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ABSTRACT

This study investigates the multifaceted influences on herding behaviour in financial
markets, focusing on the impact of historical market events, regulatory changes,
economic indicators, social and political events, and technological advancements.
Utilizing market structure as a moderating variable and investor learning as a me-
diating variable, the research provides a comprehensive analysis of the dynamics
that drive herding behaviour. The study employs panel data regression and struc-
tural equation modeling to analyze the interactions between these variables and
their collective impact on herding behaviour. The findings indicate that historical
market events, regulatory changes, economic indicators, social and political events,
and technological advancements significantly influence herding behaviour. Market
structure moderates these relationships, with certain structures either amplifying or
dampening the effects. Additionally, investor learning mediates the impact of these
factors, with higher levels of financial literacy and education mitigating herding
behaviour.

DOI: 10.4018/979-8-3693-7827-4.ch006

Copyright © 2025, IGI Global Scientific Publishing. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.

123



INTRODUCTION

The phenomenon of herding behaviourin financial markets has attracted significant
attention from both academics and professionals due to its significant impact on the
stability and effectiveness of the market. The phenomena of investors imitating the
activities of others instead than depending on their own independent analysis has
been noticed in many historical contexts and is impacted by numerous factors (Gu
et al., 2022). This study examines the historical and contemporary significance of
herding behaviour, investigating the various factors that influence its occurrence and
the ways in which specific intervening and moderating variables impact its dynamics.

The basis of this study is founded on the understanding that herding is not a
new phenomenon but has always been a fundamental aspect of market dynamics
throughout history. Historical market occurrences, such as the Dutch Tulip Mania
of the 17th century, the South Sea Bubble in the 18th century, and the stock market
crash of 1929, exemplify herding behaviour. These occurrences were marked by
a swift increase in asset prices, followed by steep drops, mostly due to investors'
tendency to follow popular trends. Historical market occurrences like these illustrate
the vulnerability of financial markets to collective behaviour and emphasise the
importance of comprehending the fundamental causes and mechanisms.

Regulatory changes have had a substantial impact on influencing herding
behaviour. Throughout the centuries, financial laws have developed in reaction
to market crises, with the goal of reducing systemic risks and promoting market
integrity. Nevertheless, the impact of these laws on controlling herding behaviour
has been inconsistent (Ng et al., 2022). An example of this is the implementation
of the Glass-Steagall Act during the 1930s, which sought to segregate commercial
and investment banking operations in order to avoid conflicts of interest and the
undertaking of excessive risks. Although it achieved some degree of success in
stabilising the financial system, the later deregulation in the 20th century led to a
resurgence of herding behaviour, ultimately resulting in the global financial crisis
of 2008. This highlights the intricate relationship between regulatory regimes and
investment behaviour.

Economic indicators, such as interest rates, inflation, and GDP growth, play a
crucial role in influencing market sentiment and the tendency for individuals to
follow the crowd. During times of economic uncertainty or downturns, investors
tend to exhibit herding behaviour, when they follow the actions of others in order
to reduce the risk of future losses. On the other hand, during periods of economic
growth, herding behaviour can result in speculative bubbles where investors collec-
tively push up the prices of assets above their true worth. The impact of economic
indicators on herding behaviour demonstrates the significant significance of the
economic environment in affecting investor psychology and market results.
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