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Abstract

Systematic risk is one of the fundamental challenges in financial markets, and conventional approaches to
addressing it have primarily focused on quantitative measurement and control instruments. However, experiences
from financial crises indicate that reliance solely on these approaches, without considering institutional structures
and policy frameworks, cannot achieve sustainable management of systematic risk. This study adopts a structural
approach to analyze the factors influencing systematic risk management in the Iranian capital market, examining
the roles of institutional, policy, and instrument-based factors within a causal framework. The research
methodology integrates qualitative thematic analysis with Interpretive Structural Modeling (ISM) and
Multiplication Applied to Classification (MICMAC) analysis. Data were derived from the structural judgments
of experts in capital markets, financial policy, and risk management, and the final indicators were analyzed within
a hierarchical structure. Findings indicate that institutional and policy factors occupy the foundational levels of
the causal structure and act as key drivers shaping the behavior of the entire system, whereas financial instruments
primarily occupy intermediate and outcome levels. These results suggest that systematic risk in the Iranian capital
market is structural and endogenous in nature, and its effective management requires attention to institutional
drivers and policy patterns. By providing a structural analytical framework, this study contributes to the literature
on systematic risk management in emerging markets and offers a foundation for forward-looking policy design.

Keywords: Systematic risk, Structural risk management, Institutional and policy factors, Interpretive Structural
Modeling—Multiplication applied to classification, Iranian capital market.

1| Introduction

Systematic risk is one of the fundamental challenges in financial markets, capable of jeopardizing the stability
of the entire financial system. Unlike unsystematic risks, which can be managed through diversification,

systematic risk is structural in nature and emerges from the interactions among financial institutions, policy
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frameworks, and market behavior [1]. Experiences from financial crises have shown that systematic shocks
are often transmitted not through ordinary price fluctuations but via institutional mechanisms and intra-
system decision-making processes, mechanisms that are not fully observable in purely statistical analyses [2].
Recent studies also indicate that many financial crises originate from structural and endogenous vulnerabilities
within the financial system, which accumulate within institutional and policy contexts [3].

Despite the widespread development of risk measurement and management tools, a significant portion of
financial policies remains dependent on quantitative and instrument-based approaches. While these methods
are effective in monitoring market volatility, they typically operate after risks have already accumulated and
have limited capacity to identify the sources of systematic risk [4]. Consequently, interventions based on these
approaches are often reactive in nature and face constraints in achieving sustainable control over systematic
risk [5]. The recent financial stability literature emphasizes that effective monitoring of systematic risk requires

an integrated framework for macroprudential oversight and forward-looking risk identification [6].

In financial research, two dominant approaches can be distinguished in explaining systematic risk. The first
approach treats systematic risk primarily as a market-driven phenomenon and focuses on developing
quantitative tools for its measurement and control [7]. In contrast, the second approach posits that systematic
risk is shaped within institutional structures, policy patterns, and the interactions of financial entities before
it is reflected in prices or market indices, with financial instruments merely capturing the outcomes of this
structure [4]. This study explicitly adopts the second approach, viewing systematic risk not as a consequence

of deficiencies in financial instruments, but rather as the outcome of institutional and policy shortcomings.

The Iranian capital market provides a context in which the significance of this structural approach becomes
particularly evident. Institutional multiplicity in market regulation, overlapping monetary, fiscal, and capital
market policies, regulatory instability, and the development of financial instruments in the absence of coherent
institutional infrastructure have created conditions in which systematic risk is reproduced not sporadically,
but chronically. These characteristics position the Iranian capital market not merely as a high-risk case, but
as a revealing example for the structural analysis of systematic risk, one in which institutional and policy

inefficiencies make the mechanisms of risk generation more transparent.

Despite these distinctive features, much of the domestic research remains focused on statistical risk
measurement or descriptive analyses and has paid limited attention to identifying causal and structural
relationships among institutional, policy, and instrument-based factors [8]. In particular, systematic
differentiation between the driving factors of systematic risk and its outcome factors, as well as structural
analysis of risk transmission pathways within the Iranian capital market, has received comparatively little
attention.

