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Abstract:

This study aims to design and validate a New Financial Product Development (NEPD) model grounded in financial
management behavior to promote sustainable development in Iran’s financial system. This mixed-method research employed
grounded theory in the qualitative phase to identify the model’s core dimensions and structural equation modeling (SEM) in
the quantitative phase to test hypothesized relationships. Semi-structured interviews were conducted with 19 financial and
academic experts, and a questionnaire was distributed among 384 managers and investors in the capital market. Data were
analyzed using Atlas.ti, SPSS, and SmartPLS. Path analysis results revealed that causal conditions (B = 0.644) exerted the
strongest effect on the core phenomenon of new financial product development. Contextual (B = 0.324) and intervening
conditions (B = 0.373) significantly influenced strategies, while strategies strongly affected outcomes (B = 0.762). Bootstrap
results confirmed significant indirect effects, indicating that innovative strategies mediate the impact of institutional and
managerial variables on sustainable outcomes. The validated model demonstrates that forward-looking financial
management behavior, institutional capacity, and innovative strategies constitute the three essential pillars of sustainable
financial development. The NEPD model integrates behavioral and institutional dimensions and offers a localized framework
for enhancing financial innovation and sustainability in emerging financial markets.
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Extended Abstract

Introduction

The dynamic evolution of global financial systems has brought about an urgent need to align economic mechanisms with
sustainability goals. The transition from traditional profit-centered finance to responsible and inclusive financial models has
been recognized as a crucial determinant of long-term social and environmental stability (Cotton, 2020; Dalal & Saini, 2021).
Sustainable development is not only an environmental or economic concept but a multidimensional framework that balances
economic growth, social equity, and environmental protection through efficient resource allocation and ethical governance
(Fet et al., 2023). Within this context, financial institutions play a vital role in achieving sustainability by mobilizing resources,
reducing market risks, and encouraging responsible investment (Keri, 2025).

Recent research emphasizes that the integration of behavioral finance principles into the design of financial instruments
is an essential step toward achieving sustainable financial development (Reddy & Prakash, 2025). Managerial financial
behavior, encompassing attitudes toward risk, time horizons, and environmental responsibility, directly influences the
innovation and success of new financial products. Consequently, financial management behavior has emerged as a mediating
factor between institutional capacity and sustainable innovation in the financial sector (Sudhakar et al., 2024). Understanding
this behavioral dimension is particularly critical in emerging economies, where financial markets are still evolving and
institutional infrastructures are less mature (Tien, 2019).

The concept of sustainable finance reflects the capacity of financial systems to support long-term growth without
compromising environmental or social integrity (Labovic et al., 2021). This approach integrates environmental, social, and
governance (ESG) factors into financial decision-making, ensuring that capital flows are directed toward sustainable and
socially responsible projects (Fet et al., 2023). In line with this vision, financial innovation is viewed as a double-edged sword—
capable of accelerating sustainable progress when responsibly managed but potentially destabilizing markets if detached
from ethical and sustainability considerations (Castaldi et al., 2023). Therefore, the development of new financial product
models (NEPD) must be grounded in behavioral and institutional rationality, ensuring that innovation aligns with sustainability
objectives and market stability.

International evidence supports the view that institutional capacity and governance frameworks significantly shape
sustainable finance practices. For example, studies on Canada’s sustainable development model highlight the effectiveness
of cohesive fiscal policies and transparent regulations in promoting responsible investment (Pashchenko & Kartashova, 2019).
Similarly, integrated development models in Eastern Europe reveal that successful financial sustainability depends on
harmonizing institutional structures with behavioral dimensions of financial decision-making (Ramazanov et al., 2019).
Furthermore, in the context of rural and green finance, digitalization and technological innovation have proven effective in
bridging institutional gaps and promoting environmentally conscious investment behavior (Xiong & Yao, 2021; Zhong et al.,
2023).

From a theoretical standpoint, the Balanced Model of Sustainable Development emphasizes equilibrium between
economic performance, social well-being, and environmental preservation (Dalal & Saini, 2021). Complementary to this, the
CapSEM model proposed by Fet and colleagues underscores the importance of systemic integration of sustainability goals

into production and financial decision-making processes (Fet et al., 2023). These frameworks collectively suggest that
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achieving financial sustainability requires more than policy reforms—it demands the transformation of managerial mindsets
and behavioral norms that guide financial decision-making (Kazemi et al., 2020).

Despite global advancements in sustainable finance, there remains a notable gap in integrating financial management
behavior into financial product development models. Most studies have focused on macroeconomic determinants of
sustainability, while the psychological and behavioral aspects of financial management have been underexplored (Shree &
Srivastava, 2024). This research addresses that gap by developing and validating a comprehensive NEPD model based on the
behavioral dimensions of financial management to advance sustainable development. Accordingly, this study aims to validate
a New Financial Product Development (NEPD) model based on financial management behavior for sustainable development.

