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Clear parallels can be drawn between a new
understanding of the human brain’s multilay-
ered cognitive functions — the bottom brain, top
brain paradigm — and the way that businesses
work. Below, the authors identify and analyse
four different modes in which people operate
and argue that, similar to human beings, busi-
ness enterprises function as if they have highly
intertwined top and bottom brains.

enterprises have a lot in common. Both
set goals, create situational awareness,
and use experience to refine and execute plans.
Both have distinct yet highly intertwined parts
with complementary roles. The classification
of people’s cognitive strengths and weakness-
es has useful parallels to those of companies.
Akin to successful individuals, thriving organ-
isations exhibit a rich and balanced collabora-
tion between different parts of their corporate
brains. This enables them to understand “the
future that has already happened,” evolve strat-
egies, and remain competitive and relevant.
The newly introduced top brain, bottom
brain paradigm - the foundation of the Theory
of Cognitive Modes - is especially useful for
examining this parallel. This new paradigm
rests on solid scientific findings about how the
top and the bottom parts of the human brain
operate. It describes the brain architecture that

The human brain and “brains” of business

gives rise to key aspects of behavior, thoughts,
and feelings, all of which shape how a person
relates to other people and makes sense of the
world. This characterisation of the brain avoids
problems encountered by other popular theo-
ries, most notably the notion that the left hemi-
sphere of the brain is analytical and logical
while the right one is intuitive and creative.
The left/right story treats brain systems as in-
dependent agents, free to operate in isolation,
but neuroscientists have long known that the
brain is a single, marvelously complicated and
deeply integrated system. Contrary to the cul-
tural myth, nobody is truly “left-brained” or
*right-brained”.

The top and bottom brain systems are dis-
tinct with respect to their anatomy, neuro-
logical connections, and cognitive functions.
Many studies converge in showing that the top
portions of the brain are crucially involved in
making decisions as well as devising, carrying
out, and adjusting plans. The top part of the brain
is also responsible for noting where objects are
located in space, which is often necessary in
the execution of strategies. At the same time,
research shows that the bottom portions of the
brain are crucially involved in classifying and
making sense of what one perceives.

Even this brief characterisation under-
scores why the two parts of the brain must
constantly interact: in order for the top brain
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to revise a plan, it must have informa-
tion about what happened as the plan
was being carried out — which is regis-
tered by the bottom brain. And as the top
brain carries out a plan, it generates ex-
pectations about what should happen -
which in turn “primes” the bottom brain,
making it easier to perceive the expect-
ed consequences.

At work and elsewhere, people use
both parts of the brain. However, they
differ in the degree to which they rely on
each of the two brain systems. Nothing in
the immediate environment may force a
person to make a detailed and subtle plan
— it is she who deploys certain parts of
her brain in a more multifaceted way in
order to consider a situation more deeply.

Although people can and do operate
in different modes depending on the sit-
uation, research shows that we all have
a dominant cognitive mode. This mode
arises from the degree to which a person
typically relies on each brain system
above and beyond what is dictated by
immediate circumstances:

e Mover mode arises when people
deeply utilise both the top and bottom
brain. They formulate and act on plans

using the top brain - and also register
the consequences of doing so using the
bottom brain. This leads to effective re-
adjustment of goals and plans. People
who habitually operate in this mode tend
to become natural leaders who enjoy po-
sitions and environments that allow them
to plan, act, and see the consequences of
their actions.

e Perceiver mode arises when people
deeply utilise the bottom brain but not the
top brain. As a result, people operating in
this mode focus on making sense of what
they perceive, interpreting experience,
putting information in context, and un-
derstanding the implications of what they
encounter. They don't devote much time
to formulating detailed or complex plans.

e Stimulator mode arises when people
deeply utilise the top brain but not the
bottom brain. As a result, people operat-
ing in this mode can be creative, original,
and indispensable in generating new ideas,
but their strategies and behaviours can be
disruptive and not adjusted appropriately
when a change in the environment war-
rants a different course.

e Adaptor mode arises when people
do not deeply utilise either the top or

the bottom brain. People operating in
this mode are typically not overly con-
cerned with formulating plans, nor are
they focused on classifying and inter-
preting what they experience in great
detail. Instead, they tend to be absorbed
by immediate imperatives and tasks, al-
lowing external forces to mold their goals
and plans. As a result, people operating in
this action-oriented mode often become
valuable team members.

Similar to human beings, business en-
terprises function as if they have highly
intertwined top brains and bottom brains
that play distinct yet complementary roles.