In response to this gap, the present study focuses on distinguishing the driving and outcome factors of
systematic risk and integrates Interpretive Structural Modeling! (ISM) with Cross-Impact Matrix
Multiplication Applied to Classification? (MICMAC) analysis to develop a structural framework for
prioritizing policy interventions in managing systematic risk in the Iranian capital market. This research is
based on the premise that the primary source of systematic risk in the Iranian capital market lies not in
deficiencies of financial instruments, but in institutional structures and policy patterns. It is expected that the

!nterpretive Structural Modeling (ISM) is a qualitative—quantitative methodology used to identify relationships among specific variables and to impose
order and direction on the complexity of a system.

2 MICMAC Method (Cross-Impact Matrix Multiplication Applied to Classification) is a structural analysis technique used to classify variables based on
their driving and dependence power.
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findings will demonstrate that, without addressing these underlying conditions, instrument-based policies

alone ate insufficient for the sustainable mitigation of systematic risk.

2| Theoretical Foundations of the Study

2.1| Systematic Risk as a Structural Phenomenon

In classical financial literature, systematic risk is primarily defined as a component of total risk arising from
general market fluctuations and not eliminable through diversification. Rooted in capital asset pricing models,
this perspective treats systematic risk as an exogenous phenomenon dependent on macroeconomic shocks
[9]. Although this framework has played a significant role in the development of financial theory, it has a

limited capacity to explain the origins and accumulation of risk within the actual structure of financial markets.

In more recent approaches, systematic risk has gradually been reconceptualized as an endogenous
phenomenon, emerging from the complex interactions among components of the financial system. This
perspective assumes that external shocks only acquire significance within existing institutional and network
structures, and their impact depends on the organizational configuration of the financial system [10]. From
this standpoint, systematic risk is not merely the result of market fluctuations but a consequence of the
structural relationships among institutions and financial actors.

Network studies have shown that the way financial institutions are interconnected, the degree of
concentration, and their interdependencies can either amplify or mitigate risk transmission. Within such a
structure, even limited shocks can propagate through nonlinear and cascading pathways, potentially triggering
widespread crises [11]. These findings indicate that understanding systematic risk without considering the
relational structure among components of the financial system is incomplete. Recent research in financial
networks further demonstrates that asset allocation and the connectivity structure among institutions play a
critical role in either exacerbating or containing the spread of systemic risk. Moreover, appropriately designed
network-level portfolios can reduce the vulnerability of the financial system [12].

However, a significant portion of these studies has primarily focused on network characteristics and the
connectivity patterns among institutions. This study moves beyond mere descriptive analyses of network
structures by conceptualizing systematic risk within a framework of causal relationships among institutions,
policies, and financial instruments, treating it as a structural phenomenon that emerges within the context of

institutional and policy decisions.

While much of the ptior research has analyzed systematic risk either through market-based quantitative
indicators or by focusing on the network structure of financial relationships, the present study emphasizes
the causal interconnections among institutions, policies, and financial instruments. This institutional—
structural approach enables the differentiation of driving factors from outcome factors of systematic risk and
provides a foundation for policy analyses aimed at structural reforms.

2.2| The Role of Institutions and Policy in the Generation of Systematic Risk

In the structural approach, institutions and policies are recognized as the primary context for the generation
and accumulation of systematic risk. From an institutional perspective, the quality of formal and informal
rules, the manner of regulatory enforcement, and accountability mechanisms play a decisive role in shaping
the behavior of market participants [13]. Within this framework, systematic risk arises less from price behavior
and more from the way the financial system is regulated and guided. Recent empirical studies indicate that
the quality of institutional structures and the degree of coordination in financial policymaking are critical
determinants in the formation and propagation of systematic risk within financial systems [14].

Empirical evidence shows that institutional misalignment and multiplicity of decision-making centers can
send conflicting signals to the market, creating conditions conducive to risk accumulation. When financial,
monetary, and regulatory policies operate without alighment, rational micro-level decisions may produce
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undesirable macro-level outcomes [15]. This situation is particularly pronounced in markets with unstable

institutional frameworks.

