
International Interdisciplinary Scientific Journal "Expert" Volume 2, Issue 1 (2025) 
_______________________________________________________________________________________ 

74 

UDC 330.101.541:005.334 DOI 10.62034/2815-5300/2025-v2-i1-007 
  

ECONOMIC TRANSFORMATION UNDER UNCERTAINTY: THE BLUE ELEPHANT 

AS A GOVERNANCE-CONDITION CONSTRUCT 
 

Yevhen Namliiev1 

 
1PhD in Economics, Associate Professor, Professor of the Higher School of Social and Economic, 

Higher School of Social and Economic, Przeworsk, Poland 

Email: ev.namliev@gmail.com, ORCID: https://orcid.org/0009-0008-3813-9717   

 

ABSTRACT. Economic transformation in the twenty-first century increasingly unfolds 

under conditions of heightened uncertainty, structural volatility, and overlapping systemic 

pressures. While contemporary research widely employs metaphor-based frameworks such as the 

“Black Swan” and the “Grey Rhino” to conceptualize disruption and risk, these approaches remain 

insufficient for explaining a recurring empirical phenomenon: the persistent failure of decision-

making systems to act upon visible, repeatedly articulated, and institutionally acknowledged 

systemic risks. This gap becomes particularly consequential in transformation contexts, where 

delayed responses convert manageable pressures into destabilizing crises. This paper introduces 

the Blue Elephant as a governance-condition construct describing situations in which systemic risks 

are highly visible and formally recognized, yet remain structurally under-addressed due to 

persistent failures in translating recognized knowledge into transformation-level action. The Blue 

Elephant is conceptualized not as an event category nor as a probabilistic anomaly, but as a state 

of systemic misalignment between knowledge and action–a knowledge–action gap–in which 

available and institutionalized risk information fails to activate coordinated structural response. 

Ontologically, the concept captures a condition of recognized-but-discounted reality, shaped by 

institutional inertia, incentive misalignment, coordination failures, and normalization narratives 

that neutralize transformation governance. A central analytical contribution of the paper is the 

distinction between risk management and transformation governance, demonstrating that the Blue 

Elephant emerges precisely where formally recognized risks can no longer be addressed within 

existing institutional and strategic frameworks without structural reconfiguration. By reframing 

visible systemic pressure as a transformation-triggering condition rather than an external shock, the 

Blue Elephant provides a diagnostic framework for analyzing why known risks culminate either in 

crisis-forced restructuring or, under conditions of timely governance intervention, in coordinated 

renewal and adaptive outcomes. The study offers a conceptual foundation for future comparative 

and longitudinal research on systemic transformation under uncertainty, including empirical testing 

through governance-level indicators. 

Keywords: Blue Elephant; governance-condition construct; recognized-but-discounted 

reality; knowledge–action gap; economic transformation; systemic transformation risks; 

institutional underreaction; transformation governance; crisis dynamics. 

 

INTRODUCTION  

Problem Statement and Relevance. Contemporary economic systems operate under 

conditions of heightened uncertainty, structural volatility, and interacting systemic pressures. In 

this context, it is useful to recall Knight’s classical distinction between uncertainty and ordinary 

business risk: “The word ‘uncertainty’ seemed best for distinguishing the defects of managerial 

knowledge from the ordinary ‘risks’ … of business activity, which can feasibly be reduced if not 

eliminated by applying the insurance principle through some organization for grouping cases” [1, 

p. 57]. Despite the proliferation of analytical tools, early-warning systems, and expert assessments, 

a persistent empirical pattern can be observed: large-scale risks that are visible, documented, and 

institutionally acknowledged frequently fail to trigger timely and coordinated action [6; 14]. This 

pattern has been repeatedly identified across domains such as financial stability, climate transition, 
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public health preparedness, and critical infrastructure governance. This article argues that the 

critical failure is not threat visibility itself, but the institutional inability to translate recognized risk 

into transformation-level action.  

Traditional explanations attribute such failures either to radical uncertainty or to 

miscalculated probabilities. However, extensive crisis research demonstrates that many disruptive 

events are preceded by prolonged periods of warning, analysis, and expert consensus [7; 10]. 

“Crises do not emerge suddenly; they develop over time and are often preceded by warning signals 

indicating a potential crisis,” and their “early-stage identification enables decision makers to take 

appropriate measures to minimize negative consequences” [26, p. 105]. The persistence of non-

action under conditions of visibility indicates a structural governance problem that cannot be 

reduced to ignorance or lack of information. This unresolved issue is of particular relevance for 

economic transformation, as delayed responses tend to convert manageable pressures into 

destabilizing crises, significantly increasing the social and economic costs of adjustment. 

Furthermore, the post-2020 environment highlights the growing interdependence of risks, 

which form “a dense matrix of interlocking and mutually reinforcing disorderly processes” 

constituting a polycrisis [27, p. 38]. System-wide disruptions increasingly unfold as chains of 

feedback effects in finance, energy, supply networks, and institutional legitimacy. The “polycrisis” 

argument emphasizes that modern shocks cannot be treated as isolated events; rather, they emerge 

from overlapping vulnerabilities and mutually reinforcing stressors [21]. As a result, it becomes 

analytically insufficient to interpret systemic breakdowns solely through event-based categories. A 

governance-focused approach is required to explain why visible risks remain institutionally 

discounted until transformation becomes unavoidable. 

