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A Perfect Storm
Since the first reports of a “mystery virus” emerged out of China1, governmental, business, and investment planners 
underestimated the risks posed by Sars-CoV-2 and the economic impact that would follow. In spite of reports of lockdowns 
of major Chinese cities from January2,3, and supply lines being under stress4,5,6, the true scale of the effects was only 
recognized when the Western economies, starting with Italy7,8, announced lockdowns.

The speed at which the contagion spread around the world created the kind of uncertainty that our minds struggle 
to grasp. As a result, while we grapple to understand the ramifications of the pandemic, our collective response is 
threatened by the influence of certain, well-known cognitive biases9,10,11, which initially may have contributed to the 
underestimation of the threat12,13,14. 

Normalcy bias, which refers to our tendency to assume that the future cannot be very different from the past, appears to 
have played a critical role in the initial underestimation of the crisis15,16. Under the influence of this bias, planners can 
disregard or underplay clear data-driven evidence which may point towards a disaster or a major disruption. When the 
rate of change is exponential, our inability to correctly perceive it is particularly limited17. The normalcy bias also leads to 
the Ostrich Effect18, when decision-makers, in particular investors, choose to overlook negative information, which likely 
explains why the implications of the consistent reports of factory shutdowns in China and subsequent travel restrictions 
were ignored.

After realizing the scale of the challenge ahead, predictably, our underestimation gave way to overreaction. The Herd 
Instinct, a well-known phenomenon that has been evident during many stock-market crashes, explains this descent into 
overreaction19,20. Such overreaction, like an infectious disease, gains momentum exponentially through social signaling. 
Consumers resort to panic buying as they see growing queues and empty shelves. The cancellation of important events 
on the social calendar, such as the NCAA college basketball games in the US21 and the UEFA championship in Europe22, 
signaled the seriousness of the situation to the yet unaffected public.

Diverging Views about the Future
As businesses look to the future, there is significant divergence, with some expecting a depression while others appear 
to be selectively optimistic, having stress-tested their preparedness for this crisis23,24. One reason for this divergence in 
outlook is how this crisis is being perceived. Fundamentally, the roots of this crisis are not financial or economic, but lie 
in a pandemic25,26. The divergence in the outlook, globally, betrays a sense of continued challenge in risk assessment27, 
while the unusual origin of the crisis is creating a significant space for cognitive biases in future planning.

General pessimism

An overwhelming body of macroeconomic analyses by influential institutions indicates that the global economy has 
entered a deep recession28,29,30,31. The intent and design of the stimulus packages acknowledged that the abrupt shutdown 
of the economy has threatened the job market to an extent that is without precedent. A sustained dislocation in the job 
market would have long-term impact on consumer demand as well as purchasing power32,33,34,35,36.

Introduction
From the very start, the risk factors posed by the outbreak of COVID-19 were underestimated. The impact of a global pandemic, 
even though well-studied, was not fully grasped by governments, businesses and society at-large until it was too late. Even 
the near-total shutdown of the Chinese economy in February did not set the alarm bells ringing. As the focus shifts to the 
Pre-Normal phase, RocSearch reflects on how environmental conditions are ripe for cognitive biases that could result in 
significant divergence in the economic outlook, and how these biases may lead to errors in future planning.
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There is a clear impact on the supply side as well. Beyond the obvious unprecedented impact on sectors like food 
services, the threat of shortages of even critical non-COVID-19 medical supplies37 are now becoming apparent as the 
global supply is operating sub-optimally and the focus is on supplies for COVID-19. There is also growing concern around 
food security38,39,40,41 and a shortage of critical human resources. If these concerns do turn into reality, the business 
environment may not be conducive for the quick recovery that some are expecting.

A possible domino effect of a massive slump in demand combined with inefficient as well as deficient supply chains is starting 
to be taken seriously. The crisis could roll through corporate debt42,43 real estate44,45 and currency markets46,47,48,49. It could 
significantly weaken institutions, systemically important financial intermediaries, central banks as well as governments, leading 
to a significant increase in geopolitical risk50,51. We may expect a long-term alteration of the competitive landscape among 
national economies where the outbreak has been significant, and the institutions have been unable or incapable of managing 
the crisis.

Darwinian optimism

In a series of interviews with RocSearch, several private equity investors, financial advisors and business owners 
characterized the Pre-Normal phase as a “Darwinian phase”. Over the last decade, many businesses became significantly 
leveraged while being cashflow-deficient. This has raised a concern regarding the crisis cascading its way through 
corporate debt, liquidity, solvency and credit. Conversely, businesses that are fundamentally sound - cash generative, 
optimally levered, well-funded and diversified, and have experienced executives and vigilant boards - should survive 
while others may not. Many private investors view this sort of “Darwinian” correction as an opportunity for growth 
through acquisition of their distressed or weakened competitors, bolstering the argument for optimism.