Distinguishing between reactive and forward-looking policies is also crucial in the institutional analysis of
systematic risk. Reactive policies, implemented after severe market fluctuations, may temporarily stabilize
markets but often fail to address the mechanisms generating risk and can even contribute to its transformation
or transmission [16]. In contrast, forward-looking approaches focus on reforming the institutional

environment and preventing the accumulation of risk.

2.3 | Financial Instruments and the Limitations of an Instrument-Based
Approach

In conventional risk management literature, financial instruments are introduced as the primary mechanisms
for controlling volatility and hedging risk. The development of instruments such as derivatives has been
intended to enable the transfer or distribution of risk among market participants [17]. From this perspective,
risk management is primarily defined at the level of tools and trading techniques.

However, empirical evidence indicates that financial instruments do not necessarily reduce systematic risk. In
many cases, rather than mitigating risk, these instruments redistribute it to other parts of the financial system
and can increase intra-system dependencies [18]. From this viewpoint, financial instruments function more

as intermediaries for risk transmission than as genuine risk-controlling factors.

A fundamental limitation of the instrument-based approach is its neglect of the institutional and behavioral
dimensions of systematic risk. Solely focusing on the ability to price risk obscures the reality that market
participants’ behavior is shaped by policy and regulatory frameworks [19]. In the absence of such frameworks,

financial instruments can even exacerbate moral hazard and increase system vulnerability.

Within the framework of this study, financial instruments are not considered driving factors but rather
outcome-based and intermediary mechanisms of systematic risk, whose effectiveness depends on the quality

of the institutional and policy environment.
3| Research Conceptual Framework

Based on the findings from the qualitative phase of the study and following the validation of indicators
through the fuzzy Delphi method, eleven final variables influencing the systematic risk management of the
Iranian capital market were identified. These variables were subsequently analyzed from the perspective of
causal relationships, influence, and dependence, and hierarchical positioning using the ISM method and
Cross-Impact Matrix MICMAC analysis.

The research conceptual framework is grounded in the assumption that systematic risk management in the
capital market is a networked, multi-level process in which variables play distinct roles as drivers,
intermediaries, or outcomes. Accordingly, the identified variables are not examined at a single level; rather,
they are analyzed within a hierarchical causal structure. To assess the influence and dependence of the
variables and to classify them as driving, linkage, or dependent variables, MICMAC analysis was employed.
The results of this analysis provided the definitive basis for determining the role of each variable within the
systematic risk management structure.

3.1| Driving Variables

3.1.1| Conceptualization of systematic risk

This variable refers to the level of understanding and interpretation of systematic risks among policymakers,
regulatory authorities, and key actors in the capital market. Conceptualization of systematic risk encompasses
awareness of the nature of macro-level risks, their origins, transmission mechanisms, and potential

consequences for the entire financial system. The study’s findings indicate that without a structural
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understanding of systematic risks, other managerial and policy interventions are likely to remain purely
reactive and short-term in nature.

3.1.2 | Identification of risks with systemic implications

This variable refers to the financial system’s ability to proactively identify risks that, if realized, have the
potential to propagate throughout the capital market and other sectors of the financial system. The
identification of risks with systemic consequences represents a preliminary and necessary step for designing
macroprudential policies and effective control mechanisms. Structural analysis results indicate that, alongside
Variable A, this vatiable serves as a primary driving factor in the systematic risk management system.

3.2 | Linkage Variables

Variables in this group exhibit both high influence and high dependence and function as intermediate layers
within the system, transmitting the effects of driving variables to the outcomes. Any instability in these linkage

variables can disrupt the entire systematic risk management structure.
1. Prevention of systematic risk.
II. Measurement of systematic risk.
III. Macroprudential and regulatory interventions.
IV. Enhancement of technical and structural market factors.
V. Long-term and sustainable capital market growth.
VI. Development and implementation of a systemic stability regulatory framework across financial institutions.

These variables represent the institutional, regulatory, and operational mechanisms whose effectiveness
depends on the activity of the driving variables. MICMAC analysis indicates that this group of variables is
highly sensitive to changes in the levels of perception and identification of systematic risks. In the absence of

robust driving variables, they may themselves become sources of systemic instability.
3.3 | Dependent Variables

I. Enhancement of financial literacy and knowledge in derivatives usage.
II.  Preservation of market integrity through prevention of derivatives misuse.
III.  Design of innovative derivative instruments and associated trading mechanisms.

