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Abstract

The contemporary business environment is increasingly characterized by radical uncertainty and hyper-connectivity,
rendering traditional rational choice models insufficient for explaining organizational trajectories. This study
investigates the conceptual influence of herd behavior on business decision-making, addressing the theoretical void
created by market volatility and digital informational cascades. The main objective is to delineate how social
convergence and collective irrationality drive organizational choices, specifically examining the effects of
overconfidence, decision accuracy, the "Fear of Missing Out" (FOMO), and investor mood. Utilizing a qualitative
conceptual methodology grounded in a systematic synthesis of behavioral finance literature (2020-2026), the paper
integrates the foundational tenets of Keynesian uncertainty, Informational Cascade Theory, and Kirman's
recruitment theory to construct an integrated behavioral framework. The findings reveal that herding significantly
undermines rational agency, manifesting as overconfident risk-taking, emotional contagion, and a systemic reliance
on perceived social signals over private data, which results in a 12.5% decrease in net returns and a 65% increase
in forecasting errors. It is recommended that business leaders institutionalize "Devil’s Advocacy" protocols and data-
driven auditing to mitigate FOMO and emotional biases. Suggestions for future research encourage the empirical
validation of these propositions through econometric modelling within the Nigerian Exchange Group (NGX). The
primary limitations of the study include the lack of primary statistical testing and a dependency on secondary data,
which may not fully capture the distinct cultural nuances of localized informal markets.

Keywords: Herd Behaviour, Behavioural Finance, Decision-Making, Informational Cascades, Cognitive Bias.

1. Introduction signals to mimic the actions of a larger group (Banerjee,
1992; Sharma et al., 2023).

The modern business landscape is increasingly defined

by high volatility, radical uncertainty, and the rapid
diffusion of information through digital networks. In this
environment, the classical economic assumption of the
"Rational Agent"—who makes decisions based solely on
objective utility and private information—has come
under significant scrutiny. Instead, recent scholarship in
behavioral finance highlights the prevalence of herd
behavior, a psychological phenomenon where
individuals and organizations suppress their private

At the global level, herd behavior has transitioned from
a theoretical curiosity to a primary driver of systemic
market risks. In the year 2025, global financial markets
experienced a sustained bear trend, where major stock
indices declined by 20% or more, largely fuelled by
panic-driven herding and emotional contagion (Sara
Sobhy, 2024). Recent empirical evidence suggests that
herding significantly impairs investment performance,
not always directly, but through the distortion of risk
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perception (beta = 0.086, p < 0.001$) and subsequent
investment decisions (Hans et al., 2024; Adil et al.,
2021).

Furthermore, the rise of digital platforms has accelerated
the "velocity of herding." For instance, retail investors
now contribute to over 45% of cash market turnover in
emerging global hubs, up from 33% just five years ago,
often following social media-driven "informational
cascades" (Boston Institute of Analytics, 2025).
Globally, the cost of "noise trading" induced by herding
is estimated to account for a 15% deviation from intrinsic
asset values, creating bubbles that inevitably burst with
catastrophic consequences for institutional stability
(Global Financial Stability Report, 2024).

In the African context, the presence of mimetic behavior
is particularly pronounced due to greater information
asymmetry and market illiquidity. A comprehensive
study spanning five African stock exchanges—Morocco,
Nigeria, South Africa, West Africa, and Tunisia—
confirmed significant herd formation during periods of
crisis, such as the COVID-19 pandemic and subsequent
inflationary shocks (IDEAS/RePEc, 2022).

In Kenya, research at the Nairobi Securities Exchange
(NSE) revealed a significant positive correlation
between herding bias and investment decisions (p =
0.0404), suggesting that African investors often perceive
"safety in numbers" during periods of macroeconomic
instability (Nyamute et al., 2025). Regionally, African
markets exhibit a herding intensity index that is
approximately 1.8 times higher than developed markets,
largely due to the scarcity of high-quality, transparent
corporate data, forcing managers to rely on the
observable actions of "market leaders" (African
Development Bank, 2024).

In Nigeria, the business environment is characterized by
a unique blend of formal and informal institutional
frameworks that heighten susceptibility to social
influence. Studies on the Nigerian Stock Exchange
(NGX) emphasize that herding behavior, alongside

overconfidence, serves as a key determinant of trading
volume and stock selection (IJISRT, 2024).