Beyond stress resilience, there are additional arguments proffered by investors and business owners alike for a more 
optimistic outlook in spite of a recession. Firstly, there is skepticism about the scale of the anticipated decline in 
demand52,53. The growth of online retail as well as all other online technologies indicates that consumer demand has 
not subdued in the face of the crisis54. The pace at which consumers have adapted to online channels has added to the 
encouragement. It is also promising that after lockdowns were lifted in the East Asian countries, the demand experienced 
a reasonable recovery.

Additionally, on the supply side, the online channel so far has shown resilience in managing the breakneck growth 
trend without significant issues55. Although, it has been more challenging to reopen economies in East Asia than initially 
anticipated, the rebound in production is reassuring56. It important to note however, that a resumption of supply from 
Asia has been crucial in ensuring medical supplies to countries around the world57.

For many businesses, especially those in sectors that are not yet directly affected by the shutdown, the crisis does not 
appear to have necessitated a fundamental rethink on long-term value-proposition. Instead, the crisis will be addressed 
through selective restructuring – supply chain risk mitigation, distribution channel diversification, product upgrades 
and reorganized workflow. On the other hand, the many businesses directly impacted by the crisis so far are facing an 
existential threat.

Biases in the Pre-Normal Phase
This crisis has created all the enabling conditions for cognitive biases to influence decision-making. Figure 1 lays out the 
four environmental factors that have increased the risk posed by cognitive biases.
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Cumulative effect of the previous 
three factors; planners are prone to 
draw upon their personal experiences 
for decision-making:

• Historical precedents

• Metaphorical characterization

• Conjunctive bias

Lack of data to develop reliable 
evidence-driven narratives due to:

• Insufficient epidemiological 
data

• Limited actual sales data on 
impact on businesses

• Unavoidable time lag

• Definitional inconsistencies

Large volume of true, yet 
ultimately incidental information 
due to:

• Rapid progress of the disease

• Round-the-clock news

• Lack of scientific consensus

Clear need to act decisively where 
delay could result in existential 
organizational threats due to:

• Indefinite shutdowns

• Threat to employees

• Supply disruption

Information overload:
High-volume of information

Insufficient evidence:
Scant data to inform strategy

Imperative to act fast:
Serious downside for delays

Intuitive decision-making:
Influence of prior experience

Source: RocSearch Analysis

Fig 1: Continuum of Enabling Environmental Factors driving Cognitive Biases

In the following tables, we review a range of cognitive biases that can affect the planning and offer examples of statements 
that reflect the bias.

Cognitive 
Biases Description Influence on  

Pre-Normal Planning
Examples of Narrative 
Manifestation

Biases due to Information Overload

Anchoring The tendency of excessively 
“anchoring” future perceptions 
to a certain starting value or 
historical benchmark.

Despite a changed environment, 
many investors would continue 
measuring performance relative 
to pre-crisis benchmarks. 

Our monthly sales are still 
suboptimal; they have rebound to 
just 70% of pre-crisis levels.

Confirmation 
bias

The interpretation of information 
in order to confirm prior beliefs. 

Many decision makers have 
expressed strong views about 
whether consumer demand and 
spending will rebound post-
lockdown and eagerly await early 
signs to confirm their views. 

Growth of sales through online 
channel suggests that consumer 
demand and spending is intact.

Biases due to Insufficient Evidence

Normalcy bias Also referred to as Negative Panic, 
it is the tendency to disregard 
reliable information in the belief 
that the future cannot be very 
different from the past. 

Many investors still appear to be 
making assumptions of return 
to normalcy without sufficient 
evidence. Given that new normal 
is about “things getting worse”, 
businesses are at risk of ignoring 
evidence against a quick recovery. 

While our sales have been affected, 
this crisis has not affected our 
fundamental value proposition, 
and therefore, we expect a strong 
recovery when lockdowns are lifted.

Recency effect An excessive reliance on the 
most recent trends and events, to 
determine what is more likely to 
happen in the future.

Recent events, which created 
hypergrowth environment for 
online and hostile environment 
for legacy categories like cash and 
tourism, may lead many investors 
to incorrectly value the prospects 
of these industries post-lockdown, 
when mobility restrictions are 
lifted. 

We believe that this crisis will 
fundamentally alter consumer 
behavior: there will be more work-
from-home, online shopping, 
and less leisure travel.
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Projection bias The assumption that others have 
the same beliefs, feelings and 
priorities as oneself. 

Since the impact of the crisis 
is uneven across countries 
and industries, many decision 
makers are prone to project their 
assessment of the local impact 
onto global trends.

Given the decline in orders in our 
industry, we do not expect that 
global trade will rebound before 
3Q 2021. Given how swiftly we 
were able to transition our business 
online, I am optimistic that there 
will not be a deep recession. 

Biases due to Imperative to Act Fast

Optimism bias The tendency to underestimate 
the probability of experiencing an 
adverse event despite evidence.