These variables occupy the highest levels within the ISM structure and are recognized as the outputs of the
systematic risk management system. The study’s findings indicate that the performance of these variables is
directly dependent on the effectiveness of the driving variables and the stability of the linkage variables. From
this perspective, financial derivative instruments in this framework are not conceptualized as the starting point
of risk management; rather, they represent a conditional outcome of an efficient institutional and cognitive
structure.
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Table 4. ISM model variables in systemic risk management, including

driving and linkage variables with definitions and types.

Variable Type Definition Variable Title Code

Driving Institutional understanding of the Perception of systematic A
nature, origins, and transmission risk
mechanisms of systematic risks in the
capital market

Driving The financial system’s proactive Identification of risks with B
ability to detect risks with widespread  systemic consequences
contagion potential

Linkage Proactive institutional and policy Prevention of systematic C
mechanisms to control risk risk
accumulation

Linkage Frameworks and tools for measuring ~ Measurement of systematic D
macro-level market risks risk

Linkage Macro-level prudential policies and Macroprudential and E
regulations across the financial system  regulatory interventions

Linkage Reform of capital market Enhancement of technical F
infrastructure and operational and structural market
mechanisms factors

Linkage Long-term market performance Long-term and sustainable G
sustainability capital market growth

Linkage Institutional coordination mechanism  Systemic stability regulatory ~ H
among financial institutions framework

Linkage Knowledge and informed behavior in ~ Enhancement of financial 1
the use of derivative instruments literacy and knowledge in

derivatives usage

Linkage Prevention of misuse and risks of Market integrity in relation ]
derivative instruments to derivatives

Linkage Development of derivative Design of innovative K

instruments aligned with the
institutional framework

derivative instruments

4| Research Methodology

4.1| Structural Analysis of Systematic Risk Using a Qualitative Approach

This study is based on research adopting a strategic foresight approach. From the perspective of research
objectives, it is applied, and in terms of approach, it is qualitative—structural. The methodological focus is on
identifying and analyzing causal relationships among factors influencing systematic risk management in the
Iranian capital market, in a manner that allows the distinction of driving variables from outcome variables
and the prioritization of policy interventions. Accordingly, a multi-stage research design was employed,
including conceptual identification of variables, expert validation, and structural modeling of the relationships
among them.

In the first stage, the preliminaty research variables were extracted based on a systematic review of theoretical
literature and empirical studies related to systematic risk, macroprudential policy, and the institutional
structure of the capital market. In this stage, in addition to international sources, research conducted within
the context of the Iranian capital market was utilized to account for its specific institutional and policy
characteristics [20].
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In the second stage, to refine and validate the identified variables, expert judgment from specialists in the
fields of capital markets, financial policymaking, and risk management was utilized. The expert panel
comprised individuals with both academic and practical experience in these domains. The research data were
based on the experts’ structural judgments regarding the relationships among variables. This stage aimed to
reduce individual biases and ensure the alignment of variables with the research problem, a methodological
approach recognized as valid in studies of systematic risk within complex institutional environments [21],
[22].

To enhance the validity of the extracted causal structure, the process of collecting expert judgments was
conducted iteratively over multiple rounds until convergence and stability of the assessments were achieved.
The stopping criterion was a significant reduction in disagreement and stabilization of causal relationships
within the final matrix. Ultimately, the final reachability matrix was established by aggregating the stable
judgments of experts, serving as the basis for ISM.

In the third stage, ISM was employed to analyze the causal relationships among the final variables. This
method enables the identification of a hierarchical structure of factors and the determination of their influence
levels within the system. ISM has been widely used for the analysis of complex and multidimensional
phenomena [23], [24]. In this study, ISM served as a tool to transition from a list of factors to a coherent

causal structure.

Subsequently, to complete the structural analysis, the MICMAC method was employed to assess the driving
power and dependence of the variables. This analysis allows for the classification of variables as driving,
dependent, independent, or autonomous, thereby facilitating their prioritization from a policy perspective
[25]. The combination of ISM and MICMAC has been recognized in recent systematic risk studies as an
effective approach for identifying structural intervention levers [26].