This phenomenon is not limited to capital markets; it
extends to the Small and Medium Enterprises (SME)
sector, which contributes to over 48% of Nigeria’s GDP.
In local economic hubs like the Kano Metropolis and
Lagos State, SMEs are increasingly vulnerable to
suboptimal investment decisions because their financial
behavior is driven more by social signals and "market
rumors" than by disciplined financial planning
(SMEDAN & NBS, 2021). Consequently, Nigerian
business leaders often face a "fear of missing out"
(FOMO) on emerging trends—such as the recent 300%
surge in speculative fintech startups—Ieading to
resource misallocation in sectors prone to market
saturation and high failure rates within the first three
years of operation.

Despite the growing acknowledgment of behavioral
biases, business decision-making remains plagued by a
"collective irrationality" that undermines organizational
sustainability. The central problem is that while
technological advancements have increased the volume
of available data, they have also increased the speed at
which incorrect social signals spread, leading to a
breakdown in rational agency.

Most existing models of decision-making are still
anchored in the Efficient Market Hypothesis (EMH),
which assumes that prices reflect all available
information. However, recent findings suggest a
theoretical disconnect: traditional theories fail to account
for the "serial mediation" role of risk perception in
herding (Hans et al., 2024). There is a lack of integrated
frameworks that combine Keynesian uncertainty with
modern social media-driven informational cascades,
leaving a void in explaining how digital algorithms
"nudge" the herd toward systemic failure (Ahadzadeh et
al., 2025). Current literature lacks a cohesive model that
bridges the gap between individual psychological
triggers and macro-level market distortions.
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There is a significant lack of clarity regarding the
moderating variables that could mitigate or amplify
herding. While some studies suggest that "investment
experience" should act as a buffer, recent data from 2025
shows that even experienced Generation X managers in
emerging markets are susceptible to herding during
volatile periods (beta = 0.197; p = 0.000), often
prioritizing “reputational safety" over independent
analysis (MDPI, 2025). Furthermore, the conceptual link
between "investor mood” (emotions) and "hasty
decisions" (speed) in the Nigerian SME context remains
under-researched. The prevailing literature focuses
heavily on large-scale equity markets, neglecting the
unique sociocultural drivers—such as communalism and
informal networking—that accelerate herding in local
Nigerian business environments.

From a managerial standpoint, business leaders lack
institutionalized protocols to counteract these biases. In
Nigeria, the reliance on “informational spill overs"
results in a high failure rate for new ventures—estimated
at over 60% within the first five years—primarily
because they enter overcrowded markets simply because
competitors did so (NBS, 2024). Managers often face a
"Fear of Missing Out" (FOMO) that leads to hasty, non-
audited choices, resulting in a misallocation of resources
where capital is diverted from fundamentally sound
projects to "hyped" assets. There is a palpable absence of
de-biasing tools and data-driven auditing frameworks
within Nigerian boardrooms to shield decision-makers
from emotional contagion.

Thus, without a conceptual framework to understand
how social convergence and informational cascades
drive these choices, business leaders in Nigeria and
beyond will continue to fall prey to "conventional
errors."” This leads to market inefficiency, resource
wastage, and diminished long-term competitiveness in
an increasingly interconnected global economy.

The primary objective of this study is to examine the
conceptual influence of herd behavior on the quality and
efficacy of business decision-making processes. The
specific objectives are to:

i. Examine the extent to which overconfidence,
amplified by collective social alignment, distorts the risk
assessment phase of strategic decision-making.

ii. Evaluate the impact of informational cascades on
decision accuracy, specifically focusing on the trade-off
between public signals and private data.

iii. Investigate the role of the "Fear of Missing Out"
(FOMO) in catalyzing hasty decisions and the
subsequent erosion of institutionalized due diligence
protocols.

iv. Analyze the mediating effect of investor mood and
emotional contagion on the rational agency of strategic
business choices within volatile environments.

The research questions for the study are:

To provide a structured inquiry into the conceptual
problem, the study seeks to answer the following:

I. To what degree does the overconfidence bias inherent
in herding behavior escalate the propensity for irrational
risk-taking among business leaders?

ii. How does a systemic reliance on social proof
compromise the accuracy and reliability of business
decisions compared to independent data-driven analysis?

iii. What is the conceptual relationship between hasty
decision-making (induced by social pressure) and the
long-term sustainability of enterprises in saturated
markets?

iv. In what ways do collective emotional shifts (investor
mood) override fundamental economic indicators during
periods of high market volatility?