The nature of this interaction under-
pins the firm’s business model, described
by organisational theorist David Teece as
the “architecture of value creation, de-
livery, and capture.” Business models are
the “mechanisms” by which “the busi-
ness enterprises deliver value to custom-
ers, entice customers to pay for value,
and convert those payments to profit”.
They represent a broad perception of the
market need - what customers want and
how they want it. They reflect the or-
ganisational design that best captures the
market need and enables the firm to con-
ceptualise and react to environmental
changes. Because business models rep-
resent a multitude of decisions, commu-
nications, and actions, how the two parts
of the corporate brain interact is of criti-
cal importance.

In a direct parallel to the human brain,
executives and board members who con-
stitute the “top brain” of a company put
forth strategic vision and goals, set up pro-
cesses and plans, direct execution, and
revise plans when expected events do not
occur. They react to changes in the op-
erating environment through changes
in strategy, new products, and business
model transformations. In complementing
these “top brain” activities, employees and
divisions who form the “bottom brain” of a
company classify and interpret what they
perceive - in terms of changing customer
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The interaction between
a firm's top and bottom
brains must be aligned
with the nature of its
business, the inherent
portfolio of risks, and the
operating environment.

needs and feedback as well as emerg-
ing dangers and opportunities. These
“bottom brain” activities allow companies
to execute the evolving strategy, innovate,
and improve methods and processes - all
while helping executives and boards eval-
uate and refine strategies.

The new theory of the workings of
the human brain offers useful insights
into corporate business models in terms
of the appropriate integration of corpo-
rate strategy, risk intelligence, and or-
ganisational development. Thriving
companies, through strategy, gover-
nance, organisational processes, culture,
and innovation, exhibit constant com-
munication and collaboration between
the top and bottom parts of their brain.
Their top and bottom brain systems do
not compete with one another, and their
complementary skill sets and fluid col-
laboration are indispensable in a com-
pany’s ability to navigate changing en-
vironments. In addition to superior
performance, this helps create power-
ful brands that reflect the external per-
ception of the very essence of a firm's
vision, value proposition, and culture.

Risk-centric business models of fi-
nancial firms provide a useful illus-
tration. In a financial industry setting,
the corporate top brain is responsible
for setting vision and strategy, align-
ing risk appetite with business ob-
jectives, and allocating capital across
products, risks, and business units. The
top brain conducts strategic planning,
evolves products and services, and opti-
mises balance sheets. In the language of

risk intelligence, the top brain continu-
ally deploys the arsenal of business, or-
ganisational, and risk levers in navigat-
ing the firm. The top brain also “primes”
the bottom brain, providing it with di-
rection and expectations. At the same
time, the bottom brain provides the top
brain with situational awareness, inter-
pretation, and feedback that can only be
obtained in the “trenches”.

In a direct parallel to four human cog-
nitive modes, corporate successes and
failures during and since the 2008 -
2009 financial crisis can be described in
terms of the interaction between top and
bottom parts of the corporate brain.

In pursuit of higher profits, many
Stimulator firms, most visibly in the in-
surance and brokerage sectors, augment-
ed low-risk business models with sig-
nificant risk taking. Reckless strategies
- which were excessive to begin with -
remained in place well after the change
in the market environment warranted a
serious readjustment, leading to bailouts
and bankruptcies.

Adaptor firms - which were not
overly concerned with creating an orig-
inal strategic vision or deeply analysing
the changing environment - allowed ex-
ternal forces to shape their destiny. They
believed that even when competitors
behaved irrationally or recklessly, their
job was to continue “dancing while the
music was playing”. Nationalisations and
bailouts followed.

As a rule, Mover companies success-
fully adapted to environmental changes,
mitigated threats, and capitalised on
crises and opportunities. Their vision
and strategy was rigorously developed
and clearly communicated to the entire
organisation, shaping a strong culture
and brand. Feedback from customer in-
teractions and market signals flowed up
and across the organisation, leading to
strategy and risk readjustments on the
executive and board levels. These or-
ganisations deployed business, organ-
isational, and risk levers in effectively

executing the strategy. Their organisa-
tional design, feedback loops, and lead-
ership communication were custom-
tailored to the nature of their business
models and risks. Thus, both top and
bottom corporate brains were comple-
mentary and aligned, effectively collab-
orating toward clearly-defined and rig-
orously measured shared objectives.