It should be noted that the focus of this study is on structural elucidation of relationships and extraction of
policy implications, rather than providing step-by-step methodological instruction. Accordingly, the
operational details of each applied technique are limited to what is necessary for scientific evaluation, with
the primary emphasis placed on the coherence of the methodology with the study’s conceptual framework.

5| Research Findings

5.1| Extraction and Finalization of Indicators based on Qualitative Analysis
(Thematic Analysis)

Before the structural modeling of factors influencing systematic risk management, it was necessary to identify
a set of meaningful indicators that were consistent with the institutional context of the Iranian capital market.
In this study, the indicators were derived not merely by adapting existing literature but through a systematic
qualitative analysis, grounded in the empirical findings of the primary research. This approach was adopted
to avoid imposing abstract theoretical frameworks on the institutional realities of the Iranian capital market.

At this stage, the qualitative data, including expert judgments, policy analyses, and institutional evidence
related to systematic risk, were analyzed using thematic analysis. The focus of the thematic analysis was on
identifying recurring patterns in the explanation of the origins of systematic risk, its transmission mechanisms,
and the role of institutions and policies in either exacerbating or mitigating such risks. This approach is
recognized in qualitative research, particularly in studies addressing complex and multidimensional
phenomena, as a valid method for generating analytical concepts [21].

The number of experts participating in this study (15 individuals) was determined based on the principles of
theoretical saturation and the methodological requirements of ISM. In ISM-based research, the primary goal
is to achieve convergence of expert judgments regarding causal relationships among variables; therefore, the
quality and depth of expert knowledge are prioritized over sample size.
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The experts in this study were purposively and judgmentally selected based on three main criteria: 1) academic
or professional experience in the capital market and risk management, 2) decision-making experience or
operational involvement in institutions related to financial policy and the capital market, and 3) theoretical

familiarity with systematic risks.

The process of collecting expert judgments continued until convergence and stability of the assessments were
achieved, indicating both the adequacy of the expert sample and the validity of the extracted causal structure.
It should be noted that the expert data utilized in this article were drawn from the author’s doctoral research

and, within the framework of this study, have been re-analyzed and systematically structured.

Unlike some studies that employ qualitative analysis merely as a descriptive introduction, in this research,
thematic analysis played a generative role in the development of indicators. In other words, the indicators
used in subsequent stages of the study were derived directly from the extracted themes rather than from fixed
theoretical assumptions. This approach ensures that the indicators maintain a direct connection with the
institutional and policy realities of the Iranian capital market, a methodological advantage similarly

emphasized in institutional and structural studies of systematic risk [8].

As a result of the thematic analysis, the indicators were organized into several conceptual clusters, each
corresponding to a specific level of the systematic risk structure. These clusters include: macro-institutional
factors, policy and regulatory factors, institutional transmission mechanisms, market behaviors and financial
instruments, and, finally, observable outcomes of systematic risk. This conceptual classification served as the
foundation for introducing the indicators into the structural modeling phase, enabling hierarchical analysis of

the relationships among them.

Importantly, the qualitative analysis in this study did not merely produce a list of factors; it also revealed the
causal logic underlying the relationships among the indicators. Consequently, the results of the thematic
analysis were used as the conceptual input for the ISM model, allowing a coherent and interpretable multi-
level structure of relationships among the factors influencing systematic risk management to be constructed.
This integration of qualitative analysis with structural modeling represents one of the key distinctions of this
study’s findings compared to previous research in the field of systematic risk.

5.2 | Structural Modeling of Factors Influencing Systematic Risk
Management: Interpretive Structural Modeling Results

At this stage, the indicators extracted from the thematic analysis were analyzed using ISM. The coding of
indicators (a through K) was based on concepts derived from the thematic analysis and aimed at facilitating
the reporting of the causal structure within the ISM model. ISM enables the identification of causal
relationships among the indicators and allows the variables to be organized hierarchically according to their

patterns of influence and dependence.