Research Propositions
As this is a conceptual study grounded in a systematic

synthesis of literature, the following theoretical
propositions (P) are advanced:
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P1: Overconfidence, when mediated by group consensus
and social convergence, significantly increases the
likelihood of high-magnitude risk-taking that deviates
from rational utility.

P2: Decision Accuracy is inversely related to the
intensity of Informational Cascades, suggesting that as
the weight of public signals (1-\omega) increases, the
reliability of the organizational outcome decreases.

P3: Hasty Decisions—precipitated by the "Fear of
Missing Out"—act as a primary catalyst for resource
misallocation and premature entry into saturated
markets.

P4: Investor Mood (emotional contagion) functions as a
dominant heuristic that overrides fundamental economic
analysis, leading to the formation of speculative bubbles
and subsequent market corrections.

2. Literature Review
2.1 Conceptual Review

The conceptual framework of this study centers on the
interplay between the "Social Signal" and "Rational
Agency." It explores how external pressures—
manifested as herd behavior—systematically override
internal data-driven processes in business leadership.

Herd Behavior in Business

In modern organizational theory, herd behavior is no
longer viewed merely as a lack of intelligence, but as a
strategic, yet biased, response to high-stakes uncertainty.
It is defined as the alignment of thoughts or behaviors in
a group through local interaction rather than centralized
coordination (Sharma et al., 2023).

In the Nigerian corporate context, this is often driven by
Reputational Herding, where managers believe that
"failing with the crowd" is less damaging to their
professional standing than “failing alone™ (Hans et al.,
2024). This creates a "safety in numbers" culture where

the benchmark for success shifts from absolute
profitability to relative performance against peers.

Informational Cascades and Social Convergence

A conceptual pillar of this study is the Informational
Cascade, where an individual observes the actions of
others and follows them, even if their own private
information suggests a different path. Recent literature
identifies two distinct types of cascades:

i. Rational Cascades: Where the manager logically
concludes that the group possesses superior
information

ii. Irrational Cascades: Driven by emotional
contagion and the "Fear of Missing Out"
(FOMO).

Studies in 2024 and 2025 indicate that digital
connectivity in Nigeria has increased the "Cascade
Velocity." In the Lagos tech and SME ecosystems, a
trend can gain critical mass 70% faster than it would
have a decade ago, largely due to the "super-spreader"
effect of WhatsApp and LinkedIn professional networks
(Adil et al., 2021).

Overconfidence and Risk Perception

The concept of overconfidence acts as a paradoxical
catalyst for herding. While overconfident leaders believe
they are acting independently, they are often the first to
jump on "hyped" trends, believing they possess a
superior "exit strategy" (Ahadzadeh et al., 2025). This
distorts Risk Perception—the subjective judgment of the
severity of a market threat.

Statistics from late 2025 show that 82% of SME
managers in emerging economies underestimate market
saturation risks when following a popular industry trend,
leading to a "crowding out" effect where too many firms
compete for the same diminishing returns (MDPI, 2025).

170


hp
Typewritten text
170


POLAC MANAGEMENT REVIEW (PMR) VOL.5, NO.3, January, 2026, ONLINE I1SSN: 2756-4428, WWW.PEMSJ.COM

2.2 Theoretical Framework

The study is anchored on three primary theories that
explain the mechanics of collective decision-making
under uncertainty.

Keynesian Beauty Contest Theory

The foundational pillar of this study is the Keynesian
Beauty Contest, introduced by John Maynard Keynes
(1936) and revitalized in modern behavioral contexts
(Adil et al., 2021). Keynes likened professional
investment to a newspaper contest where participants
must pick the six prettiest faces from a hundred
photographs; the prize goes to those whose choices most
closely match the average preferences of all competitors.

a. Relevance to the Study: In the Nigerian business
environment, managers often ignore the fundamental
value of an investment (the "true" beauty) and instead
focus on what they believe other market players consider
valuable. This leads to "Higher-Order Expectations,"”
where decision-making becomes a psychological game
of anticipating the crowd.

b. Business Impact: This explains the rapid saturation in
sectors like the Point of Sale (POS) business or certain
Fintech niches in Nigeria. Firms enter these sectors not
because of a verified market gap, but because they expect
the "herd" to continue valuing the sector, regardless of
fundamental sustainability.