Systemic risks may be highly visible and formally acknowledged, yet still fail to translate 

into coordinated transformation-level action–revealing a persistent governance puzzle at the 

intersection of knowledge, institutions, and strategic response. Clarifying the boundaries between 

event-oriented metaphors such as the Black Swan and the Grey Rhino, and specifying a Risk → 

Transformation → Recovery/Growth pathway supported by operational indicators, helps structure 

this problem in a way that is suitable for comparative and longitudinal analysis. 
 

Analysis of Recent Research and Unresolved Gaps  

1. Uncertainty, Risk, and Economic Transformation 

Classical economic theory distinguishes sharply between measurable risk and fundamental 

uncertainty. Knight defined risk as quantifiable probability, while uncertainty refers to situations 

in which probabilities cannot be meaningfully assigned [1]. Keynes similarly emphasized that long-

term economic decisions are often made under conditions where “we simply do not know” the 

future [2]. These insights highlight the structural limits of probabilistic reasoning in guiding 

economic behavior. 

Periods of heightened uncertainty have historically acted as catalysts for economic 

transformation. When predictive models fail, economic agents are forced to adopt adaptive 

strategies, revise institutional arrangements, and experiment with new governance mechanisms [17; 

28]. Contemporary risk research also demonstrates that the epistemic foundations of risk 

management have advanced significantly, yet remain vulnerable when uncertainty becomes 

systemic rather than localized [18]. Under such conditions, transformation tends to emerge not from 

optimization within a stable framework, but from reconfiguration of the framework itself. 

2. Institutional Failure, Underreaction, and Governance Constraints 

A growing body of research highlights institutional underreaction as a central feature of 

systemic crises. Governance systems frequently acknowledge emerging risks yet fail to respond 

adequately due to path dependence, short-term incentives, and organizational inertia [5; 6]. 

Institutional economics demonstrates that rules and governance structures evolve slowly, and 

persistence of inefficient arrangements can be explained by transaction costs and coordination 

barriers [6]. This logic becomes critical in transformation contexts where timely action requires 

institutional redesign rather than incremental adjustment. 
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The phenomenon has increasingly been described as a governance failure rather than a 

knowledge failure. In risk-society theory, the central challenge is not the absence of risk awareness, 

but the inability of institutions to translate reflexive knowledge into responsibility and action [9]. 

Risk becomes normalized: recognized dangers are treated as tolerable deviations rather than 

triggers for transformation [22]. As a result, policy responses remain incremental until external 

escalation forces abrupt and costly interventions. 

3. Crisis Research and the Limits of Risk-Based Paradigms 

Crisis research has exposed the limitations of conventional risk-management frameworks. 

Taleb’s “Black Swan” theory illustrates how rare and unpredictable events fall outside standard 

probabilistic models [3]. His later work on antifragility proposes that systems should be built to 

benefit from volatility rather than merely resist it [4]. However, these frameworks primarily explain 

vulnerability to surprise and extreme events; they are less suited to describing systemic failures to 

act upon risks that are already visible and repeatedly acknowledged. 

The global financial crisis of 2008 demonstrated how reliance on quantitative risk models 

obscured the accumulation of systemic fragility [11]. Reinhart and Rogoff’s historical analysis 

reinforces the recurring nature of financial complacency, where warning signs emerge long before 

collapse, yet governance regimes postpone structural intervention [10]. Similarly, COVID-19 

revealed the inability of existing governance systems to translate long-standing preparedness 

warnings into preventive capacity [15; 16]. These cases illustrate that risk-based paradigms often 

fail precisely when transformation governance is required. 

4. Conceptual Gaps: Why Visibility Does Not Trigger Transformation 

Despite extensive scholarship, contemporary literature lacks an analytical category capable 

of explaining persistent non-action under conditions of visibility and institutional recognition. 

Existing metaphors remain largely event-oriented and do not capture the governance conditions 

that sustain underreaction [8]. Sociological approaches provide macro-level interpretation, yet 

often stop short of operationalizing governance failure as a distinct analytical state [9; 22]. 

Accordingly, the Blue Elephant is introduced not as an additional threat category, but as a 

governance-condition construct capturing institutionalized recognition without structural response. 

Importantly, the Blue Elephant should not be interpreted as a relabeling of institutional inertia, 

policy drift, or governance failure as isolated phenomena. While these concepts describe specific 

mechanisms, they do not capture the systemic governance condition in which institutionalized risk 

recognition coexists with persistent inability to initiate transformation-level action. The Blue 

Elephant integrates these mechanisms into a single analytical state defined by the knowledge–

action translation failure under conditions of sustained visibility. 

Recent theoretical work on crisis dynamics in the transforming world economy suggests 

that the combination of systemic pressure, institutional rigidity, and delayed response produces 

recurrent transformation failures across sectors [23; 24]. The absence of a framework linking 

acknowledged risk, institutional inertia, and delayed transformation undermines governance 

capacity in conditions of accelerating structural change [25]. This gap motivates the introduction 

of the Blue Elephant as a conceptual category designed specifically to explain why recognized risks 

remain governance-neutralized. 

Methodological positioning. Methodologically, this study adopts a conceptual theory-

building approach. The Blue Elephant is developed through (1) analytical synthesis of uncertainty, 

institutional economics, and crisis research, (2) boundary specification against adjacent metaphors, 

and (3) operationalization design through measurable indicators. This logic of inquiry prioritizes 

construct clarity and empirical testability, enabling subsequent validation through comparative case 

analysis and longitudinal governance datasets. 

In summary, the reviewed literature explains uncertainty, systemic fragility, and 

institutional inertia, yet it lacks a construct that captures the persistent governance gap between 

institutionalized risk knowledge and transformation-level action.  