Methods and Materials

The study adopted a mixed-methods design consisting of qualitative and quantitative phases. In the qualitative phase, the
grounded theory (GT) approach was employed to explore the conceptual and behavioral components influencing the
development of sustainable financial products. Semi-structured interviews were conducted with 19 financial experts,
including university professors specializing in finance and economics, senior executives from investment companies, and
policymakers from financial regulatory institutions. Data were analyzed using open, axial, and selective coding with the
assistance of Atlas.ti software.

In the quantitative phase, data were collected from 384 respondents, comprising academic experts, financial managers,
and investors in the Tehran Stock Exchange. The Cochran formula was used to determine sample size. Data were gathered
via a structured Likert-scale questionnaire derived from the qualitative phase findings. Descriptive and inferential statistical
analyses were performed using SPSS and SmartPLS software. Structural Equation Modeling (SEM) was used to test the
relationships among latent variables and to validate the proposed NEPD model.

Findings

The qualitative results identified 11 core categories, 27 subcategories, and 119 indicators organized around the paradigm
model framework. The central phenomenon—“development of new financial products based on financial management
behavior for sustainable development” —was influenced by five major components: causal conditions, contextual conditions,
intervening conditions, strategies, and consequences.

Causal conditions included institutional and managerial capacities, such as innovation in financial instrument design,
managerial competencies, and the technological infrastructure of capital markets. Contextual conditions encompassed the
institutional-social background and macro-policy environment, highlighting the role of corporate governance, financial
literacy culture, and national economic policies. Intervening conditions captured structural and environmental barriers,
including financial and human resource constraints, organizational resistance to change, and political and market volatility.

The strategies identified comprised two main dimensions: innovation and product development strategies (such as
engineering financial instruments and international collaboration) and human capital sustainability strategies (including
empowerment of investors and institutionalization of sustainability principles). Finally, the outcomes of implementing the
NEPD model were categorized as performance-market consequences (enhanced efficiency, investor trust, and risk
management) and developmental-strategic consequences (sustainable investment and market competitiveness).

Quantitative analysis using SEM confirmed the validity and robustness of the model. The direct path coefficients

demonstrated strong relationships: causal conditions significantly influenced the core phenomenon (B = 0.644, t = 20.983, p
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< 0.001), and the core phenomenon strongly affected strategic choices (B = 0.218, t = 5.729, p < 0.001). Additionally,
contextual (B = 0.324, t = 7.360, p < 0.001) and intervening conditions (B = 0.373, t = 8.282, p < 0.001) significantly impacted
strategic decisions, while strategies exerted the strongest effect on outcomes (B = 0.762, t = 36.769, p < 0.001). Indirect
effects, tested through bootstrapping, confirmed that strategies mediated the influence of structural and contextual variables
on sustainable outcomes.

Discussion and Conclusion

The validation of the NEPD model underscores the central role of managerial behavior and institutional capacity in shaping
sustainable financial innovation. The findings reveal that the alignment of financial management behavior with sustainability
principles fosters responsible innovation and enhances long-term market performance. This result reinforces earlier studies
asserting that the behavioral orientation of financial managers determines their ability to integrate sustainability into
decision-making (Reddy & Prakash, 2025; Sudhakar et al., 2024). It also resonates with (Labovic et al., 2021), who argues that
sustainable development depends on effective institutional frameworks and managerial transparency.

Moreover, the study highlights that contextual conditions—such as financial literacy, regulatory frameworks, and
macroeconomic stability—are critical to the success of sustainable financial innovation. This aligns with findings from
(Ramazanov et al., 2019) and (Pashchenko & Kartashova, 2019), who observed that integrating institutional and behavioral
dimensions enhances policy coherence in sustainable finance. Similarly, the evidence supports (Zhong et al., 2023) and (Xiong
& Yao, 2021), emphasizing that digital transformation and information infrastructure can mitigate institutional and structural
barriers to sustainability.

The study’s model illustrates that sustainable finance is a behavioral process as much as an institutional one. The observed
strong mediation of strategies in the model indicates that innovation and capacity-building initiatives can offset financial and
organizational limitations. This insight corresponds with (Sudhakar et al., 2024) and (Shree & Srivastava, 2024), who highlight
the significance of integrating managerial behavior into sustainable business models. Ultimately, the NEPD model provides
an empirically validated framework that merges innovation, behavior, and sustainability —bridging the gap between financial
theory and real-world application.

In conclusion, the findings affirm that fostering sustainable financial product development requires a synergy between
institutional capacity, managerial foresight, and behavioral responsibility. The NEPD model contributes theoretically by
expanding the behavioral dimension of sustainable finance and practically by providing a roadmap for policy and

organizational decision-making in emerging financial markets.
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