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[bookmark: _Toc228917177]Abstract

This research work is dedicated to understanding how managing financial risks can lead to better returns in Forex trading ventures. It aims to fill an important void in the existing knowledge base where the aspects of volatility modelling, risk measurement, forecasting, and hedging are rarely studied jointly but mostly are treated separately.
The study uses a systematic literature review method to bring together insights from published research to determine how various risk management strategies lead to trading results. The results indicate that forex markets exhibit features of rapidly changing volatility, deep systemic interconnections, and high levels of exposure to macroeconomic uncertainty. Despite the fact that the development of sophisticated risk measurement instruments such as Value-at-Risk and Expected Shortfall and also machine learning forecasting models have enhanced the accuracy of analyses, these enhancements rarely lead to better trading results. In fact, the results depend more on how these instruments are used in practice, including the strategies of execution, transaction costs, and behavioural aspects.
The research's main highlight is the formulation of a unified risk management system that fuses risk recognition, assessment, and control into a methodical approach. The paper finds that reliable Forex trading results rely on more than just the ability to forecast accurately; they hinge on the regular and disciplined adherence to well-rounded risk management procedures.
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[bookmark: _Toc228917183]1.1 Background and Context

The foreign exchange (Forex) market is the biggest and most liquid financial market in the world, and it is very important for international trade, investment flows, and maintaining macroeconomic balance. When exchange rates change, they have an immediate impact on the ways in which capital is allocated, competitiveness of different countries, and financial decision-making. Recently, the rise in global uncertainty, geopolitical tensions, and economic recovery after the pandemic have together led to a significant increase in exchange rate volatility, thus making risk management very important for investors and institutions (Haddad, 2023).
Moreover, the different financial markets have got more connected to each other, so the risks are not limited to certain currencies but are transmitted to different parts of the world and various asset categories. This has led to a high degree of difficulty in managing Forex investment and to the emergence of strong demand for comprehensive and flexible risk management methods (Nerantzidis, Stoupos and Tzeremes, 2024).

[bookmark: _Toc228917184]1.2 Research Gap

The literature is extensive on volatility modelling, spillovers and risk measure, but is not cohesive. Most studies focus on individual components such as forecasting accuracy or risk estimation, rather than examining how these elements work together to improve trading performance. While many authors have addressed the importance of spillovers in forecasting, there is no cohesive study on how these models could be integrated into an integrated risk management framework for FX trading and the impact on performance (Fathi, Grobys and Kolari, 2024; Yildirim, Erdoğan and Tarin, 2022). 
There is limited research that integrates risk identification, measurement, and mitigation into a unified framework linked directly to Forex trading outcomes. Similarly, the relationship between advanced risk management techniques and actual investment performance remains underexplored. These issues have led to the objective of this research to develop and assess a systematic and integrated risk management framework to enhance FX trading performance (Ayitey Junior et al., 2023; Zhao and Yan, 2024).

[bookmark: _Toc228917185]1.3 Financial Risk in Forex Markets

The key risk in Forex trading would be financial risks due to exchange rate volatility, tail dependence, liquidity constraints, and systemic spillovers. Empirical studies emphasise that tail dependence and volatility cluster substantially high probabilities of extreme losses, especially in emerging markets and the most integrated ones (Arismendi-Zambrano et al., 2022; Fathi, Grobys and Kolari, 2024). Also, dynamic connectedness models demonstrate that the conduct of exchange rate volatility is distributed among currency pairs and regions frequency-dependently (Barunzik and Krehelik, 2021; Nerantzidis, Stoupos and Tzeremes, 2024).
These spillover mechanisms suggest that risk management should take into consideration cross-market interdependencies as opposed to taking the single-currency exposure. Experiments examining the roles of volatility communicators and recipients in financial markets show that there are asymmetric effects, and it is essential to apply a detailed risk identification model (Jiang et al., 2022). Moreover, the currency crisis early warning systems show that ineffective risk management contributes to the systemic susceptibility in the emerging economies (Ferdous et al., 2022).
More sophisticated modelling approaches have enhanced the predictability rate of the occurrence of extreme losses in relation to advanced modelling methods such as expectile-based risk measures and machine learning-enhanced VaR estimation (Jiang, Hu and Yu, 2022; Blom, Petter and Risstad, 2023). Nevertheless, there is a tendency in the literature to separate risk quantification and practical trading decision-making, and this severely limits the knowledge about how these tools can turn into significantly better investment results.