 

 



International Interdisciplinary Scientific Journal "Expert" Volume 2, Issue 1 (2025) 
_______________________________________________________________________________________ 

77 

Purpose of the Article 

The purpose of this article is to introduce and conceptually justify the Blue Elephant as a 

governance-level analytical category explaining persistent non-action under conditions of high risk 

visibility and institutional recognition, and to demonstrate how this condition influences the 

pathways through which systemic pressure results either in crisis-forced transformation or in 

governance-led renewal and growth. 

To achieve this purpose, the article addresses the following research objectives: 

1. Provide an ontological clarification of the Blue Elephant concept. 

2. Establish conceptual boundaries separating it from adjacent event-based metaphors. 

3. Develop a governance-centered theoretical shift from risk management to transformation 

governance. 

4. Propose an expanded Risk → Transformation → Recovery/Growth model where the Blue 

Elephant functions as a pre-crisis condition. 

5. Offer empirical operational indicators and measurement approaches supporting future 

comparative research. 

6. Illustrate the explanatory value of the concept through cross-domain cases (finance, climate, 

pandemic preparedness). 

These objectives are addressed through a structured analytical progression that moves from 

conceptual clarification to process modeling, empirical operationalization, and comparative 

positioning within the broader landscape of risk metaphors. 
 

PRESENTATION OF THE MAIN RESEARCH MATERIAL 

Ontological Clarification of the Blue Elephant Concept 

The Blue Elephant should not be interpreted as an event-based category, nor as a 

probabilistic deviation within a distribution of outcomes. Instead, it represents a state of systemic 

misalignment between knowledge and action, in which relevant information about large-scale risks 

is available, repeatedly articulated, and institutionally accessible, yet fails to translate into timely 

decision-making and coordinated response. Ontologically, the Blue Elephant exists not at the level 

of occurrence, but at the level of structural tension between cognition, institutions, and practice. 

From this perspective, the Blue Elephant belongs neither to the ontology of randomness nor 

to the ontology of ignorance. Rather, it occupies an intermediate ontological position that may be 

described as recognized-but-discounted reality. The risk is neither unknown nor misunderstood; it 

is known, yet systematically neutralized through cognitive biases, institutional inertia, incentive 

misalignment, and dominant narratives that render action politically, economically, or socially 

inconvenient. 

This ontological framing shifts the analytical focus away from questions of surprise and 

predictability toward questions of responsibility, governance capacity, and institutional reflexivity. 

The central problem is no longer whether a risk could have been foreseen, but why foreknowledge 

repeatedly fails to trigger transformation. The Blue Elephant conceptualizes this as a structural 

translation failure–from knowledge into action–that precedes and conditions many observable 

crises. 

To further differentiate the Blue Elephant from adjacent metaphorical frameworks, the next 

subsection introduces the analytical logic of the Black–Grey–Blue palette as a shorthand for distinct 

governance conditions. 

The Palette Logic: Black, Grey, and Blue as Governance Conditions 

The color palette employed in metaphor-based risk frameworks should be interpreted not 

as decorative language, but as an analytical shorthand for distinct epistemic and governance 

conditions under which risks become visible, interpreted, and acted upon. “Black” denotes risks 

that remain outside predictive visibility and cannot be reliably anticipated within conventional 

probabilistic reasoning [3]. “Grey” refers to threats that are visible and repeatedly discussed, yet 

are treated as background pressures and therefore postponed through incrementalism and short-

term prioritization [8]. 
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Unlike the Black Swan, which is defined by epistemic opacity and surprise, both the Grey 

Rhino and the Blue Elephant operate under conditions of high visibility; their analytical distinction 

therefore concerns institutional response rather than predictability. The analytical distinction 

between the Grey Rhino and the Blue Elephant lies not in threat visibility, but in institutional status. 

A Grey Rhino condition transitions into a Blue Elephant condition when risk recognition becomes 

formally embedded in strategies, reports, and governance discourse, yet remains decoupled from 

binding structural decisions. Thus, the transition is defined by institutionalization without 

escalation, rather than by temporal delay or neglect alone. While the Grey Rhino reflects a failure 

of prioritization under visible threat, the Blue Elephant reflects a failure of transformation capacity 

under conditions of formal recognition.  

The “blue” in the Blue Elephant introduces a different governance condition: the risk is not 

only visible but also formally acknowledged, documented, and institutionally accessible, yet it fails 

to activate coordinated structural response. In this context, “blue” signifies a state of recognized-

but-discounted reality, where knowledge circulates through reports, strategies, and expert 

assessments without crossing the institutional threshold into transformation-relevant action. The 

mechanism of underreaction is sustained not by ignorance, but by institutional inertia, incentive 

misalignment, and dominant narratives that normalize accumulating pressure. 

Thus, the Blue Elephant complements existing metaphors by shifting the analytical focus 

from event typologies toward governance dynamics that explain why visibility does not translate 

into transformation. 

From Risk Management to Transformation Governance 

The conceptual distinction between risk management and transformation governance marks 

a critical analytical turning point. Risk management traditionally focuses on identifying, measuring, 

and mitigating discrete threats within existing institutional and strategic frameworks. As risk 

assessment literature itself acknowledges, even advanced analytical approaches face inherent 

limitations: “a central area of uncertainty in risk assessment is uncertainty importance analysis,” 

reflecting the challenge of identifying which contributors are truly critical for system-level 

outcomes under uncertainty [18, p. 6]. This analytical focus on measurement and prioritization, 

however, leaves unresolved the question of how recognized risk knowledge is translated into 

transformation-level institutional action when existing governance frameworks become misaligned 

with accumulated systemic pressures. Transformation governance, by contrast, addresses precisely 

such situations in which the framework itself has become structurally misaligned with accumulated 

systemic pressures. 