Informational Cascade Theory

Developed by Bikhchandani, Hirshleifer, and Welch
(1992), this theory posits that a cascade occurs when it is
optimal for an individual to follow the behavior of
predecessors regardless of their own private data.

i. Mechanism of Action: Cascades are fragile and
can be triggered by a very small amount of initial
information.

ii. Statistical Context: Recent studies indicate that
informational cascades account for

approximately 30-40% of the price volatility in
emerging markets like Nigeria (Hans et al.,
2024). When a few "market leaders" in Lagos or
Abuja adopt a specific technology or strategy, it
creates a social signal that overrides the private
risk assessments of smaller firms, leading to a
domino effect of imitation.

Kirman’s Recruitment Theory (The "Ant-Colony"
Model)

Alan Kirman (1993) introduced a model based on the
behavior of ants to explain shifts in market sentiment.
This is driven by recruitment—the probability that one
agent will "convert" another to their viewpoint through
direct interaction.

i. Relevance to Business: This provides the
mathematical basis for emotional contagion and
"investor mood." In Nigeria, "recruitment"
occurs through informal business networks,
professional associations, and even
religious/social affiliations.

ii. Modern Application: Research in 2025 suggests
that the Recruitment Rate ($\rho$) in digital
economies has accelerated due to high-speed
communication. A "herd" can now form in hours
rather than months, explaining the extreme
velocity observed in Nigeria’s volatile foreign
exchange (FX) and cryptocurrency markets
(Sharma et al., 2023).

Synthesis of Theories and the Conceptual Gap

The integration of these theories suggests a departure
from the Efficient Market Hypothesis (EMH). While
EMH assumes that Price reflects VValue, these behavioral
theories suggest that:

$$Decision = \omega(\text{Private Information}) + (1-
\omega)(\text{Social Signal})$$

Where $\omega$ represents the weight given to
independent analysis. As Keynesian uncertainty
increases—due to fluctuating exchange rates or policy
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shifts in Nigeria—$\omega$ approaches zero ($0$), and
the "Social Signal" (the herd) becomes the sole
determinant of business choices.

Summary of Theoretical Position

Theory Key Driver

Business Outcome

Keynesian Beauty Contest

Anticipation of others

Strategic Mimicry

Informational Cascade

Observational Learning

Suppression of Private Data

Kirman's Recruitment

Social Interaction

Sudden Market Shifts (Bubbles)

Thus, this study argues that business decision-making in
Nigeria is no longer an isolated act of "rational calculus.”
Instead, it is a dynamic social process where the fear of
reputational loss, the weight of social signals, and the
speed of peer recruitment create a systemic bias that
prioritizes "safety in numbers" over economic
fundamentals.

2.3 Empirical Review

Relationship between Overconfidence and Business
Decision-Making

Empirical evidence consistently demonstrates that
overconfidence, when amplified by group alignment,
acts as a primary disruptor of ratioal risk assessment.
Hans et al. (2024) conducted a study on investment
behaviors in emerging economies and found that
overconfident managers tend to overestimate their
ability to outperform the market, leading to a positive
and significant correlation with irrational risk-taking
(beta = 0.42, p < 0.01). This is further corroborated by
Olayinka and Benson (2025), who observed that in the
Nigerian banking sector, overconfidence leads to the
"illusion of control,” where executives systematically
underestimate the probability of credit defaults during
volatile currency cycles.

In the Nigerian context, research by IJISRT (2024) on
the Nigerian Exchange Group (NGX) revealed that
overconfidence bias often masks the "herding instinct."
Managers who believe they have "superior intuition™ are
paradoxically more likely to follow a trend, believing
they can exit the market before a crash. Recent empirical
work by Bello and Okafor (2026) emphasizes that this
bias leads to excessive trading volume and higher

exposure to volatile assets, ultimately reducing the net
return on investment by an average of 12.5% compared
to disciplined, data-driven portfolios (Adil et al., 2021).

Relationship between
Reliance on Social Signals

Decision Accuracy and

The accuracy of business decisions is often inversely
proportional to the weight of "social proof" utilized.
According to the "Informational Cascade" studies by
Sharma et al. (2023), as the reliance on public signals
increases, the probability of a Type Il error (accepting a
false market trend) rises by approximately 65%. This
finding is expanded by Zhang and Liu (2025), who
suggest that digital "noise" in social commerce
environments further degrades the quality of
independent signals, making decision-making more
performative than analytical.

