters of information were not out-informed; they were out-analyzed. And the masters of analysis 
and machine intelligence will not be out-computed; they will be out-judged — beaten by 
organizations that took abundant intelligence as a given and competed instead on the quality and 
improvement of their decisions.

A natural objection arises here: if every prior scarcity was eventually relieved into abundance, why 
should judgment be any different, and will the same forces not commoditize it in turn? The answer is 
that judgment differs in kind from the factors that preceded it. Production, information, and 
intelligence were all inputs that could be manufactured, distributed, and sold; judgment is an output, 
and one bound to accountability, which cannot be transferred. A machine can supply an organization 
with analysis, but it cannot supply the organization with the standing to be answerable for a decision 
— and it is that answerability that makes a commitment a judgment rather than a calculation. 
Judgment can be helped, supported, structured, and accelerated, but it cannot be handed over, 
because the moment it is handed over it stops being judgment. This is why the tools that relieve the 
scarcity of intelligence do not relieve the scarcity of judgment; they raise its value, by rendering the 



abundant input worthless without the scarce capacity to decide well from it.

The strategic lesson is therefore precise, and it is the opposite of the instinct most organizations 
follow. Do not optimize for the current scarcity, which is already being relieved; anticipate the next 
one, which is already visible. The current scarcity — intelligence — is being dissolved before our 
eyes by the very industry that made it valuable. The next scarcity is not a matter of speculation but of 
logic: it is judgment, the one thing abundant intelligence cannot supply, because intelligence can tell 
an organization what is true and possible but not what it, in particular, should responsibly do. The 
organizations that recognize this first, and begin building the capacity to produce judgment while 
their rivals are still buying intelligence, will hold the advantage of the coming era before most 
competitors understand that the era has changed.

Part III — The New Sources of Advantage
The capabilities that produce judgment cluster into five sources of advantage, each of which 
becomes newly valuable precisely because the older sources have commoditized. They are not 
unrelated; they are the components of organizational cognition seen through an economic lens, and 
they share three features that make them the durable assets of the Cognitive Economy: each is built 
rather than bought, each resists commoditization because each organization’s is its own, and each 
compounds with use rather than depreciating.

Underlying all five is a single economic asymmetry that defines the era. The inputs to good decisions 
— data, analysis, machine intelligence — are becoming abundant and therefore cheap, while the 
output that matters, sound and improving judgment, remains scarce and therefore valuable. The 
strategic error that will prove most expensive over the coming decade is to keep investing in the 
abundant inputs, where returns are collapsing toward zero, while neglecting the scarce output, where 
returns are rising. An organization that spends heavily to acquire more intelligence but builds none 
of the memory, reasoning, decision discipline, learning, and compounding that convert intelligence 
into judgment has bought more of the cheap thing and none of the dear one. The five sources of 
advantage named below are simply the places where an organization builds the dear thing.

Organizational memory

The first source of advantage is organizational memory — the capacity to retain reasoning and 
context so that the firm never has to re-buy the knowledge it has already paid for. In an economy 
where every competitor has access to the same machine intelligence, the firm that remembers its 
own accumulated judgment holds an asset none of its rivals can copy, because it is assembled 
entirely from its own history. Memory is the factor that makes an organization continuous with its 
own past decisions, and its absence is the most common way that firms squander, through turnover 
and neglect, the very judgment that should be their edge.

Decision quality



The second is decision quality — the true output of the entire system, and the metric that matters 
when analysis itself is abundant and free. When anyone can generate an analysis, the differentiator is 
no longer how much analysis a firm produces but how good the decisions it makes from that analysis 
are, and whether those decisions can be inspected and defended. Decision quality is the yield of 
cognition, and in the Cognitive Economy it becomes the number that most deserves to be measured, 
because it is the closest available proxy for the scarce factor itself.

Reasoning

The third is reasoning — not the raw analytical horsepower that machines now supply in abundance, 
but the disciplined institutional reasoning that connects evidence to accountable conclusion and 
preserves the connection as a trail. Machine reasoning is becoming a commodity; institutional 
reasoning remains scarce, because it depends on method, shared evidence, and the discipline to 
record how the organization got from what it knew to what it decided. The firm with strong 
institutional reasoning does not merely reach conclusions faster; it reaches conclusions it can audit, 
defend, and improve — which is what turns reasoning into a durable advantage rather than a 
perishable output.

Institutional learning

The fourth is institutional learning — the capacity to improve systematically from outcomes rather 
than merely accumulate them. The firm that learns from the gap between what it expected and what 
occurred, and feeds the lesson back into its method, compounds its judgment advantage over time; 
the firm that does not stays flat while its rivals climb. Learning is the factor that converts experience 
into capability, and in an economy where the raw inputs are shared, the difference between a firm 
that learns and one that merely operates is, over a few years, the difference between a widening lead 
and a slow decline.