The Blue Elephant emerges precisely at this boundary: it designates conditions under which 

risks are formally recognized yet cannot be effectively managed without structural reconfiguration 

of institutions, incentives, and strategic priorities. In such contexts, failure does not stem from 

insufficient information or analytical capacity, but from the inability of existing governance 

arrangements to convert acknowledged risks into transformative action. In Blue Elephant 

conditions, action is often present but remains non-transformative, resulting in incremental 

responses that fail to restructure the governance architecture. 

In crisis research foundations focused on the transforming world economy, this failure can 

be interpreted as an institutional “transition blockade,” where systems remain trapped in legacy 

coordination mechanisms despite increasing pressure for structural change [23]. The Blue Elephant 

therefore explains not merely delayed reaction, but a specific pattern: acknowledgment without 

transformation, sustained by governance incapacity rather than knowledge scarcity. 

Conceptual Boundaries of the Blue Elephant 

To preserve analytical clarity, the Blue Elephant must be distinguished from adjacent 

categories through explicit boundaries. 

What the Blue Elephant is NOT: 

1. Not a Black Swan – it does not refer to rare, unpredictable, radically unforeseen events. The 

defining feature is visibility, not surprise [3]. 
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2. Not a Grey Rhino – while both involve observable threats, the Blue Elephant emphasizes 

institutionalized underreaction driven by structural constraints, not only procrastination or 

neglect [8]. 

3. Not synonymous with crisis – it operates primarily in the pre-crisis governance phase. 

4. Not a metaphor of risk magnitude – size is insufficient; the defining feature is the persistent 

gap between knowledge and action. 

What the Blue Elephant IS: 

1. A systemic governance condition characterized by the accumulation of acknowledged risks 

under constraints that neutralize transformation. 

2. An analytical category linking cognitive bias, institutional design, and response failure into 

one explanatory mechanism. 

3. A transformation-triggering state in which delayed action increases the likelihood of non-

linear escalation. 

4. A construct that can be operationalized through longitudinal indicators capturing the 

divergence between institutionalized risk recognition and transformation-level response. 

Having established conceptual boundaries, the analysis can now be formalized into a 

process model that explains how the Blue Elephant condition evolves into crisis-forced 

transformation or governance-led renewal. 

From Risk to Transformation: An Expanded Governance Outcomes Framework 

The proposed model is formulated as a process framework rather than a static classification. 

It identifies causal blocks (institutional and incentive mechanisms) and transition thresholds that 

determine whether recognized risk triggers proactive transformation or escalates into crisis-driven 

restructuring. 

The Blue Elephant is located prior to crisis activation and should be understood as a state 

of accumulated systemic pressure under conditions of institutional underreaction. Persistent 

misalignment between knowledge and action increases the likelihood of non-linear escalation, 

transforming risk into a catalyst for forced structural change [19; 21]. 

To specify this dynamic as a model rather than a narrative, the risk–transformation pathway 

can be represented as four analytical blocks: inputs → blocking mechanisms → thresholds → 

outcomes. 

(1) Inputs: risk visibility and institutional acknowledgment 

The Blue Elephant condition begins when systemic risks satisfy three criteria: 

- high visibility (observable signals and evidence), 

- repeat articulation (frequent warnings across years), 

- institutional acknowledgment (integration into reports, strategies, governance discourse) 

[14; 15]. 

(2) Blocking mechanisms: why knowledge does not become transformation 

The core of the Blue Elephant is not risk itself but the governance mechanism that 

neutralizes action. Key mechanisms include: 

- institutional inertia and path dependence [5], 

- transaction-cost barriers and coordination failures [6], 

- incentive misalignment reinforcing short-term stability over structural change, 

- dominant narratives that normalize accumulating pressure [9], 

- high-risk complexity where interdependence discourages decisive reform [7]. 

(3) Thresholds: escalation that forces transformation 

When governance remains locked, systemic pressure accumulates until thresholds are 

activated: 

- abrupt legitimacy shocks, 

- financial/fiscal constraints, 

- cascading system failures, 

- global interdependence effects producing “polycrisis” conditions [21]. 

(4) Outcomes: crisis-forced vs governance-led transformation and growth 
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The model predicts two pathways: 

A. Crisis-forced transformation 

Transformation occurs only after breakdown, under high social and economic cost. 

B. Governance-led transformation 

Transformation is initiated pre-crisis through structural redesign, allowing risk pressure to 

become a driver of renewal and growth. This pathway requires transformation governance: 

realignment of incentives, rules, and strategic coordination. 

Growth thus becomes possible not through risk denial but through institutional adaptation 

aligned with systemic pressures [17; 25]. 

The key explanatory variable is transformation governance capacity, which determines 

whether systemic pressure converts into proactive renewal or crisis-forced restructuring. 

Figure 1 summarizes the proposed process logic by positioning the Blue Elephant as a 

governance-condition state that mediates the transition from visible systemic risk to transformation 

outcomes. 