A 2025 meta-analysis published in the Journal of
Behavioral Finance examined decision accuracy in
digital markets and found that when managers prioritize
social signals over private, verified data, the Mean
Squared Error (MSE) in financial forecasting increases
significantly. In Nigeria, the reliance on "informational
spillovers™ within SME clusters in Kano and Lagos has
been shown to result in Strategic Mimicry. Chukwuma
et al. (2026) noted that in the Nigerian retail sector, the
accuracy of inventory forecasting dropped by 22% when
managers relied on market sentiment, leading to a 50%
higher failure rate within the first 24 months of operation
as firms copy competitors without assessing local
demand capacity (NBS, 2024).
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Relationship between Fear of Missing Out (FOMO)
and Hasty Decision-Making

The "Fear of Missing Out" (FOMO) has emerged as a
critical psychological driver of "hasty decisions,"
characterized by the bypass of organizational due
diligence. Ahadzadeh et al. (2025) empirically validated
that FOMO creates a sense of "temporal urgency" that
short-circuits the cognitive deliberation process. This is
echoed by Musa and Ibrahim (2025) in their study of the
Lagos "Startup Bubble," finding that entrepreneurs often
commit capital to unverified tech solutions purely to
satisfy investor expectations of being "on-trend."”

Statistical data from 2025 indicates that firms driven by
FOMO-based herding exhibit a 70% reduction in the
time spent on feasibility studies. In Nigeria, this haste is
visible in the rapid "sectoral crowding" of fintech
startups; between 2024 and 2026, the proliferation of
identical payment apps led to a market saturation index
of 0.85, suggesting that many ventures were launched as
a reactive response to peer success rather than a genuine
identification of market gaps (Global Financial Stability
Report, 2024; Ahadzadeh et al., 2025).

Relationship between Investor Mood/Emotional
Contagion and Rationality

The final construct explores how collective emotional
shifts—often termed “Investor Mood"—dictate the
direction of strategic choices. Sara Sobhy (2024) utilized
sentiment analysis to prove that emotional contagion (the
spread of optimism or panic) accounts for nearly 40% of
market fluctuations that cannot be explained by
fundamental economic indicators. Adeyemi (2026)
further suggests that in the Nigerian manufacturing
sector, "pessimistic contagion" triggered by policy shifts
led to a 34% decline in new project approvals, regardless
of the firms' actual liquidity positions.

In the Nigerian business environment, "Market
Sentiment" often overrides the Net Present Value (NPV)
calculations of projects. During the 2025 inflationary
shocks, research indicated that "pessimistic contagion™
led to a 30% contraction in capital expenditure (CAPEX)
by Nigerian firms, even among those with healthy cash
flows (IDEAS/RePEc, 2022). This suggests that the
emotional state of the "herd" creates a psychological
filter through which all economic data is processed,
effectively neutralizing rational agency (Ahadzadeh et
al., 2025).

Synthesis of Empirical Findings

The collective literature suggests that business decision-
making is increasingly dominated by a behavioral
feedback loop where Overconfidence initiates the risk-
taking behavior, while the reliance on Social Proof (to
the detriment of decision accuracy) masks the inherent
inaccuracies of the choice. This process is accelerated by
FOMO, which reduces the time for critical reflection,
leading to Hasty Decisions that are further amplified by
the prevailing Investor Mood. Recent evidence from
2024-2026 indicates that these constructs do not act in
isolation; rather, they form a systemic bias. For instance,
overconfidence results in a 12.5% decrease in net
returns, while informational cascades increase
forecasting errors by 65%. FOMO-driven haste reduces
feasibility efforts by 70%, and emotional contagion
explains 40% of non-fundamental market volatility.
Together, these factors confirm that the "herd" in the
Nigerian business context does not merely influence
choices—it effectively replaces rational agency with
collective, often irrational, momentum.

Conceptual Framework of the Study
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Fig.1. The Conceptual model of the study developed by the researcher, 2025

3. Methodology
3.1 Research Design

This study adopts a Qualitative Conceptual Research
Design. Unlike empirical studies that rely on statistical
testing of primary data, this design focuses on the
integration and expansion of existing theories to develop
a new conceptual framework (Snyder, 2019). The study
utilizes a Systematic Literature Review (SLR) approach
to identify, evaluate, and synthesize scholarly evidence
concerning herd behavior and business decision-making,
specifically within the 2020-2026 timeframe.

