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Objective: The aim of this study is to identify and analyze the relationships between
strategic environmental factors affecting the capital market, highlighting the
importance of understanding them in the dynamics of the capital market.
Methodology: This research is both developmental-applied in terms of its purpose and
mixed-method in terms of data collection. The participants in the qualitative and
quantitative sections of the study include 16 senior managers and experts from the
Tehran Stock Exchange and over-the-counter (OTC) market, selected based on
theoretical, purposive, and accessibility sampling methods until theoretical saturation.
The components of the model were identified, categorized, and determined through
content analysis and semi-structured interviews with experts, and then their
relationships and levels were established using the interpretive-structural modeling
approach. The validity ratio of the model’s indices was assessed and evaluated through
content validity.

Findings: The findings of the qualitative section indicate that the strategic
environmental factors in the capital market consist of political, economic, social,
technological, environmental, and legal factors, along with 81 indices and 15 factors.
According to the findings of the quantitative section, "regional political-economic
conditions," "economic policies," "dominant political conditions," and "environmental
conditions™ are the most influential factors on other factors in the capital market, while
"government business regulations on the capital market™" and "regulations related to the
capital market" are in the second tier of influence. On the other hand, “corporate
regulations in the capital market" and "economic factors related to companies in the
capital market" are the most affected by environmental factors.

Conclusion: These findings and the model suggest that managers should improve the
capital market through political factors, and investors should focus on macroeconomic
and political events when planning.
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EXTENDED ABSTRACT
Introduction

The stock market is a fundamental pillar of the economy, providing the direction for economic
growth and serving as a vital channel for liquidity and capital necessary for economic stability and
development (Chikwira & Mohammed, 2023; Mai et al., 2023). Investment and capital accumulation play a
significant role in the economic transformation of a country, with the stock market serving as an ideal
platform for attracting small-scale investments, fostering both corporate growth and individual investor
development (Monfardini et al., 2022). The stock market is a domain where people can buy and sell shares
of publicly traded companies, providing opportunities for wealth creation and economic progress (Uckan,
2024). In an economy with an efficient capital market, there is a greater possibility of economic growth,
which is further enhanced by the optimal allocation of resources, contributing to overall economic
development (Zare Bahnamiri & Michaghani, 2023). Sometimes, stock prices fluctuate in ways that financial
fundamentals cannot justify, as these changes often reflect environmental shifts (East & Wright, 2024).
Therefore, investors and market decision-makers are focusing on identifying environmental phenomena
that may present opportunities or threats to the stock market. These factors may range from micro-level
elements, such as market knowledge, customer behavior, and competition, to macro-level elements that
pertain to the broader socio-economic context within which the stock market operates (Matovi¢, 2020).

Stock markets can be influenced by global reactions or local shocks, and it is essential to develop
rapid response strategies for managing such impacts (Wu, 2020). Strategic management emphasizes
continuous testing and quick adaptation to environmental changes (Bellman et al.). Organizations must
learn how to adjust to these changes (De Sousa & Castafieda-Ayarza, 2022), with an essential part of strategic
management being the evaluation of both internal and external environments (Roy & Chowdhury, 2021).
Recognizing a wider range of environmental events that could influence stock movements can support
more accurate market predictions (Verma et al., 2017).

In addition to political, economic, and social factors, technological, environmental, and legal
influences, collectively referred to as the PESTEL factors, play a crucial role in stock market behavior.
The PESTEL analysis helps identify key external forces that may impact an organization’s strategy
(Rahman etal., 2014). Studies have shown that various environmental factors, including economic relations,
investor sentiment, and financial instability, significantly affect stock market performance (Dhingra et al.,
2024; Sayed & Charteris, 2024).

Research has also highlighted that uncertainties in political, economic, and environmental
conditions can cause significant market volatility, impacting stock returns and investor confidence (Ghani
& Ghani, 2024; Mai et al., 2023). Consequently, understanding these factors is critical for predicting market
trends, formulating effective investment strategies, and shaping regulatory policies (He, 2024). This study
aims to explore the strategic environmental factors impacting the stock market using the PESTEL model,
which has not been thoroughly examined in previous research, particularly in emerging markets like Iran
(Karimzadeh Khosroshahi et al., 2021). Through this research, the author seeks to develop a comprehensive
model to guide investment decisions and market forecasting in response to external environmental
influences.



Methodology

This research employs a mixed-methods approach for designing a model of strategic
environmental factors in the PESTEL framework for the stock market, consisting of two phases:
qualitative and quantitative. The study is applied and developmental in nature, aiming to develop strategic
PESTEL factors specifically for the capital market.

In the qualitative phase, the research uses an inductive content analysis method. The variables of
the model are identified and extracted through interviews with experts, using semi-structured interviews
as the primary data collection technique. Semi-structured interviews allow for flexibility, as follow-up
questions are based on participants’ responses, fostering a reciprocal and open relationship between the
researcher and participants. Given the lack of reliable literature on environmental PESTEL factors in the
stock market, this phase combines semi-structured interviews with inductive content analysis.