 
Figure 1. The Blue Elephant as a Governance-Condition Construct and  

the Risk-to-Transformation Pathway 
 

The model highlights that escalation is not driven by lack of information, but by persistent 

translation failure between institutional recognition and structural action. Depending on 

transformation governance capacity, this condition bifurcates into either crisis-forced 

transformation or governance-led renewal. These dynamics become empirically observable in 

domains where risk visibility coexists with sustained institutional underreaction, as illustrated by 

the cases discussed below. 
 

Illustrative Cases 

The selected cases are intentionally illustrative rather than exhaustive and are not presented 

as confirmatory tests of the framework. Their purpose is to demonstrate the plausibility of the Blue 

Elephant condition across domains characterized by sustained risk visibility and institutional 

underreaction. Future empirical research should explicitly examine counter-cases where early 

governance-led transformation successfully prevented crisis escalation. 
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The following cases are used as theory-illustration devices rather than exhaustive empirical 

tests. Their function is to demonstrate that the Blue Elephant condition is observable across 

domains where risk visibility coexists with structural underreaction, thereby supporting the 

plausibility and cross-sector relevance of the proposed construct. 

1. Financial System Vulnerabilities 

Prior to the 2008 global financial crisis, extensive warnings highlighted excessive leverage 

and systemic fragility [10; 11]. Institutional incentives favored short-term stability, delaying 

regulatory reform. This trajectory represents a Blue Elephant condition in which known risks failed 

to trigger transformation until collapse forced intervention. The resulting reforms were reactive and 

crisis-driven rather than governance-led. 

2. Climate Change 

Scientific consensus on climate change has existed for decades [13], yet policy responses 

have largely remained incremental due to institutional inertia, distributional conflicts, and strategic 

inconsistency [14]. Recent financial stability assessments demonstrate the depth of institutionalized 

risk recognition: climate-related risks are analyzed through granular exposure mapping, long-dated 

horizon modelling, and system-wide assessments designed explicitly to “underpin targeted and 

effective policy action” [12, p. 3]. However, under Blue Elephant conditions, such analytical 

sophistication does not translate into binding transformation-level decisions. Climate risk becomes 

structurally normalized: it is extensively measured, formally acknowledged, and embedded in 

governance and regulatory discourse, yet repeatedly postponed at the level of binding structural 

reform.  

3. Pandemic Preparedness 

Global health institutions repeatedly warned of pandemic risks [15], but preparedness 

investments were deprioritized and underfunded. COVID-19 exposed systemic vulnerabilities in 

supply chains and institutional readiness, amplifying macroeconomic disruption [16; 20]. This case 

demonstrates how recognized risks can remain institutionally discounted until transformation 

becomes unavoidable. 

While the model clarifies how recognized pressures can evolve into crisis-forced 

restructuring, conceptual innovation requires more than narrative plausibility. This requirement 

is addressed by specifying measurable indicators that transform the Blue Elephant from an 

interpretive metaphor into an empirically tractable construct. 
 

Operational Indicators: Measuring the Blue Elephant Empirically 

The proposed indicators are not intended to be applied simultaneously across all empirical 

settings. Instead, they form a modular analytical framework in which a limited set of core 

indicators–such as the Knowledge–Action Divergence Index and Pre-crisis Delay Duration–

captures the essential structural features of the Blue Elephant condition. Supplementary indicators 

are designed to refine contextual diagnosis and may be selectively applied depending on data 

availability, institutional scope, and research design. This modular logic prioritizes analytical 

flexibility and empirical feasibility, allowing the framework to be adapted across sectors, countries, 

and levels of governance without imposing unrealistic data requirements. 

Although the Blue Elephant is introduced as a conceptual and governance-level category, 

its analytical value depends on the possibility of empirical operationalization. In empirical research 

terms, the Blue Elephant can be identified not through the magnitude of risk itself, but through 

persistent divergence between (a) institutionalized risk recognition and (b) transformation-relevant 

action. Therefore, the phenomenon can be measured through a multidimensional indicator structure 

capturing knowledge-to-action misalignment over time. 

The indicators include: Knowledge–Action Divergence Index (KADI), Repetition-without-

escalation (RWE), Institutional Rigidity and Path Dependence (IRPD), Incentive Misalignment 

Score (IMS), Coordination Failure and Fragmentation (CFFI), Pre-crisis Delay Duration (PCDD), 

Transformation Threshold Activation (TTA), and Outcome Typology (OTC/GOT). 
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Table 1 presents a compact operationalization map that links the Blue Elephant construct to 

specific indicators, plausible data sources, and measurement approaches, thereby enabling 

comparative and longitudinal empirical analysis across policy domains and governance levels. 
 

Table 1. Operational Indicators for Empirical Identification of the Blue Elephant: 

Indicators → Data sources → Measurement approach 

Indicator Data sources (examples) 
Measurement approach (how to 

quantify) 

KADI (Knowledge–

Action Divergence 

Index) 

WEF Global Risks Reports; ECB 

climate/stability papers; national 

strategies; parliamentary hearings; 

expert risk assessments 

Build a divergence score: risk recognition 

intensity (frequency/strength of institutional 

warnings) minus transformation action 

intensity (depth of reforms, budget shifts). 

Track longitudinally across policy cycles. 

RWE (Repetition-

without-escalation) 

Recurring risk statements in 

WHO/OECD/WEF reports; 

repeated national action plans; 

annual monitoring documents 

Count repeated warnings on the same risk 

over time vs. lack of escalation from “soft” 

measures (recommendations) to “binding” 

measures (laws, mandates, institutional 

redesign). 