Knowledge compounding

The fifth and most powerful is knowledge compounding — the meta-advantage that emerges when 
memory, reasoning, and learning are connected into a single loop, so that each decision makes the 
next one better. This is the flywheel of the Cognitive Economy and the reason its advantages, once 
established, tend to widen rather than erode. Every other factor of production has depreciated with 
use or commoditized with time. Judgment, uniquely, appreciates: the more an organization exercises 
it within a connected cognitive architecture, the better it becomes, and the further ahead it pulls. 
Compounding is what makes cognition not merely a source of advantage but a self-reinforcing one.

Because these five sources are capabilities rather than commodities, they can be assessed and 
deliberately strengthened, which is what turns the Cognitive Economy from a description into a 
strategy. An organization can locate itself on each of them — how durable its memory, how high its 
decision quality, how disciplined its reasoning, how systematic its learning, and how tightly the 
whole is connected into a compounding loop — and can invest to improve where it is weakest. The 



factor that decides the next era is not only scarce but buildable, and it is the buildability that makes 
the scarcity actionable rather than merely fateful.

Every other factor of production commoditizes or depreciates. Judgment, exercised 
within a connected architecture, compounds.

Part IV — The Winners
The shape of the Cognitive Economy is already visible in the organizations that have, in effect, been 
competing on judgment for years — building the memory, decision discipline, learning, and 
compounding that the coming era will reward, often long before the language existed to describe 
what they were doing. Their advantage has never rested on having more data or better tools than 
everyone else, both of which competitors could always acquire. It has rested on deciding better, and 
on getting better at deciding.

Amazon: decision-making as a discipline

Amazon built its advantage less on technology than on the quality and preservation of its decisions. 
Its insistence on written narrative in place of presentation slides forces a complete, inspectable line 
of reasoning to exist before a decision is made; its discipline of recording decisions and their 
rationale gives the institution a memory of its own judgment; its explicit distinction between 
reversible and irreversible decisions is decision quality expressed as a management principle, 
investing deliberation where it matters and economizing it where it does not. These are mechanisms 
for producing and compounding judgment, and they are the reason Amazon’s advantage has proved 
so difficult to copy: a competitor can replicate the technology far more easily than the accumulated 
judgment.

Berkshire Hathaway: judgment as the entire product

Berkshire Hathaway is perhaps the purest example of judgment as an economic asset, because 
judgment is very nearly the whole of what it produces. Its advantage is the quality of its capital-
allocation decisions, sustained over decades, together with an institutional memory of its own 
reasoning that is unusually explicit — the long practice of documenting the thinking behind major 
decisions preserves the reasoning in a form the institution can return to. And its returns are the 
clearest possible illustration of compounding: judgment exercised consistently within a stable 
architecture, appreciating over time into an advantage that widened for half a century. Berkshire is 
the demonstration that in the long run, superior judgment is not one advantage among many but the 
durable one.

Toyota: learning and improvement as advantage

Toyota built its enduring advantage on the two capabilities most organizations lack entirely — 



institutional learning and continuous improvement — institutionalizing the feedback of outcomes 
into method so thoroughly that competitors could copy its processes without ever copying its 
capacity to keep improving them. Its advantage was never a product or a technique, all of which 
were imitable, but the collective capacity to learn faster than its rivals and compound that learning 
over decades. Toyota is the manufacturing-era proof of a cognitive-era truth: that the firm which 
improves its own judgment continuously will, in time, out-distance firms that merely match its 
current practice.

The counter-example: abundance without judgment

The counter-examples are just as instructive, and there are many. The past decade is full of 
organizations that possessed abundant data and formidable analytical resources and were nonetheless 
out-decided by smaller, faster-judging rivals — incumbents who mistook their information 
advantage for a judgment advantage and discovered, too late, that the two are not the same. Their 
data was abundant; their judgment was weak, unpreserved, and unimproving, and abundance of 
input could not compensate for scarcity of the thing that converts input into good decisions. As 
machine intelligence commoditizes, this failure mode will become more common and more 
expensive, because the gap between the organizations that can produce judgment and those that can 
only produce analysis will widen precisely as analysis becomes free.

Across these cases, winners and counter-examples alike, the pattern is the same one the Cognitive 
Economy will reward at scale. The organizations that pull ahead are not those with the most 
intelligence but those that have built mechanisms to produce judgment — to remember their 
reasoning, to decide with discipline, and to learn from outcomes — and, crucially, to connect those 
mechanisms so that judgment compounds. The organizations that fall behind are those that mistook 
an abundant input for a scarce capability, and optimized for the factor that was ceasing to matter. 
What separates them is not resources or talent, of which both kinds of organization have plenty, but 
whether they built, and connected, the architecture that produces judgment.

Part V — Implications
The consequences of this transition are not confined to any one kind of institution; they reach every 
actor whose advantage depends on deciding well, which is to say all of them. Five audiences in 
particular should read the shift as a call to act.

Boards

For boards, the cognitive capacity of the organization becomes a governance concern in its own 
right. The relevant question is no longer merely whether management has an artificial-intelligence 
strategy, but whether the organization’s judgment is improving — whether it can reconstruct the 
reasoning behind its most consequential decisions, whether it learns systematically from outcomes, 
and whether its accumulated judgment survives the turnover of its people. Cognitive maturity 
becomes a legitimate subject of board oversight, and cognitive debt — the accumulated cost of 



decisions made without preserved reasoning — becomes a risk that a diligent board should expect 
management to measure and manage.