The results of the ISM indicate that the indicators identified in this study are organized into five distinct causal

levels, ranging from fundamental driving variables to the ultimate outcomes of systematic risk management.

At the fifth level of the ISM structure, two indicators, A (perception of systematic risk) and B (identification
of risks with systemic consequences), are positioned. Based on the final reachability matrix, these indicators
occupy the foundational causal level, exerting the greatest influence on other variables without being directly
affected by variables at lower levels. This placement highlights their role as driving variables, shaping the
overall structure of systematic risk management in the capital market.

At the fourth level, indicator H (development and implementation of a systemic stability regulatory
framework across financial institutions) is located. This variable serves as an institutional linkage, transmitting
the causal effects of cognitive driving variables to policy and operational layers, and plays a key role in

maintaining institutional coherence within the risk management structure.



39
Matinfar et al. | Acc. Aud. Appl. 3(1) (2026) 31-44

The third level comprises a set of linkage indicators, including C (prevention of systematic risk), D
(measurement of systematic risk), E (macroprudential and regulatory interventions), F (enhancement of
technical and structural market factors), and G (long-term and sustainable capital market growth). Their
placement at the intermediate level indicates that they are simultaneously influential and dependent,
functioning as sensitive nodes that transmit causal effects from foundational levels to outcomes. This level
forms the policy—operational core of systematic risk management.

At the second level, the indicators I (enhancement of financial literacy and knowledge in derivatives usage)
and | (preservation of market integrity through prevention of derivatives misuse) are positioned. These
indicators represent the behavioral and institutional outcomes of the higher-level variables and play a critical

role in translating macro-level policies into stable market behaviors.

Finally, at the first level of the ISM structure, indicator K (design and development of innovative derivative
instruments and associated trading mechanisms to mitigate systematic risk) is located. This variable is
identified as the outcome of the causal structure, the realization of which depends on the effectiveness and
stability of all upstream levels of the model.

This hierarchical structure demonstrates that, in the proposed model, financial derivatives do not serve as the
starting point of systematic risk management, but rather as the outcome of a multi-level cognitive,
institutional, and policy-driven process.

5.3 | Results of Cross-Impact Analysis Multiplication Applied to Classification

While the ISM model identifies the hierarchical structure of causal relationships among the indicators, the
MICMAC analysis, by focusing on the driving power and dependence of variables, clarifies the structural role
of each indicator within the overall system. This analysis complements ISM and enables the distinction among
driving, linkage, and dependent factors.

The results of the MICMAC analysis indicate that indicators A (perception of systematic risk) and B
(identification of risks with systemic consequences) fall within the Influential Variables region. These
indicators exhibit high driving power and low dependence, reflecting their foundational role in shaping the
structure of systematic risk management in the capital market. Their position implies that changes in the level
of perception and identification of systematic risks can directly influence the performance of other system
components, while these variables themselves are minimally affected by other factors.

Indicators C (prevention of systematic risk), D (measurement of systematic risk), E (macroprudential and
regulatory interventions), F (enhancement of technical and structural market factors), G (long-term and
sustainable capital market growth), and H (development and implementation of a systemic stability regulatory
framework across financial institutions) fall within the Linkage Variables region. These variables exhibit both
relatively high driving power and high dependence, functioning as sensitive nodes within the causal structure.

Their position indicates that they serve as intermediaries, transmitting causal effects from cognitive driving
variables to the ultimate outcomes of the system. Any instability at this level can therefore amplify or weaken
the overall structure of systematic risk management, highlighting its critical role in maintaining the coherence
and effectiveness of the system.

In the dependent variables region, the indicators I (enhancement of financial literacy and knowledge in
derivatives usage), | (preservation of market integrity through prevention of derivatives misuse), and K (design
and development of innovative derivative instruments and associated trading mechanisms to mitigate
systematic risk) are located. These indicators exhibit higher dependence compared to other variables, and
their changes are primarily contingent upon the performance and stability of the driving and linkage variables.

According to the MICMAC results, financial derivatives and their associated mechanisms occupy a

conditional output position within the systematic risk management structure of the Iranian capital market.
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This implies that their stabilizing function is realized only if the cognitive and institutional variables at the

upstream levels operate with sufficient efficiency and coherence.