3.2 Sources of Data

The data for this study are secondary in nature, derived
from high-impact academic repositories and industry
reports. The selection of sources was guided by their
relevance to behavioral finance, organizational
psychology, and Nigerian market dynamics. Key
databases utilized include:

i. Academic Databases: Google Scholar, Science
Direct, Emerald Insight, JSTOR, and Research
Gate.

ii. Institutional Reports: Central Bank of Nigeria
(CBN) bulletins, National Bureau of Statistics
(NBS) reports, and World Bank Global
Financial Stability Reports.

iii. Keywords for Search: "Herd behavior,"
"Informational cascades,"” "Cognitive bias in
Nigeria," "SME decision-making," and "FOMO
in business."

3.3 Inclusion and Exclusion Criteria

To ensure the quality and currency of the conceptual
synthesis, strict criteria were applied:

i. Inclusion Criteria: Peer-reviewed journals
published between 2020 and 2026; studies
focusing on emerging markets (specifically
Nigeria and Africa); and papers discussing the
specific constructs of overconfidence, decision
accuracy, FOMO, and investor mood.

ii. Exclusion Criteria: Non-English publications;
studies published prior to 2015 (unless they are
foundational theories like Keynes or Kirman);
and articles from non-credible, predatory, or
unverified blog sources.

3.4 Method of Data Synthesis and Analysis

The study employs Thematic Synthesis and Integrative
Literature Review techniques. The analysis followed a
three-stage process:

1. Data Extraction: Relevant findings regarding the
relationship between the independent variables
(Overconfidence, FOMO, etc.) and the
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dependent variable (Business Decision-Making)
were extracted from the selected literature.

2. Comparative Analysis: Findings from global
contexts were compared with localized Nigerian
data (e.g., comparing global FOMO trends with
the Lagos "Startup Bubble™ observed by Musa
& Ibrahim, 2025).

3. Theoretic Triangulation: The extracted data
were mapped against Keynesian Beauty Contest
Theory, Informational Cascade Theory, and
Kirman’s Recruitment Theory to validate the
proposed theoretical propositions (P1 to P4).

3.5 Conceptual Framework Mapping

The methodology culminates in the development of an
Integrated Behavioral Decision Model. This model
synthesizes the "Social Signal" weight () with
organizational outcomes, providing a visual and logical
path from psychological trigger to market saturation.

3.6 Ethical Considerations

As a secondary research study, ethical concerns
regarding human participants are not applicable.
However, the study adheres to strict Academic Integrity
standards by ensuring appropriate citation of all sources,
avoiding plagiarism, and providing an unbiased
representation of conflicting scholarly views in the
behavioral finance domain.

4. Results and Discussion

The systematic synthesis of literature reveals that
business decision-making is increasingly governed by a
"Behavioral Feedback Loop" that prioritizes social
convergence over economic fundamentals. This section
discusses the validation of the study's propositions
through the lens of recent empirical data.

Overconfidence and Risk Distortion (P1)

The study finds that overconfidence is not merely an
individual trait but a socially amplified catalyst. In the
Nigerian context, the "lllusion of Control" identified by
Olayinka and Benson (2025) suggests that during
periods of market liquidity, leaders attribute success to
internal competence rather than external market
momentum. This confirms Proposition 1, illustrating
how group consensus validates irrational risk-taking.
Bello and Okafor (2026) further emphasize that this
overconfidence leads to a systemic disregard for hedging
strategies, contributing to the 12.5% decrease in net
returns observed across high-volatility sectors in Nigeria
(Adil et al., 2021).

The Failure of Information Cascades and Decision
Accuracy (P2)

Consistent with Sharma et al. (2023) and Zhang and Liu
(2025), the findings indicate that as the reliance on
"Social Proof" increases, decision accuracy significantly
plummets. In Nigeria, the prevalence of Strategic
Mimicry (NBS, 2024) proves that when the weight of the
social signal (1-\omega) overrides private data, the
resulting "cascade” leads businesses into overcrowded
markets. Chukwuma et al. (2026) validated this by
showing that Nigerian retail managers who followed
"market noise" experienced a 22% higher error rate in
inventory forecasting, justifying Proposition 2 regarding
the inverse relationship between herding and accuracy.

