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Abstract:

This study aimed to identify and analyze the factors influencing the development and deepening of the derivatives market of
the Tehran Stock Exchange and to propose an integrated framework based on capital market experts’ perspectives. This
applied, qualitative, and exploratory study employed the Delphi technique. The study population consisted of academic and
professional experts familiar with derivative instruments, trading mechanisms, market regulation, risk management, and
economic analysis. Using purposive judgmental sampling, 20 qualified experts were selected. The Delphi process was
conducted in three consecutive rounds. In the first round, data were collected through semi-structured interviews and
analyzed using thematic analysis to identify the principal determinants of derivatives market development. In the second and
third rounds, the extracted components were incorporated into Delphi questionnaires and evaluated by the experts in terms
of their importance, impact, and necessity. Consensus was assessed using the median, percentage agreement, response
stability, and Kendall’s coefficient of concordance (W). Expert consensus indicated that derivatives market depth is
determined by the simultaneous interaction of market structure, capital market characteristics, macroeconomic conditions,
and investor behavior. Market transparency, effective order size, trading structure, and liquidity emerged as major market-
related determinants, while the presence of financial institutions and active market makers was also identified as
fundamental to market deepening. Inflation, economic growth, and exchange-rate movements were confirmed as
macroeconomic factors affecting participation incentives and the functional use of derivatives for risk hedging. Regarding
investor behavior, loss aversion, risk tolerance, optimism, overconfidence, and ambiguity aversion influenced both the level
and quality of market participation. The successive Delphi rounds ultimately supported an integrated framework in which
structural, economic, behavioral, and institutional—infrastructural factors jointly determine sustainable derivatives market
development. Sustainable development of Iran’s derivatives market requires a multidimensional strategy integrating greater
liquidity, stronger market-making mechanisms, enhanced transparency and trading infrastructure, relative macroeconomic
stability, expansion of specialized financial institutions, and improvements in investors’ financial literacy and professional
behavior.
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Extended Abstract

Introduction

Derivative markets constitute a major component of modern financial systems because they provide mechanisms for risk
transfer, price discovery, liquidity enhancement, and more efficient allocation of financial resources. Instruments such as
futures, options, swaps, and other structured contracts allow market participants to manage exposure to fluctuations in asset
prices, exchange rates, interest rates, and commodity prices. Accordingly, the development of derivatives markets is
commonly associated with a broader process of financial market development, particularly where these instruments are
supported by adequate liquidity, effective trading infrastructure, and appropriate institutional arrangements. Previous
research has shown that derivatives markets can contribute to financial market development by strengthening risk-
management capacity, facilitating information transmission, and improving the efficiency of financial intermediation (Anu,
2021). Evidence from emerging economies has likewise suggested that the development of derivatives markets may be
associated with economic growth and broader financial development, although the strength of this relationship depends on
institutional and market-specific conditions (Vo et al., 2020).

Market depth is one of the central dimensions of market quality and refers to the capacity of a market to absorb relatively
large buy or sell orders without producing disproportionate price changes. In derivatives markets, sufficient depth is
particularly important because the effectiveness of hedging and speculative strategies depends on the ability of participants
to enter and exit positions at reasonable transaction costs. Research on commodity and foreign-exchange futures markets
has demonstrated that market depth and volatility are closely connected and that inadequate depth can increase sensitivity
to market shocks and reduce the effectiveness of trading strategies (Aidov & Lobanova, 2021). Studies examining the
development of derivatives markets have also emphasized the importance of product diversity, institutional participation,
transparency, technological infrastructure, and effective regulatory mechanisms (\Wang, 2023). Furthermore, the success of
individual derivative contracts depends on the characteristics of the underlying market, the liquidity of the underlying asset,
participation levels, contract design, and the existence of genuine hedging demand (Agrawal et al., 2019).

These considerations are particularly relevant to the Iranian capital market, where the derivatives segment remains less
developed than its potential suggests. Previous Iranian research has demonstrated that market depth is influenced by
financial, structural, and economic conditions (Anvari et al., 2023), while institutional ownership and related financial
characteristics can also affect the depth of listed companies’ markets (Beiki et al., 2021). Investor sentiment has been found
to influence stock-market liquidity, indicating that market quality is affected not only by structural factors but also by
behavioral characteristics of investors (Asghari et al., 2022). This behavioral dimension is highly relevant to derivatives
markets, where leverage, complexity, and sensitivity to expectations may amplify the effects of optimism, overconfidence,
risk tolerance, loss aversion, and ambiguity aversion.