IRPD (Institutional 

rigidity / path 

dependence) 

Regulatory timelines; reform 

histories; governance structure 

archives; institutional change 

documentation 

Measure reform elasticity: time-to-reform 

after recognition; ratio of incremental 

adjustments to structural reforms; 

persistence of legacy arrangements despite 

acknowledged misfit. 

IMS (Incentive 

misalignment score) 

Budget allocations; agency 

performance metrics; sectoral 

governance studies; political-

economy analyses; lobbying 

intensity (where available) 

Evaluate misalignment between short-term 

incentives and long-term transformation 

goals using proxies: budget inertia, KPI 

systems, regulatory capture indicators, and 

incentive mapping. 

CFFI (Coordination 

failure / fragmentation 

indicator) 

Inter-agency protocols; oversight 

reports; governance audits; crisis-

response documentation 

Build a coordination friction index: number 

of veto points; fragmentation of authority; 

overlap in mandates; implementation delays 

attributable to inter-institutional conflict or 

unclear accountability. 

PCDD (Pre-crisis delay 

duration) 

Chronologies of early warnings 

and reforms; policy timeline 

datasets; official acknowledgment 

dates 

Compute time lag between first formal 

acknowledgment of the risk and first 

transformation-relevant structural 

intervention (years/months). Longer lag 

indicates stronger Blue Elephant conditions. 

TTA (Transformation 

threshold activation) 

Crisis-event datasets; escalation 

timelines; macro discontinuity 

indicators; “shock” dates 

(pandemic onset, market 

breakdown, disaster escalation) 

Detect whether transformation begins only 

after threshold activation by comparing 

policy/reform intensity before vs. after a 

defined shock point (structural break). 

OTC/GOT (Outcome 

typology: crisis-forced 

vs governance-led 

transformation) 

Post-crisis reform packages; 

institutional redesign outcomes; 

macro performance indicators; 

recovery strategies 

Classify pathways through process tracing: 

crisis-forced transformation (abrupt 

restructuring under collapse) vs 

governance-led transformation (early 

coordinated redesign converting pressure 

into renewal). 

Source: author’s elaboration. 

 

The operational indicators summarized in Table 1 imply that the Blue Elephant can be 

empirically identified through longitudinal divergence patterns rather than single-event outcomes. 

In methodological terms, this strengthens construct validity by enabling measurement through 
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triangulation: documentary evidence (risk recognition), institutional response traces (reforms, 

budgets), and process indicators (coordination friction, delay duration). Consequently, the concept 

becomes testable across sectors and countries using comparable datasets and timeline-based 

designs. 
 

Applying Operational Indicators to Illustrative Cases 

To demonstrate that the Blue Elephant is not merely a theoretical metaphor, the proposed 

operational indicators can be applied to well-documented systemic episodes. The goal is not to 

“prove” the concept through a single case, but to show that the same governance-condition pattern 

can be empirically traced across domains where risks were visible, institutionally acknowledged, 

and repeatedly articulated, yet remained structurally under-acted until escalation forced 

transformation. The following cases are examined through the Blue Elephant framework as an 

analytical lens that does not describe actors’ contemporaneous conceptual self-understanding, but 

reconstructs governance configurations post factum. These cases are aligned with the operational 

indicators presented in Table 1 (KADI, RWE, IRPD, IMS, CFFI, PCDD, TTA), thereby enabling 

the retrospective identification of conditions characterized by formally recognized yet 

institutionally discounted risk. 

1. Financial vulnerabilities (pre-2008). Prior to the 2008 financial crisis, systemic 

vulnerabilities were repeatedly identified through macroeconomic warnings, stress indicators, and 

expert analyses, yet structural regulatory reform remained limited due to incentive misalignment 

and short-term stabilization priorities. Under Blue Elephant conditions, intensive risk recognition 

coexisted with prolonged delay, as reflected primarily in high KADI, extended PCDD, and strong 

IMS, until threshold activation forced crisis-driven transformation. 

2. Climate change. Scientific consensus on climate change has existed for decades, 

accompanied by extensive institutionalized risk recognition through assessments, stress tests, and 

long-horizon modelling. Under Blue Elephant conditions, this recognition translated primarily into 

incremental responses, reflected in RWE, IRPD, and CFFI, while binding transformation-level 

decisions were repeatedly postponed. 

3. Pandemic preparedness. Prior to COVID-19, global preparedness reports and expert 

warnings consistently identified pandemic risk, yet governance responses remained fragmented and 

under-resourced. In Blue Elephant conditions, acknowledged risk failed to trigger transformation, 

as indicated by pronounced KADI and prolonged PCDD, until a threshold shock activated 

emergency-driven restructuring of health and economic systems (TTA). 

Across cases, the Blue Elephant is empirically traceable as a persistent pre-crisis 

governance condition, reinforcing the central claim: systemic failures in economic transformation 

are frequently produced not by insufficient information, but by structural incapacity to convert 

acknowledged risk into coordinated institutional redesign and timely governance-led renewal [23; 

24; 25]. 

With the operationalization of the construct established, analytical attention turns to its 

conceptual positioning relative to adjacent metaphors. This distinction is clarified through a 

structured comparison with the Black Swan and the Grey Rhino. 
 

Structured Comparative Analysis: Black Swan vs Grey Rhino vs Blue Elephant 

To strengthen analytical clarity, the Blue Elephant should be positioned not merely as 

another metaphor in the landscape of disruption concepts, but as a governance-level category 

capturing a distinct failure mode of transformation. While the Black Swan and the Grey Rhino 

primarily serve as event- or threat-oriented heuristics describing the nature of disruptions, the Blue 

Elephant operates at the level of institutional response conditions–explaining why recognized risks 

repeatedly fail to produce coordinated structural action. 