6 | Discussion and Interpretation of Results

6.1| Structured Synthesis of Findings: Integration of Interpretive Structural
Modeling and Multiplication Applied to Classification Results

The integration of ISM and MICMAC results indicates that the structure of systematic risk management in
the Iranian capital market is significantly influenced by institutional and policy factors. Indicators positioned
at the foundational levels of the ISM model and simultaneously identified as driving variables in the MICMAC
analysis play a decisive role in directing the behavior of the entire system. This alignment suggests that
systematic risk is not merely a market- or instrument-driven phenomenon, but rather rooted in the
institutional architecture and prevailing policy framework of the capital market [27].

In contrast, indicators related to financial instruments and operational market mechanisms are predominantly
located at intermediate or outcome levels in ISM and classified as dependent variables in MICMAC. This
finding indicates that the functionality of these tools is highly contingent upon the institutional environment,
regulatory quality, and governance frameworks governing the capital market. In other words, within the
current institutional structure, financial instruments alone have limited capacity for sustainable mitigation of
systemic risk and, under certain conditions, may exacerbate systemic interconnections and amplify market
instability [28].

The integrated findings further show that a substantial portion of the regulatory interventions in the Iranian
capital market has historically focused on outcome-oriented and observable indicators of systematic risk. This
reactive approach has led to the chronic reproduction of systematic risk, with corrective measures typically
yvielding short-term and unstable effects. By contrast, an analytical focus on institutional and intermediary
driving variables can constrain structural risk transmission paths and create the conditions for more stable

and proactive risk management [29].

Opverall, the integration of ISM and MICMAC results demonstrates that shifting the analytical focus from
controlling risk outcomes to identifying and understanding institutional and policy drivers is a necessaty
condition for enhancing the effectiveness of systematic risk management frameworks in the Iranian capital
market. This structured synthesis provides the foundation for deriving the analytical and policy implications
presented in the subsequent sections of this article.

6.2 | Structural Interpretation of Research Findings

The findings of this study indicate that systematic risk in the Iranian capital market extends beyond a purely
quantitative phenomenon and requires a structural and causal analytical approach. Based on the outputs of
the ISM, the factors influencing systematic risk management occupy asymmetrical positions in terms of their
driving power, and their roles in shaping the behavior of the overall system are not equivalent. This structural
asymmetry suggests that policy and regulatory focus on outcome-oriented variables, without attention to the
foundational levels of the system, cannot achieve sustainable mitigation of systematic risk [30].

The structural analysis also indicates that a substantial portion of the observed instabilities in the Iranian
capital market arises not from transient or external shocks, but from the endogenous interactions among
institutional, policy, and instrument-related factors. This finding aligns with recent approaches in the systemic
risk literature, which emphasize the endogeneity of risk and the networked nature of financial relationships
in generating macro-level instabilities. From this perspective, systematic risk is less a direct reflection of asset
price fluctuations and more a product of the decision-making structure, regulatory framework, and the

interactions among institutional components of the capital market.
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6.3 | Institutional and Policy Roles of Driving Factors in Systematic Risk
Management

One of the most significant findings of this study is the prominent role of undetlying institutional and policy
factors as primary drivers in the architecture of systemic risk management. These factors, particulatly
components related to the “perception of systemic risk” and the “identification of risks with systemic
consequences”, occupy foundational positions within the ISM model and are situated in high-influence zones
in the MICMAC analysis, indicating their strong impact on other system variables. Such positioning suggests
that institutional interventions at these levels can shape the transmission pathways of risk throughout the
market structure.

The results further indicate that these institutional interventions are most meaningfully enacted at the level of
policy coordination, institutional transparency, and the regulatory architecture of capital markets, rather than
merely through sector-specific instruments or regulations. Conversely, policies designed without attention to
these driving levels often result in reactive, short-term interventions. Empirical evidence from financial
markets also demonstrates that the absence of institutional stability and policy coherence can transform even

advanced control instruments into new sources of risk [30].