The institutional and regulatory environment represents another important dimension of derivatives market
development. Evidence from the Iranian capital market indicates that the integrated use of derivative financial instruments
is constrained by institutional, infrastructural, and implementation-related barriers (Dashtinejad et al., 2023). Similarly,
studies of derivative regulation have shown that the expansion of such markets requires the parallel development of legal
frameworks, supervisory mechanisms, settlement arrangements, and risk-control systems (Hajian & Imani, 2020). In the
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research on swap contracts and their relationship with existing legal institutions (Chehrenejad & Andarz, 2020). More recent
research in Islamic finance has similarly stressed the importance of transparent contractual structures, appropriate pricing
mechanisms, and compatibility with legal and Sharia requirements in the effective use of derivative instruments (Pouryousef
& Mahboubehkhah, 2025).

The importance of derivatives has also been examined specifically in relation to Iran’s foreign-exchange market. Research
has emphasized the need for an organized foreign-exchange derivatives market to provide formal instruments for managing
exchange-rate risk and improving price discovery (Samadzadeh et al., 2024). Structural modeling of the determinants of such
a market has further demonstrated that its development depends on a combination of economic, institutional, regulatory,
and market-related conditions (Samadzadeh et al., 2025). Moreover, derivatives such as options and embedded put options
have been shown to influence informational and return-related characteristics of stocks in the Iranian capital market
(Mehrnoush et al., 2021). Nevertheless, previous studies have generally examined market, behavioral, economic, legal, or
institutional determinants separately. A comprehensive framework integrating these dimensions in relation to the depth of
Iran’s derivatives market remains limited. Therefore, the present study aimed to identify and analyze the factors influencing
the development and deepening of the derivatives market of the Tehran Stock Exchange and to develop an integrated expert-
based framework for this purpose.

Methods and Materials

This study was applied in purpose and qualitative and exploratory in approach. Because the subject involved multiple
interacting dimensions and required expert judgment regarding the determinants of derivatives market development, the
Delphi technique was employed. The study population consisted of academic and professional experts with knowledge and
experience in derivative instruments, trading mechanisms, capital-market regulation, risk management, and economic
analysis. Participants were selected through purposive judgmental sampling. Eligibility required at least five years of
professional or research experience in the capital market, relevant managerial or supervisory experience, employment in
financial institutions, or scientific publications related to derivatives. Based on these criteria, 20 qualified experts participated
in the study.

The Delphi process was implemented in three consecutive rounds. In the first round, semi-structured interviews were
conducted to identify the factors that potentially affect the development and depth of the derivatives market. Open-ended
guestions addressed market characteristics, capital-market structure, macroeconomic conditions, investor behavior, and
institutional and infrastructural requirements. Interview data were analyzed thematically, and recurring concepts were
extracted and organized into a preliminary set of components.

In the second round, the identified components were incorporated into a Delphi questionnaire. Experts evaluated the
importance, intensity of influence, and necessity of each component for inclusion in the final model. The responses were
analyzed using descriptive indicators, including mean scores, medians, dispersion measures, and percentages of expert
agreement. Components with insufficient agreement were eliminated or revised, whereas those with sufficiently high
agreement were retained for the next round.

In the third round, the summarized results of the second round were returned to participants through controlled feedback.
Experts were invited to reconsider, confirm, or modify their previous evaluations. Consensus was determined according to
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Kendall’s coefficient of concordance was also used to assess the level of agreement among experts. The final outcome was
an expert-consensus framework identifying the major determinants of derivatives market depth.

Findings

The findings indicated that the development and depth of the derivatives market are determined by the simultaneous
interaction of market-related, capital-market, macroeconomic, behavioral, and institutional factors. In the first Delphi round,
market transparency received the highest mean weight among market-related factors (5.91), followed by order size (5.72),
market liquidity (5.14), market structure (4.96), and market sentiment (4.77). Within capital-market characteristics, the
number of listed companies obtained the highest score (5.67), followed by the number of market makers (5.52) and financial
institutions (5.02).