Perceiver companies provide perhaps
the most intriguing case, spanning a gamut
of successes, failures, and mediocre per-
formances. In some industries, the nature
of Perceivers' businesses did allow them
to deemphasise the top-brain strate-
gy, focusing on “harnessing the slices of
genius” across the bottom brain instead.
However, experience shows that suffi-
ciently complex firms exposed to a variety
of strategic, financial, and operational risks
face formidable challenges when operat-
ing in a top-brain-lite mode:

e During the buildup to the finan-
cial crisis, some Perceiver firms delegat-
ed major investment and trading deci-
sions to organisational silos. With plenty
of sophistication and situational aware-
ness, these silos invested in asset classes
they perceived as undervalued or posi-
tioned to benefit from the firm’s macro-
economic expectations. Seemingly unre-
lated risks became highly correlated in a
crisis. When the firm's liquidity position
deteriorated and the aggregate amount of
risk exceeded the risk-bearing capac-
ity, value destruction for stakeholders
and taxpayers ensued. Lack of risk ag-
gregation on the firm-wide level and the
absence of contingency plans - respon-
sibilities of top brains - have revealed
major weaknesses of such Perceiver
business models.

e During the same period, some
Perceiver firms pursued earnings by in-
vesting in asset classes that looked “fa-
miliar” but in reality contained entirely
new dimensions of risks. In the human
brain, we become experts at interpreting
only specific domains - and often may
not realise that expertise in one domain
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does not transfer to another. Similarly,
these firms didn't realise that their in-
vestment experience in one asset class
could not be easily transferred to a differ-
ent one without significantly expanded
knowledge and capabilities. Significant
losses ensued.

e Another group of Perceiver firms
also operated in silos but remained con-
servative throughout. They stuck to their
knitting before the crisis and stayed
away from complex businesses and in-
vestments they didn’'t understand. As a
result, they avoided both the extraordi-
nary earnings enjoyed by their compet-
itors as well as subsequent financial or
reputational losses. However, they also
did not deliver the kind of performance
that Mover companies generated after the
crisis. It is noteworthy that across the in-
surance, banking, and asset management
sectors, many such ultra-conservative
Perceivers were former Stimulators who
changed their dominant mode after near-
death experiences.

The top brain, bottom brain
paradigm enhances the arsenal
of tools used by executives and
boards of directors in building
high-performing, risk-intelligent,
and aligned organisations.

It is important to keep in mind that
no cognitive mode is inherently better
or should be viewed as a matter of "best
practices”. As an ongoing corporate
priority, the interaction between a firm’s
top and bottom brains must be aligned
with the nature of its business, the in-
herent portfolio of risks, and the op-
erating environment. Such alignment
spans division of labour, organisation-
al design, flow of information, and lead-
ership communication. In addition to
helping companies maintain a rele-
vant and compelling value proposition,

it helps achieve operational excellence
and strong cultures where employ-
ees can relate corporate vision to their
daily activities - all key determinants of
agility and superior performance.

For instance, when facing a disrup-
tive technology or a rapidly changing
environment, a company accustomed to
operating successfully in Mover mode
may fail to adapt quickly enough - by
dismissing viable solutions that may
seem outlandish. In this case, a “generate
and test” strategy that often works well
for human brains could prove useful: an
out-of-the-box Stimulator-mode idea
generation followed by the Perceiver-
mode careful examination of alternatives
in the harsh light of reality. In another
example, when a firm with a viable busi-
ness model decides to focus on execu-
tion and productivity, a temporary shift
to an Adaptor mode may be beneficial.

"Business model dynamism” - a com-
pany’s ability to adapt and evolve its
vision and strategy in the face of envi-
ronmental changes - was identified in
Financial Darwinism as a Key ingre-
dient of corporate survival and lasting
value creation. In cognitive terms, “static
business models” have a direct paral-
lel to “rigid cognitive mode syndrome”
- a person’s inability to realise that their
mode of operation is not appropriate for
the situation at hand. Needless to say, a
change of the dominant cognitive mode
- or a business model transformation -
requires significant motivation and in-
vestment. In the corporate setting it re-
quires, above all, genuine leadership.

In addition to insights into high-per-
forming business models, the new under-
standing of the human brain is also useful
in building high-performing teams. First,
the knowledge of the dominant modes
of thinking and behavior of individu-
al team members enables an assess-
ment of their strengths and weaknesses
from a new perspective, helping design
an effective division of labour. Second,
it helps construct a setting where team

members extend each other's intellectu-
al, cognitive, and emotional capabilities
and skillsets. Effective decision making
- supported by aligned organisation-
al structures and cross-functional com-
munication — is consequently achieved
across strategy, risk-taking, product de-
velopment, and other important activi-
ties. When Mover-leaders or Stimulator-
innovators are supported, informed,
and cautioned by empowered teams of
Perceivers and Adaptors, the collabora-
tive whole can be much greater than the
sum of its parts.

The top brain, bottom brain para-
digm enhances the arsenal of tools used
by executives and boards of directors in
building high-performing, risk-intelli-
gent, and aligned organisations. It is also
consistent with the lessons learned from
successful companies: lasting value cre-
ation, resilience, and dynamism stem
from a deliberate cultivation of both parts
of the corporate brain, their integration,
and productive collaboration. &3
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The two parts of the brain must
constantly interact: In order for
the top brain to revise a plan,

it must have information about
what happened as the plan was
being carried out — which is
registered by the bottom brain.
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