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Extended Abstract

Introduction

In recent years, currency exchange rate volatility has become one of the most
pressing macroeconomic challenges facing Iran. The unpredictability and
instability of the national currency have not only disrupted investment and
commercial activity but have also severely undermined investor confidence in
financial markets. Despite the strategic role of foreign exchange derivatives in
hedging against currency risk and enhancing market efficiency, Iran has yet to
establish a formal and functional foreign exchange derivatives market.
Comparative studies of emerging economies such as India and Turkey highlight
the significance of such markets in mitigating currency shocks and improving
macroeconomic stability. However, institutional gaps, insufficient regulatory
frameworks, lack of skilled professionals, and limitations imposed by
international sanctions have collectively hindered the development of such

markets in Iran. Amidst these challenges, a key policy question emerges: what
structural, behavioral, and institutional factors influence the successful formation
of a foreign exchange derivatives market in the Iranian context? Given the
complexity of the issue, a structured and empirical investigation is necessary to
design a native model tailored to the economic, legal, and behavioral realities of
Iran. The current study addresses this gap by developing a conceptual model and
testing it using advanced statistical techniques to uncover the causal relationships
between critical variables.

Literature Review

Recent studies have explored various dimensions of the success and
implementation challenges of currency derivatives markets, both globally and
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within the Iranian context. For instance, (Foroushany et al., 2024) analyzed the
valuation of currency futures contracts based on stochastic interest rate models in
Iran’s Mercantile Exchange. Their findings highlighted that models such as
Vasicek outperform fixed-rate models in long-term contract pricing and

emphasized the importance of derivatives in price discovery and risk hedging. In
a related domestic study, (Doshni Nezhad et al., 2023) investigated institutional
limitations to the integrated use of financial derivatives in Iran’s capital market.
They identified key challenges including legal ambiguities, data unavailability,
and lack of efficient market-making mechanisms. Similarly, (Mohaghegh, 2023)
using an applied-analytical approach, demonstrated that instruments such as
futures and options significantly reduce market volatility and enhance investment
stability. His study also underscored the effectiveness of combining derivative

instruments for better risk control. (Sepehri, 2023) provided a comprehensive
literature review on the impact of derivatives on investment decisions and
financial risk. He concluded that strategic utilization of derivatives leads to more
informed investment behavior and stronger risk management. Moreover, (Zamani
2021) proposed a design framework for establishing a currency derivatives
market in Iran, emphasizing that with proper economic and regulatory
considerations, such a market can be implemented and serve as a robust tool for

currency risk mitigation. Collectively, these studies underline the necessity of an
integrated and context-specific model that accounts for institutional, technical,
and behavioral factors in forming a viable currency derivatives market in Iran.
Research Methodology

This study employed a quantitative, applied-descriptive survey methodology to
model the structural factors influencing the formation of a foreign exchange
derivatives market in Iran’s Mercantile Exchange. The target population included
brokers, traders, analysts, and financial managers actively involved in the Iranian
commodities market. Using Cochran’s formula and a 95% confidence level, a

final sample of 384 individuals was selected through simple random sampling.

Data collection was carried out using a researcher-developed questionnaire,
derived from a comprehensive review of the theoretical literature, expert
interviews, and systematic analysis of conceptual dimensions. The questionnaire
consisted of 67 items distributed across six key dimensions: causal conditions,
central category, contextual factors, intervening factors, strategies, and
consequences. Responses were recorded using a five-point Likert scale ranging

from “very low” to “very high”. To assess the validity of the instrument, face and
content validity were evaluated by academic and industry experts. Convergent and
discriminant validity were examined using statistical indicators such as factor
loadings, average variance extracted (AVE), and Heterotrait—-Monotrait (HTMT)
ratios. Reliability was assessed using Cronbach’s alpha and composite reliability,
with all values exceeding the threshold of 0.7. Data analysis was performed using

Partial Least Squares Structural Equation Modeling (PLS-SEM) via SmartPLS 3.
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Results

The final model included 19 validated constructs across six core categories.
Confirmatory factor analysis indicated that all factor loadings exceeded 0.70,
supporting convergent validity. Discriminant validity was confirmed through
cross-loading analysis, the Fornell-Larcker criterion, and HTMT values below

0.90. The structural model demonstrated strong predictive power and acceptable
goodness of fit (GOF = 0.703). Path coefficients, t-values, and p-values were all
statistically significant at the 95% confidence level. For example, causal
conditions significantly influenced the core category (p = 0.559, t = 13.498, p <
0.001), while the core category affected strategic responses (p = 0.301, t = 8.760,
p <0.001). Furthermore, intervening (p = 0.244) and contextual factors ( =0.430)
both had significant impacts on strategy formulation. Finally, strategies
significantly influenced expected outcomes (f = 0.675, t = 22.680, p < 0.001),
such as improved risk management, enhanced liquidity, and exchange rate

stabilization. Key components found to be critical to market formation included
institutional transparency, financial education, supportive legal frameworks, and
the availability of advanced financial instruments. The high R2 values for core
constructs and positive Q? values further confirm the model’s explanatory and

predictive strength.

Discussion and Conclusion

The study provides a comprehensive and empirically validated structural model
for the formation of a foreign exchange derivatives market in Iran. Compared to
previous studies that focused primarily on legal or theoretical aspects, this
research offers a practical roadmap incorporating causal, contextual, and strategic

variables. The results suggest that developing robust legal infrastructures,
enhancing IT systems, increasing market transparency, and promoting financial
literacy are key prerequisites for successful implementation. Moreover, the
involvement of regulatory bodies, including the Central Bank and Securities
Exchange Organization, is essential to ensure alignment with national monetary

policy and risk oversight objectives. While the findings are encouraging, the
research is not without limitations. The study focused exclusively on participants
from Iran’s Mercantile Exchange and may not reflect perspectives from the
broader capital or money markets. Additionally, due to the nascent state of
derivatives trading in Iran, much of the data reflects anticipatory perceptions

rather than actual behavior. Future studies should consider comparative cross-
country analyses, simulation-based modeling of policy scenarios, and multi-level
analysis involving institutional, firm-level, and behavioral variables. Furthermore,
longitudinal data collection may better capture dynamic shifts in market readiness

and policy effectiveness. In sum, this study offers a structured and data-driven
framework for policymakers, market designers, and financial practitioners
seeking to implement a currency derivatives market aligned with national
development goals. It not only bridges a critical gap in the Iranian literature but
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also provides a foundation for institutional innovation and market modernization
in the country’s financial ecosystem.
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Figure (2). Structural Model with Path Significance
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