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Introduction

In recent years, exchange rate volatility and the lack of formal hedging
mechanisms have emerged as major challenges in Iran's foreign exchange
market. Despite rising demands from exporters, importers, and financial
institutions for structured tools to mitigate currency risk, Iran has yet to
implement a fully functional derivatives market. This gap has contributed
to macroeconomic instability, reduced transparency, and weakened the
effectiveness of monetary policy transmission. In contrast, many
developing countries have moved toward establishing foreign exchange
derivatives markets to enhance price discovery, improve financial
resilience, and manage external shocks. Within this context, the Iran
Mercantile Exchange (Jing et al.)—having previously launched
commodity-based derivatives—has shown potential as a platform for
introducing currency derivatives. However, the institutional, regulatory,
and cultural preconditions for forming such a market remain
underexplored. This study seeks to fill this void by identifying and
analyzing the critical enablers and barriers to forming a currency
derivatives market within the IME using a grounded theory approach.
Literature Review

Foreign exchange derivatives have gained recognition as indispensable
instruments for risk management and financial innovation (Hull & Basu
2022; Mishkin & Eakins, 2021). According to financial theory, derivatives
contribute to improved resource allocation, lower transaction costs, and
increased market efficiency (Brealey et al., 2019). In volatile exchange
environments, tools such as forwards, options, and swaps allow firms and
investors to hedge against adverse currency movements (Chance & Brooks,
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2021). For effective implementation, prerequisites such as efficient
clearing houses, advanced trading platforms, transparent regulation, and
Sharia compliance are essential—particularly in markets like Iran, where
financial operations are governed by Islamic finance principles (Misami
2020). International reports emphasize the significance of robust
infrastructure and institutional capacity in supporting derivatives market
formation (BIS, 2021; G30, 2021; 10SCO, 2022). Yet in the lranian context,
most existing studies either focus on legal preconditions (Khansari, 2021),
theoretical design (Sadeghi et al., 2023), or pricing mechanisms (Rajabloo,
2024), with limited empirical research on real-world implementation
barriers. This study distinguishes itself by providing an integrated and
theory-driven model grounded in expert insights and Iran-specific
conditions.

Methodology

The research adopts the grounded theory methodology formulated by
Strauss and Corbin (1998), as it facilitates theory generation from field data,
particularly in complex and under-researched domains. Data collection
involved semi-structured interviews with eleven experts across academia,
financial regulation, capital markets, and economic policymaking.
Sampling was conducted purposively and theoretically to ensure
maximum variation and theoretical saturation. The transcribed interviews
were analyzed in three stages: open coding, axial coding, and selective
coding. The analysis led to the extraction of six major categories,
seventeen axial components, and sixty conceptual codes, resulting in a
multi-layered and contextualized framework. To ensure research rigor,
techniques such as triangulation, member checking, and memoing were
employed. All coding and thematic clustering were conducted using
MAXQDA software to preserve analytical traceability.

Results

The analysis of the qualitative data led to the development of a
comprehensive conceptual model encompassing six main categories and
seventeen axial components, supported by a total of sixty final codes. The
causal conditions highlighted include macroeconomic instability, limited
institutional experience with foreign exchange derivatives, and the
absence of a legal and regulatory framework tailored to such instruments.
Contextual conditions involve structural characteristics of the Iran
Mercantile Exchange (Jing et al.), prevailing cultural perceptions toward
speculation and risk, and the state of technological infrastructure, each
acting as either facilitators or barriers depending on alignment and
readiness. Intervening conditions such as regulatory ambiguity, political
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instability, and resistance from influential stakeholders were identified as
dynamic forces with dual effects, capable of both accelerating and
impeding progress. The core phenomenon emerging from the data, labeled
as "institutional inertia and strategic ambiguity," reflects the prevailing
indecision and lack of coordinated action among regulatory bodies, market
institutions, and policymakers. Although this central theme played a
pivotal role in shaping the model, it was not assigned distinct codes, as it
emerged during axial and selective coding phases as a meta-category.
Strategic  actions proposed by interviewees include gradual
implementation of Sharia-compliant contracts, the establishment of
regulatory sandboxes to test instruments in a controlled environment,
targeted capacity-building initiatives, and the creation of robust clearing
and settlement infrastructure. The expected outcomes of a successful
derivatives market were categorized into three layers: improved hedging
mechanisms for businesses and investors, enhanced transparency and
price discovery in the foreign exchange market, and greater effectiveness
of monetary policy through indirect market-based interventions.
Discussion

This model provides a holistic view of the multifaceted factors influencing
currency derivatives market formation in Iran. It illustrates how legal,
cultural, behavioral, and political factors intersect to shape institutional
behavior. Unlike other emerging economies, where derivatives markets
have evolved through legal harmonization and market participation, Iran’s
financial landscape is marked by high centralization, state dominance, and
ideological oversight. Therefore, market development is unlikely to occur
without coordinated action across the Central Bank, the Securities and
Exchange Organization (SEO), and the IME.

Moreover, the findings highlight a lack of operational clarity and
regulatory cohesion, which causes uncertainty among stakeholders. The
study also reveals deep-seated cultural reservations toward speculation,
reflecting in the cautious attitudes of policymakers and market
participants. Given these constraints, a phased approach—beginning with
simpler instruments like non-deliverable forwards and gradually moving
toward futures and options—was deemed more viable by most
participants.

Finally, the model emphasizes the need for trust-building measures, both
between regulatory entities and with market participants, as a prerequisite
for sustainable market development. The experience of the IME in
launching commodity derivatives provides a partial institutional basis for
expansion into currency instruments, but this will require legal reforms,
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educational initiatives, and political consensus.

Conclusion

This study presents a grounded conceptual model for understanding the
enabling and inhibiting factors affecting the formation of a currency
derivatives market in Iran. The research contributes to the literature by
integrating macroeconomic, institutional, and behavioral perspectives in a
developing country context. It also demonstrates the utility of qualitative
inquiry and grounded theory in financial research where conventional data
may be limited. The proposed framework serves both academic and policy
purposes, offering a roadmap for financial authorities and market
stakeholders seeking to build a more resilient and transparent financial
system. Future research is recommended to validate this model through
guantitative techniques such as structural equation modeling or agent-
based simulations that can assess the dynamic behavior of market
participants under various policy scenarios.
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