The expert sample consists of 16 managers and specialists from the Tehran Stock Exchange and
Over-the-Counter (OTC) market, selected through non-probability, purposive, and convenience sampling
methods. These experts possess at least 15 years of management experience and are knowledgeable and
interested in the research topic. The study also ensures content validity by calculating the Lawshe
coefficient for the relevance of the extracted indices and obtaining expert opinions on the necessity of
each index.

In the quantitative phase, an Interpretive Structural Modeling (ISM) technique is used to design
the model. ISM helps determine the relationships and influences between the PESTEL variables in the
capital market. Microsoft Excel software is used for modeling, which involves structuring interactions
among variables based on expert knowledge, converting relationships into a visual model through matrix
algebra and graph theory.

Findings

The findings of this study present a detailed model of strategic environmental factors influencing
the stock market, utilizing both qualitative and quantitative methods. In the qualitative phase, the
components of the model were identified through inductive content analysis, and 115 indicators related to
the PESTEL environmental factors in the stock market were extracted. These indicators were grouped into
larger categories, forming the dimensions of the PESTEL model. The findings also emphasize the central
role of political, economic, technological, social, environmental, and legal factors in shaping the market
dynamics.

Following the identification of dimensions, factors, and indicators, the content validity of these
indicators was assessed using the Lawshe coefficient. After consultations with 16 experts, 81 indicators
were approved for the final model. The study provides a comprehensive table summarizing the variables,
factors, and indicators of the PESTEL model, covering areas such as political conditions, legal
frameworks, economic growth, technological infrastructure, social behavior, and environmental
influences on the stock market.

For model development, an interpretive-structural modeling method was applied to establish the
interrelationships between variables. The relationships were determined based on expert opinions, with a
coding system indicating the direction of influence between variables. This phase led to the construction
of a structural-interaction matrix, which was later converted into a binary access matrix. The analysis
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highlighted both direct and indirect relationships among the variables, contributing to the final model's
formation.

The study concluded with the creation of a final structural model based on the analysis of the
access matrix. The variables were classified into different levels, reflecting their influence on each other.
The model categorizes the variables based on their degree of impact and the interdependencies between
them. The structured model provides a comprehensive framework for understanding the strategic
environmental factors affecting the stock market, offering valuable insights for decision-makers and
market participants.

Discussion and Conclusion

The present study aimed to develop a model of strategic environmental factors using the PESTEL
framework in the capital market. The research employed both qualitative and quantitative methods, with
the qualitative phase utilizing content analysis and expert interviews to identify and validate the variables
and their respective indicators. The findings revealed that the most significant strategic environmental
factors in the capital market are political, legal, economic, technological, social, and environmental.
Among these, the political factors have a substantial influence, including regional political-economic
conditions, macroeconomic policies, and the political environment governing the capital market. This
underscores the importance of political stability in the capital market, as various studies have demonstrated
the impact of political uncertainty on stock performance and investor behavior. The legal factors,
especially those related to market regulations, pricing policies, and government laws concerning
macroeconomics, also play a critical role. Furthermore, the economic factors, such as the country's overall
economic growth, financial markets, liquidity, inflation expectations, and GDP growth rate, have a
profound impact on capital market dynamics. Similarly, technological advances, such as the development
of financial platforms and the role of financial technologies like financial software and robots, also
significantly influence market development. The social factors focus on societal attitudes towards capital
markets and the emotional behaviors of market participants, while environmental factors highlight the
growing influence of global environmental crises, such as the COVID-19 pandemic and climate change,
on market behavior. The findings suggest that these environmental factors interact with each other and
significantly shape the capital market’s performance, especially in emerging economies.

The results of the interpretive-structural modeling phase revealed that the most influential PESTEL
factors on the capital market are regional political-economic conditions, macroeconomic policies, the
political environment, and environmental conditions. These factors directly impact market stability,
offering low-risk opportunities for investors. In the context of Iran, factors like sanctions, global price
fluctuations, and international political agreements are crucial in ensuring business stability and fostering
investor confidence. Moreover, the political environment and foreign policies of the country, when stable,
help create a reliable framework for long-term market performance. In light of these findings, it is
recommended that policymakers and decision-makers pay greater attention to these factors, particularly
the political environment and macroeconomic policies, to enhance capital market growth. Additionally,
considering the increasing significance of environmental factors, it is suggested that the government
implement policies that promote sustainable environmental practices, such as renewable energy
regulations, to encourage investment in the market. The study also emphasized the importance of legal



frameworks and market regulations, suggesting that pricing policies should be standardized, and financial
institutions should integrate their decision-making processes while focusing on risk-return aspects. The
analysis further indicated that decisions made by market companies, particularly those related to financial
transparency and investment risk management, are critical to boosting market attractiveness. One
limitation of this study is the absence of real-time data on strategic environmental factors’ effects on the
capital market, and future research is encouraged to gather empirical data from the stock exchange and
over-the-counter markets for more tangible results. Further studies should also explore the impact of
PESTEL factors on stock return volatility and examine predictive modeling using artificial intelligence
for stock price fluctuations.
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