6.4| The Role of Financial Instruments in the Framework of Systemic Risk
Management

The findings of this study indicate that financial instruments, including derivatives, occupy primarily
dependent and consequential positions within the framework of systemic risk management. While these
instruments can, under specific conditions, facilitate risk distribution and transfer, their effectiveness is highly
contingent upon the institutional context and the regulatory framework governing the capital market [31]. In
the absence of such a framework, widespread utilization of these instruments may exacerbate risk-taking

behaviors and amplify systemic correlations [28].

From this perspective, financial instruments are not points of origin but conditional outputs of an effective
institutional and policy structure in systemic risk management. The results further suggest that exclusive
reliance on quantitative tools, without considering the causal relationships among institutional variables and
key drivers, can lead to analytical errors in assessing risk controllability and may even contribute to the
reproduction of financial instability [4].

6.5 | Analytical Synthesis and Future Research Directions

Overall, this study demonstrates that systemic risk management in Iran’s capital market requires an analytical
shift from instrument-centered approaches toward structural and causal frameworks. The integration of ISM
and MICMAC results indicates that foundational and institutional variables play a decisive role in shaping risk
transmission pathways, and that effective interventions must therefore be designed at these levels. This
analytical framework enables the identification of prospective intervention points and provides a foundation
for policy design oriented toward systemic stability [10].

From a research perspective, the proposed framework offers a basis for future investigations in emerging
markets. It is recommended that subsequent studies empirically test the identified causal relationships using
quantitative data and network-based methodologies to enhance the model’s external validity. Moreover, a
comparative examination of systemic risk structures in Iran’s capital market and other transition economies
could further advance the literature and contribute to the development of context-sensitive systemic risk
management frameworks.
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7| Policy and Regulatory Implications for Systemic Risk
Management

The findings of this study indicate that the prevailing policy logic in Iran’s capital market, largely centered on
controlling the observable consequences of systemic risk, is not fully aligned with the causal structure
identified in this analysis. A policy focus on consequential variables, without simultaneous intervention at the
level of institutional and policy drivers, provides only limited capacity for the sustained containment of
systemic risk. This conclusion, derived directly from the positioning of driving variables in the ISM model
and the MICMAC analysis, suggests that the effectiveness of macroprudential policies depends critically on
their alignment with the institutional architecture of the market [32]. International financial stability reports
likewise emphasize that strengthening institutional coordination and enhancing structural resilience are among
the most important prerequisites for mitigating systemic vulnerabilities in emerging economies.

Based on the structure derived from the integration of ISM and MICMAC, effective policymaking in the
domain of systemic risk requires a reconsideration of the level of intervention, shifting the focus from
instrument-level regulation and ad hoc responses toward institutional coordination, policy coherence, and
transparency in supervisory mechanisms. This analytical reorientation does not imply disregarding the role of
financial instruments; rather, it underscores their complementary and dependent position within a structurally

grounded framework of risk management.

The findings indicate that the development of advanced financial instruments, in the absence of a coherent
institutional infrastructure, may lead to increased systemic correlations and the intensification of herding
behavior in the market. This result is consistent with prior research demonstrating that derivatives, when not
embedded within effective regulatory and institutional frameworks, can become channels for the transmission
and amplification of systemic risk [28].

Finally, the analytical framework proposed in this study may serve as a conceptual tool for policymakers and
supervisory authorities to recalibrate intervention priorities in systemic risk management based on the causal
logic of market structure. It enables a transition from reactive, short-term prudential policymaking toward a
forward-looking and structurally grounded approach, without advancing prescriptive operational measures or
detailed policy directives.

8| Conclusion

This study examined systematic risk management in the Iranian capital market through a structural and
institutional lens. The findings show that systematic risk is endogenous and primarily driven by institutional

and policy factors rather than financial instruments alone.

The results identify the perception and identification of systemic risks as key driving variables, while policy
and regulatory mechanisms act as critical intermediaries. Financial instruments, in contrast, are positioned as
dependent outcomes whose effectiveness relies on the strength of upstream institutional structures.

Overall, the study highlights the need to shift from reactive, instrument-based approaches toward proactive
and structurally grounded policymaking. Sustainable management of systematic risk depends on institutional
coherence, policy coordination, and forward-looking risk identification, rather than solely on the development
of financial tools.
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