Building on the palette logic developed earlier, the following comparative analysis 

systematizes the distinctions between the Black Swan, the Grey Rhino, and the Blue Elephant 

across key analytical dimensions. 
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(1) Epistemic status: predictability and visibility. The Black Swan is defined by 

epistemic opacity, as Taleb emphasizes that Black Swan logic makes “what you don’t know far 

more relevant than what you do know,” and that extreme disruptions can be intensified precisely 

because they are unexpected [3, p. 19]. The Grey Rhino is epistemically transparent, as it refers to 

an obvious, highly probable threat that is visible and widely discussed [8]. The Blue Elephant shares 

visibility but adds institutionalization: risk is documented and acknowledged, yet systematically 

discounted in practice. 

(2) Blocking mechanism. Black Swan failure relates to model blindness, which Taleb 

describes as a “blindness with respect to randomness, particularly the large deviations,” reflecting 

a persistent tendency to focus on minor variations while ignoring rare but high-impact events [3, p. 

19]. Grey Rhino failure typically reflects delayed prioritization and strategic procrastination despite 

accumulating evidence [8]. Blue Elephant failure is structural: institutional inertia, incentive 

misalignment, coordination failure, and normalization narratives that neutralize transformation 

pressure. 

(3) Analytical level. Black Swans and Grey Rhinos classify events or threat types, whereas 

the Blue Elephant classifies a governance condition–specifically, the translation failure from 

institutionalized recognition to structural action. 

(4) Temporal placement. Black Swan dynamics become legible primarily ex post, Grey 

Rhino dynamics are visible ex ante, while the Blue Elephant represents prolonged pre-crisis 

underreaction under conditions of sustained recognition. 

(5) Governance implication. Black Swan logic implies resilience and antifragility under 

epistemic limits [4]. Grey Rhino logic implies early prioritization and timely mitigation of obvious 

high-probability threats [8]. Blue Elephant logic implies transformation governance and 

institutional redesign aimed at restoring the capacity to convert recognized pressure into 

coordinated structural action. 

In short, Black Swans challenge predictive knowledge, Grey Rhinos challenge political 

attention and prioritization, while Blue Elephants challenge governance architecture itself. 

For analytical transparency, and building on the palette logic and boundary distinctions 

outlined above, the following comparative matrix systematizes the differences between the Black 

Swan, the Grey Rhino, and the Blue Elephant across key analytical dimensions. Importantly, the 

comparison highlights that the Blue Elephant operates at the level of governance conditions rather 

than threat-type classification, capturing a distinct mode of transformation failure under conditions 

of sustained visibility (Table 2). 

Table 2 demonstrates that the Blue Elephant is analytically distinct from event-based and 

threat-based metaphors: it captures a governance-condition failure in which institutionalized 

recognition remains decoupled from coordinated structural action. This shift matters because it 

redirects explanatory focus from risk typologies toward transformation governance capacity, 

incentive architecture, and coordination mechanisms–thereby clarifying why some systems convert 

visible pressure into renewal while others enter crisis-forced restructuring. 
 

Discussion 

Although the Blue Elephant has normative implications for governance design, the 

construct itself is analytically descriptive rather than evaluative. It specifies observable patterns of 

institutional behavior and response delay without presupposing normative judgments about optimal 

policy choices. Normative conclusions arise only at the level of governance implications, not at the 

level of conceptual identification. 

The Blue Elephant reframes responsibility in economic transformation by shifting 

explanatory focus from epistemic surprise to institutional translation capacity. Systemic 

breakdowns are interpreted not as analytical errors but as governance failures rooted in persistent 

underreaction to visible pressures [9; 22]. This shift has direct implications for policy and 

managerial design: the key challenge becomes institutional redesign enabling recognized risks to 

activate transformation-level action before thresholds force crisis-driven restructuring. 
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Table 2. Comparative Matrix: Black Swan vs Grey Rhino vs Blue Elephant 

Dimension Black Swan Grey Rhino Blue Elephant 

Epistemic status 

(visibility & 

predictability) 

Low visibility ex ante; 

fundamentally 

unpredictable within 

standard models. 

High visibility ex ante; 

highly probable and 

repeatedly discussed. 

High visibility plus 

institutionalized acknowledgment; 

formally recognized and 

documented. 

Core failure 

mechanism 

Model blindness to 

randomness and tail 

events, resulting in 

surprise-driven 

disruption. 

Delayed prioritization of 

an obvious, high-

probability threat due to 

short-termism and 

strategic procrastination. 

Institutionalized recognition 

without structural action due to 

transformation governance 

incapacity (incentive misalignment, 

coordination failure, and path 

dependence). 

Analytical level 

Event-oriented 

category (extreme 

disruption). 

Threat-oriented category 

(obvious looming danger). 

Governance-condition construct 

(knowledge–action misalignment). 

Temporal 

placement 

Typically recognized 

ex post; framed 

through retrospective 

sense-making. 

Pre-crisis and actionable; 

escalation follows 

progressive warning 

cycles. 

Prolonged pre-crisis underreaction 

(“recognized-but-discounted 

reality”); escalation occurs after 

sustained recognition without 

transformation. 

Governance 

implication 

Build resilience and 

antifragility under 

uncertainty and model 

limits. 

Enable early prioritization 

and timely mitigation of 

obvious threats. 