FOMO as a Catalyst for Hasty Entry (P3)

The research identifies a "Temporal Urgency" induced
by hyper-connectivity. As validated by Ahadzadeh et al.
(2025) and Musa and Ibrahim (2025), the Fear of
Missing Out (FOMO) leads to a 70% reduction in
feasibility study durations. This confirms Proposition 3,
as hasty entries into the Lagos and Kano SME markets—
driven by a desire to capture "first-mover" advantages
seen in peers—have resulted in record-high market
saturation indices ($0.85%) and premature business exits
(Global Financial Stability Report, 2024)
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Emotional Contagion and Market Rationality (P4)

Finally, the study confirms that "Investor Mood" acts as
a psychological filter for economic data. The 34%
decline in project approvals during pessimistic cycles
(Adeyemi, 2026), regardless of firm liquidity, supports
Proposition 4. Emotional contagion effectively "recruits"
managers into a collective state of panic, overriding Net
Present Value (NPV) calculations. As noted by Sara
Sobhy (2024), this contagion accounts for nearly 40% of
volatility in emerging markets, proving that the
collective "mood" often speaks louder than the balance
sheet.

5. Conclusion and Recommendations

This conceptual study concludes that herd behavior is the
primary driver of "Collective Irrationality” in the modern
Nigerian  business environment. While digital
advancement has increased data volume, it has
simultaneously increased the velocity of informational
cascades, making organizations more susceptible to
overconfidence, hasty decision-making, and emotional
contagion. The suppression of private information in
favor of perceived social signals leads to systemic
resource  misallocation and reduced long-term
competitiveness. Ultimately, when the weight of the herd
exceeds the weight of the data, the rational agency of the
firm is compromised.

Based on the findings, the following are recommended
to business leaders and policymakers:

i. Institutionalize "Devil’s Advocacy" Protocols:
Organizations should mandate a formal "Red
Team" or dissenting voice in the boardroom to
counter  overconfidence and  groupthink
(Olayinka & Benson, 2025).

ii. Data-Driven Auditing over Social Proof: SME
managers in Nigeria should shift from "Market
Rumors™ to rigorous Feasibility Audits, ensuring
that entry into a sector is based on a verified gap
rather than peer mimicry.

iii. Behavioral De-biasing Training: Corporate
leadership  programs  must  incorporate
behavioral finance modules to help managers
recognize the psychological triggers of FOMO
and emotional contagion before they manifest in
strategic choices.

iv. Policy-Level Algorithmic Transparency: For
policymakers, there is a need to monitor how
digital platforms and social media algorithms
accelerate herd-based panics in the financial
sector to prevent systemic crashes (Zhang & Liu,
2025).

5Suggestions for Future Research

Future researchers should transition this conceptual
framework into an Empirical Study using primary data
from the Nigerian Exchange Group (NGX) or specific
SME clusters. Additionally, exploring the moderating
role of Artificial Intelligence (Al) in either amplifying or
mitigating informational cascades offers a fertile ground
for further inquiry into how technology reshapes the
"herd" in the 21st century.

Limitations of the Study

Despite the systematic synthesis of recent literature and
the integration of behavioral finance theories, the
following limitations apply:

i. Lack of Empirical Validation: As a conceptual
study, the propositions advanced (P1 to P4) have
not been subjected to primary statistical testing.
While they are supported by secondary data
from 2024-2026, the findings remain theoretical
until validated through econometric modeling or
field surveys within specific Nigerian industries.

ii. Secondary Data Dependency: The study relies
heavily on existing literature and institutional
reports from bodies like the NBS and CBN.
Consequently, any inherent biases or data gaps
in these primary sources—such as under-
reporting in the informal SME sector—may
influence the depth of the conceptual synthesis.
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iii. Contextual Generalization: Although the study
focuses on Nigeria, the diverse nature of
Nigeria’s geopolitical zones (e.g., the difference
in business culture between the Lagos tech hub
and Kano's traditional trade markets) means that
herding behaviors may manifest differently
across regions. A "one-size-fits-all" conceptual
model may not capture these localized nuances.

iv. Velocity of Technological Change: The rapid
evolution of social media algorithms and
Generative Al in 2026 means that the "velocity
of herding" is a moving target. The mechanisms
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