Consultants

For consultants, the center of gravity of advisory value shifts from supplying intelligence to 
installing judgment. Clients can now obtain analysis cheaply and abundantly; what they cannot 
easily obtain is the capacity to reason, remember, decide, and learn well as an institution. The 
advisory opportunity of the Cognitive Economy is to help clients build that capacity — the 
methodology, the memory, the decision discipline, the learning loops — rather than to hand them 
one more analysis that ages the moment it is delivered. This is the discipline of Cognitive Strategy, 
and it makes the trusted advisor more valuable, not less, because it moves the work from a 
commodity toward the scarce factor itself.

Governments

For governments, national advantage in the Cognitive Economy will depend on cognitive capacity as 
surely as industrial advantage once depended on productive capacity. Nations whose institutions can 
reason, remember, and learn — whose agencies and enterprises produce sound, improving judgment 
— will out-decide their rivals across every domain that matters, from economic policy to security. 
Those that mistake the purchase of artificial intelligence for the building of judgment will find 
themselves, like the incumbent firms, well-equipped with a commoditizing input and short of the 
scarce capability that actually determines outcomes. Cognitive advantage becomes a dimension of 
national strategy.

Investors

For investors, the durable moat is migrating from data and intellectual property toward 
organizational judgment and its compounding. The firm whose advantage rests on a data asset or a 
tooling edge is exposed to the commoditization now underway; the firm whose advantage rests on 
superior, compounding judgment holds something far harder to erode. Diligence should therefore 
begin to assess cognitive capacity — decision quality, institutional learning, and organizational 
memory — as a leading indicator of durable advantage, and to treat cognitive debt as a liability that 
will surface in future decisions even when it appears on no statement today.

Enterprises

For enterprises, the imperative is to build organizational cognition deliberately — to measure it, to 
connect its components, and to improve it — while the window remains open. That window exists 
because most competitors still mistake the adoption of artificial intelligence for the building of 
cognitive capability, and are therefore investing heavily in a factor that is commoditizing while 
neglecting the one that is becoming scarce. The organizations that move first, treating judgment as 
an asset to be built rather than a by-product to be hoped for, will establish a compounding lead 



before the rest of the market understands what is being contested.

What unites these five audiences is a single reorientation. Each has, until now, competed or governed 
or invested on the basis of factors that are becoming abundant, and each must now learn to 
recognize, measure, and cultivate the factor that is becoming scarce. The board that oversees 
cognitive capacity, the consultant that installs it, the government that builds it into its institutions, the 
investor that prices it, and the enterprise that compounds it are all responding to the same shift, and 
all will be rewarded in proportion to how early and how seriously they respond. The Cognitive 
Economy does not announce itself; it arrives as a slow reweighting of what advantage is made of, 
and it favors those who feel the change before it is named.

Conclusion
The scarce factor of the next economy is judgment, and this single fact reorganizes the logic of 
competitive advantage. Data is abundant and getting cheaper; tools are abundant and widely shared; 
machine intelligence, the defining scarcity of the passing era, is commoditizing into a utility 
available to all. What remains scarce, and therefore decisive, is the capacity to convert these 
abundant inputs into decisions that are sound, accountable, and continuously improving — 
organizational judgment, produced by an organization’s whole cognitive architecture and 
compounding with every cycle of use. The organizations and nations that build this capacity will 
hold the advantage of the Cognitive Economy, exactly as the masters of production and information 
and intelligence held the advantage of the economies before it.

The timing of this recognition is itself a source of advantage, because the transition is early enough 
that most organizations have not yet acted on it. For a while longer, firms with weak cognition will 
continue to prosper, carried by experienced people and by markets that still forgive slow learning — 
but that grace period is closing as competitors begin to compound their own judgment and as the 
interval between a decision and its consequences shortens. The organizations that begin now, while 
the advantage is still available to be seized, will enter the coming decade with a compounding lead 
that later entrants will struggle to close; those that wait until the transition is obvious to everyone 
will be building the scarce capability precisely when it has ceased to be scarce. In the Cognitive 
Economy, as in every economy before it, the returns go to those who see the next scarcity first.

NORTH STAR

The purpose of the Cognitive Enterprise is to transform information into continuously 
improving organizational judgment.

This is why the Cognitive Enterprise Project exists. Its purpose is to develop, as an open and vendor-
neutral discipline, the framework by which organizations build the capacity to produce judgment — 
the discipline of Cognitive Strategy, resting on the theory of organizational cognition and expressed 
through methods any firm may adopt. The transition described in this paper is the reason the 



discipline is needed now rather than later, and it is the reason the Project has built a first 
implementation of that discipline in working software: IIOS, an operating system for organizational 
judgment, offered as one expression of the architecture the Cognitive Economy will reward. The 
discipline comes first and the implementation follows, but both exist for the same reason — because 
the factor that will decide the next era is judgment, and judgment is something an organization must 
be helped to build.