Although, they agree that many 
businesses, due to high debt and a 
slump in revenue, will go through 
bankruptcies and restructuring, 
investors are prone to thinking 
that their investments would not 
be affected. 

We have stress-tested our cashflow 
and we expect to remain 
relatively unaffected, while many 
of our competitors will quickly 
become distressed. 

Sunk-Cost 
Fallacy

When one increases investment 
in the hope to recover losses on a 
previous round of investment.

Companies may look to use “dry 
powder” or request investors 
for additional funds in order to 
address the cash-crunch faced by 
certain businesses. 

Before the crisis hit, we expanded 
our warehousing capacity; now if 
we don’t expand our distribution, 
we won’t be able to benefit from our 
warehousing investment.

Vigilance 
decrement

The deterioration of our ability 
to stay consistently vigilant with 
time. 

As lockdowns are lifted, consumer 
and businesses may gradually 
relapse into older habits and 
workflows, ignoring the risk of a 
rebound.

We temporarily secured supply at 
higher cost from an alternative 
vendor, but as situation is improving, 
it may be economical to consolidate 
our supply chain.  

Biases due to Intuitive Decision Making

Survivorship 
and Self-Serving 
Bias

The tendency to identify factors 
for success by studying strategies 
of only successful businesses.

Unanticipated lockdowns and 
potential lingering effects of 
lower mobility have favored 
certain businesses unexpectedly; 
analysts may wrongly attribute 
their success to certain pre-crisis 
decisions, which had not foreseen 
the pandemic. 

Even though our e-commerce 
revenues are small, but they have 
helped maintain cash-flow during 
this period; our investment team 
made the right decision investing 
in e-commerce much before the 
crisis hit.

Conjunctive bias The tendency to overestimate 
the likelihood of certain events 
happening in sequence rather 
than happening independently.

Various ‘scenarios’, envisioned by 
scenario planners, will depend 
on multiple events occurring 
in conjunction; often planners 
overestimate the likelihood 
of certain ‘scenarios’ than the 
likelihood of independent events 
that those scenarios depend upon.

The most likely scenario is one 
where the (1) unemployment would 
settle at 10%, (2) oil price at $20-
$25 a barrel, and (3) import tariffs 
would rise by 5%; our analysis 
shows that while our revenues will 
decline a bit, our margins will be 
relatively unaffected. 
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Final Note
Cognitive biases play a role in all human decision-making, but the risk of their influence is greater in uncertain situations. 
This crisis has engendered an environment of uncertainty where there is a great urgency to plan and act decisively, but 
there is no reliable basis for that planning. 

Almost reflexively, many businesses are now engaged in using well-established planning and preparedness assessment 
methods, including stress-testing and scenario planning. Due to the harsh and limiting conditions of the shutdown and 
the pace at which these exercises are being carried out however, they are in danger of poor planning by not having 
minimized the risk of biases. For instance, many investors and business owners have identified the current high-corporate 
debt levels as a leading factor causing business closures. At the same time however, many of them believe that it will 
be their over-leveraged competitors that will be affected more than their own businesses. This indicates that some 
businesses are underestimating the risk, even after correctly identifying the source of the risk. 

Verifying insights emerging from internal planning exercises using market research and competitive intelligence can help 
reduce the risk of cognitive biases and protect against poor decision-making in the Pre-Normal phase.

Metaphorical 
Thinking and 
Framing effect

The use of metaphors to explain 
complex phenomena may end-up 
framing the problem in a way that 
influences decisions.  

In this crisis, leaders have 
compared the situation to the 
historical periods, such as World 
War II, the Great Depression 
(1929), to the Financial Crisis 
(2008), among others, to frame 
the magnitude of the challenge. 
Use of these metaphors can lead to 
overlooking the novel and special 
conditions that are specific to the 
current crisis and were absent in 
historical comparisons. 

Just like in the aftermath of the 
Great Depression, the road to 
recovery will be long and one 
may expect significant geopolitical 
turmoil before the recovery begins. 
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About RocSearch
At RocSearch, we are focused on offering meaningful perspectives and evidence-driven actionable intelligence to help 
businesses. Being data-driven, we continuously adapt and evolve these perspectives to help businesses plan better in 
uncertain times. 

RocSearch’s industry agnostic Research and Advisory offerings to support a robust operational and financial strategy for 
Covid-19 are listed below:

• “Pre-Normal” Operational Best Practices for Transition 

• Technology Assessment for Pre-Normal Phase 

• Supply Chain Resilience / Risk Reassessment 

• M&A in uncertain times: how to spot the opportunity?

• Financial needs during the pre-normal phase

• Long-terms Impact: Political, Economic, Social, and Technological (PEST) Assessment

• Moonshot Scanning: Disruptive innovation post-Covid-19

Please visit www.rocsearch.com for more details.
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