[bookmark: _Toc228917186]1.4 Risk Management Strategies and Hedging Practices

Forex markets practice financial risk management, in which both risk measurements and mitigating measures are undertaken. The best practises in hedging with the use of derivatives, active rebalancing of a portfolio and diversification are often used to align the exposure to unfavourable currency movements (Almeida and Goncalves, 2022b; Zakaria, 2023). The empirical evidence shows that right hedging can lead to stabilising returns and augment volatility, especially in times of crisis (Mezghani, Boujelbène and Boutouria, 2023).
The integration of financial derivatives was found to affect the performance of the firms and the stability of the working capital, and emphasise the connection between risk mitigation and financial performance (Reyad et al., 2022). However, systematic reviews demonstrate that the effectiveness of hedging is not consistent in every situation and exchange rate regime (Putri Ayu Lestari and Adekunle, 2024). It shows that the performance effect of risk management is contextual, with a need to further synthesise analytically.
Furthermore, the risk exposure in the financial market has become more complicated due to the introduction of financial market integration, and novel and flexible risk management strategies must be implemented (Haddad, 2023; Kuznyetsova et al., 2024). Attempts to improve the predictive performance in volatile settings are manifested in the emergence of hybrid econometric and machine learning forecasting models, including GARCH-LSTM and transformer-based architectures (Nsengiyumva, Mung’atu and Ruranga, 2025; Bilis et al., 2025). However, whereas the predictive advancements have been documented to improve forecasting of improvements, a smaller amount of literature relates the advancements of predictive improvements to the observable advancements in trading profitability.




[bookmark: _Toc228917187][bookmark: _Toc221799722]1.5 Research Aim, Objectives and Questions

Research Aim
This study aims to critically examine how financial risk management contributes to improving Forex trading investment outcomes through a systematic review of academic literature and published research.
Research Objectives
· To critically list and analyse the key financial risks involved in the Forex trading investments.
· To examine the financial risk analysis tools and techniques applied in Forex markets.
· To determine the relationship between the financial risk management practises and Forex trading performance.
· To use the synthesising evidence that would identify the best practises in Forex risk management.
Research Questions
1. What key financial risks affect Forex trading investments?
2. What financial risk management tools and strategies are used in Forex markets?
3. What relationship exists between financial risk management practices and Forex trading performance?
4. Which risk management practices are most effective in improving trading outcomes?

[bookmark: _Toc228917188]1.6 Significance of the Study

The study makes a great contribution to the academic and professional circles. Research-wise, it helps in the development of precedence regarding literature on volatility, spillovers, forecasting and hedging, and it engulfs it into one cohesive performance-based framework. The study contributes to a better comprehension of how the risk identification, its measurement and mitigation as a whole affect the outcomes of investment by filling the identified knowledge gap.
The implications of the findings in the professional front are the initiation of ideas by traders, financial institutions, and portfolio managers to enhance resilience in the unstable currency markets. In light of the growing complexity of international financial infrastructure and interdependencies of markets across the majority of markets (Haddad, 2023), sustainability-based risk control is central to successful trading.
Poor risk discipline in highly leveraged Forex setups is quite often the cause of excessive drawdowns and market exits (Ferdous et al., 2022). Consequently, it is of practical significance to learn how the tools of risk management could be effectively incorporated into the trading strategies. 