Among macroeconomic indicators, economic growth had the highest first-round mean weight (5.98), followed by inflation
(5.73) and the exchange rate (4.85). Regarding investor characteristics, risk tolerance ranked first with a mean weight of 5.13,
followed by ambiguity aversion (5.11), loss aversion (5.02), optimism (4.94), and overconfidence (4.83).

The second Delphi round demonstrated a greater convergence of expert judgments. Among market factors, order size
received the highest mean score (5.45), followed by market transparency (5.41), market structure (5.18), market sentiment
(4.76), and liquidity (4.33). For capital-market characteristics, the number of financial institutions had the highest mean score
(4.98), followed by the number of market makers (4.67) and listed companies (4.45). Among macroeconomic variables,
inflation ranked first with a mean of 5.02, economic growth ranked second with 4.74, and the exchange rate ranked third
with 4.56.

The behavioral dimension also remained important after refinement of expert opinions. Loss aversion obtained the highest
mean score (5.12), followed by risk tolerance (5.04), optimism (4.99), ambiguity aversion (4.88), and overconfidence (4.36).
Across the Delphi rounds, the experts increasingly converged on the view that no single determinant is sufficient to explain
derivatives market depth. Instead, the final framework consisted of four interconnected dimensions: capital-market and
market-structure characteristics, macroeconomic indicators, behavioral characteristics of investors, and institutional—
infrastructural requirements.

The integrated findings indicated that adequate order size, transparency, liquidity, appropriate trading structures, and
active market-making mechanisms constitute the immediate market foundations of derivatives market depth.
Macroeconomic stability affects expectations and incentives to use derivatives, while investor behavioral characteristics
influence the volume and quality of participation. Institutional and infrastructural conditions operate as enabling factors that
determine whether the benefits of derivatives can be realized in practice.

Discussion and Conclusion

The findings demonstrate that the development of the derivatives market in Iran should be understood as a
multidimensional process rather than as the simple introduction of additional derivative contracts. The prominence of order
size, transparency, market structure, and liquidity indicates that a derivatives market can become deeper only when it is
capable of absorbing transactions without excessive price effects and when participants have access to reliable information
and continuous trading opportunities. The importance assigned to market makers and specialized financial institutions
further demonstrates that professional intermediation is essential for sustaining liquidity and reducing discontinuities in
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The findings concerning macroeconomic variables show that the derivatives market is closely embedded in the broader
economic environment. Inflation, economic growth, and exchange-rate movements influence expectations, asset valuation,
hedging needs, and participation incentives. Macroeconomic instability may increase demand for risk-management
instruments, but excessive instability may simultaneously make pricing, margin management, and long-term planning more
difficult. Consequently, derivatives development requires not only new products but also an environment in which market
participants can use those products predictably and effectively.

Investor behavior represents another central dimension. Loss aversion, risk tolerance, optimism, overconfidence, and
ambiguity aversion influence whether investors enter the derivatives market, the purposes for which they use derivative
contracts, and the extent to which their activities contribute to hedging or speculative trading. Therefore, deeper
participation cannot be achieved through infrastructure alone. Financial literacy, professional training, and improved
understanding of derivative instruments are also necessary to ensure that expansion of participation contributes to market
quality rather than excessive speculative volatility.

The final Delphi framework therefore suggests that sustainable derivatives market development requires coordinated
intervention across several domains. Liquidity and market-making capacity should be strengthened, information
transparency and trading infrastructure should be improved, specialized financial institutions should be expanded, and
regulatory and risk-management systems should be reinforced. Product development should be aligned with genuine hedging
needs and the liquidity of underlying assets. At the same time, policies addressing investor education and professional
conduct are necessary to reduce the adverse effects of behavioral biases.

In conclusion, the depth of the derivatives market of the Tehran Stock Exchange is shaped by the interaction of structural,
economic, behavioral, and institutional factors. The study shows that sustainable development cannot be achieved through
the isolated expansion of derivative products. Rather, it requires an integrated strategy combining stronger liquidity, effective
market-making, transparent trading structures, specialized financial institutions, relative macroeconomic stability, robust
institutional infrastructure, and more informed investor behavior. The framework developed in this study can therefore
provide a basis for policy formulation, market-design reforms, and future quantitative assessment of the determinants of

derivatives market development in Iran.
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