Strengthen transformation 

governance capacity to convert 

recognition into coordinated 

structural action. 

Source: author’s analytical synthesis. 

 

From a measurement perspective, the proposed operationalization strengthens the 

construct’s validity in three ways. Construct validity is supported by multi-dimensional indicators 

(knowledge-action divergence, institutional rigidity, incentive misalignment, coordination friction) 

that jointly represent the theoretical core of recognized-but-discounted reality. Discriminant 

validity is established by boundary conditions that separate the Blue Elephant from event-based 

metaphors: unlike Black Swan dynamics, the construct presupposes high visibility; unlike Grey 

Rhino dynamics, it presupposes not merely postponed action but institutionalized acknowledgment 

combined with structural inability to transform. Criterion validity can be pursued empirically by 

testing whether higher Blue Elephant scores predict (a) longer pre-crisis delays, (b) threshold-

driven policy intensity jumps, and (c) a higher likelihood of crisis-forced rather than governance-

led transformation. 

A limitation of the present study is that it provides conceptual specification rather than 

statistical testing. Empirical testing may employ comparative process tracing and longitudinal 

indicator tracking across policy cycles.  Nevertheless, the framework offers a structured 

operationalization pathway and can be empirically validated through comparative research designs 

combining process tracing, policy timeline analysis, and indicator-based measurement of 

knowledge–action divergence. Future research may apply the Blue Elephant construct across 

different sectors and national contexts in order to examine how formally recognized but structurally 

discounted risks become embedded within institutional and governance arrangements. Such studies 

may draw on institutional datasets and longitudinal political-economic indicators to trace the 

persistence of acknowledged risks over time, as well as the conditions under which recognition 

fails to translate into transformative action. This approach is consistent with crisis research in 

transforming economies, where systemic vulnerabilities often accumulate not due to informational 

deficits, but due to institutional inertia, misaligned incentives, and path-dependent governance 

structures [23]. 

The framework is intentionally conservative in causal claims: it specifies mechanisms and 

measurable signatures rather than asserting universal determinism. Empirical work should 
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therefore employ comparative designs (cross-sector, cross-country) and longitudinal tracing to test 

both mechanism plausibility and outcome predictions. 

 

CONCLUSIONS 
Recognizing the Blue Elephant renders analytically untenable the continued treatment of 

recurring systemic crises as unexpected or purely exogenous disruptions. This study conceptualizes 

the Blue Elephant as a governance-condition construct capturing situations in which systemic risks 

are highly visible, repeatedly articulated, and institutionally acknowledged, yet remain structurally 

under-addressed until escalation triggers non-linear adjustment. In this sense, the Blue Elephant 

occupies an intermediate analytical position between randomness and ignorance: the risk itself is 

known and documented, but its transformation-relevant implications are persistently neutralized by 

prevailing governance arrangements. This positioning distinguishes the construct from event-based 

and threat-based metaphors and avoids conceptual overlap with “crisis,” which is treated here as 

an outcome rather than an initial condition. 

The analysis demonstrates that the core explanatory mechanism underlying the Blue 

Elephant condition is not informational scarcity, but a persistent failure of translation between 

recognized risk knowledge and transformation-level institutional action. This translation failure 

arises from the interaction of institutional inertia, misaligned incentives, coordination frictions, and 

normalization narratives, which together stabilize incremental responses even under sustained 

systemic pressure. As a result, acknowledged risks are repeatedly absorbed into existing 

governance routines without triggering structural change, allowing vulnerabilities to accumulate 

across extended pre-crisis periods. 

By extending the Risk → Transformation → Outcomes framework, the study clarifies that 

the Blue Elephant condition is associated with divergent transformation trajectories. Where 

institutional redesign is delayed and escalation mechanisms remain weak, accumulated pressures 

tend to activate crisis-forced transformation following threshold breaches, producing reactive and 

often fragile adjustment. Conversely, where transformation governance capacity is realigned in 

advance – through incentive restructuring, clarified accountability, and reduced coordination veto 

points – earlier governance-led transformation becomes possible, enabling adaptive renewal rather 

than post-crisis stabilization. In this framework, growth is not treated as an automatic consequence 

of crisis resolution, but as a contingent outcome dependent on the alignment between governance 

capacity and accumulated systemic pressures. 

The findings imply that policy effectiveness under conditions of uncertainty depends less 

on further improvements in risk detection or early-warning systems than on the capacity of 

governance architectures to translate recognized risks into timely structural change. From an 

analytical perspective, the critical issue is not whether risks are visible or measurable, but whether 

institutional arrangements are capable of escalating recognized pressures beyond incrementalism 

and coordinating transformation across decision-making arenas. In the absence of such capacity, 

visible risks remain embedded within governance systems that acknowledge threats yet fail to act 

upon them until disruption becomes unavoidable. 

Future research should empirically validate the Blue Elephant construct by developing 

longitudinal datasets that capture divergences between institutionalized risk recognition and 

transformation-relevant response, measuring reform elasticity and coordination frictions across 

governance systems, and applying the proposed indicators comparatively across sectors and 

countries. Testing whether higher Blue Elephant indicator scores are associated with prolonged 

pre-crisis delays and threshold-driven surges in intervention intensity would allow the construct to 

evolve from a diagnostic framework into a measurement-based tool for explaining transformation 

failures and governance-led renewal under uncertainty. In this sense, the Blue Elephant contributes 

to a deeper understanding of why systemic risks persist not because they are hidden or unknowable, 

but because governance systems struggle to convert recognition into transformation. 
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