[bookmark: _Toc228917189]1.7 Structure of the Dissertation

Chapter Two provides a critical review of the available literature concerning Forex volatilities and spillovers, risk measurement and hedging strategies following this introduction. The third chapter specifies the research methodology, which involves the systematic literature review methodology. The results are in Chapter Four, which outlines some thematic findings and discussions in Chapter Five. The dissertation, in its conclusion, will have implications, limitation and future research recommendations.
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[bookmark: _Toc228917191]2.1 Introduction to the Literature Review

The foreign exchange (Forex) market has become a highly interlocked and the volatility sensitive financial system, which is influenced by the macroeconomic uncertainty, corporate capital flow and technological change. Currency risk impacts international trade, cross-border investments and corporate profits and business, which makes the management of currency risk the core element of financial decision-making (Ahmed et al., 2024; Ameziane and Benyacoub, 2022). The demand for structured financial risk management instruments in Forex markets has increased in recent years in terms of heightened spillover effects, mechanisms and mechanisms of crisis transmission, as well as nonlinear volatility regimes (Huynh, Nasir and Nguyen, 2023; Nerantzidis, Stoupos and Tzeremes, 2024).
The volatility clustering, regime changes and the dynamical connections in currencies and asset types are recorded in the studies (Barunik and Krezhlik, 2021; Yildirim, Erdo and Tarini, 2022). These studies also show that currency markets are transmitters and receivers of systemic shocks, which support greater complexity of risk exposure (Jiang et al., 2022). The implications of these findings include the idea that the proper management of a Forex risk simply involves taking an integrated approach that considers the inter-market dependencies as opposed to individual movements of currency.
In line with the econometric modelling, there has been progress in machine learning and deep learning, which has increased the accuracy of the forecasts in the currency markets (Ayitey Junior et al., 2023; Zhao and Yan, 2024). The hybrid models like GARCH-LSTM and transformer-based models develop a way of capturing nonlinear dynamics in predicting a phenomenon and enhance the predictive ability (Nsengiyumva, Mung’atu and Ruranga, 2025; Bilis et al., 2025). Nevertheless, the accuracy of its forecasts has been increasing, although there is still a growing lack of literature on whether the enhanced prediction directly correlates with the elevated trading results.
Also, the downside risk has been optimised to measure risk in currency markets using risk measurement instruments like Value-at-Risk (VaR), Expected Shortfall (ES) and copula-based tail modelling (Blom, Petter and Risstad, 2023; Arismendi-Zambrano et al., 2022). However, the interrelation between quantification of risk and the long-term investment performance is yet to be well-synthesised.
The chapter shifts the theoretical backgrounds to practical empirical studies, which end in discovering gaps in research that provide the justification for the current study.

[bookmark: _Toc228917192]2.2 Theoretical Foundations of Financial Risk Management in Forex Markets

[bookmark: _Toc228917193]2.2.1 Risk–Return Trade-Off and Portfolio Theory
The fallacy of financial risk management is rooted in the Modern Portfolio Theory (MPT), which is the theory that investors rationalise their portfolios by determining the balance between expected return and risk (in terms of variance or standard deviation). Findings of empirical studies on cross-market volatility spillovers show that the currency markets are dynamically interdependent, making it hard to assume that there are consistent gains from diversification benefits (Martial and Mbodja Mougouée, 2021; Nerantzidis, Stoupos and Tzeremes, 2024).
Originally, MPT assumes a normality of returns and a constant correlation, whereas the Forex markets have a fat tail, volatility clustering and structural break (Fathi, Grobys and Kolari, 2024). This is non-standard in respect to theoretical premises, which implies that the classical outlook based on optimisation could undervalue the severe decline risk. This, therefore, means that theoretical models had to be modified to include nonlinear and regime-dependent volatility structures.

[bookmark: _Toc228917194]2.2.2 Market Efficiency and Exchange Rate Determination
In the currency markets, the informational efficiency is affected by macroeconomic announcements, the interest rate differentials, and geopolitical developments (Ahmed et al., 2024). Nevertheless, the ongoing volatility spillover and contagion effects demonstrate that the market might not react and respond to new information immediately and in a symmetrical manner (Huynh, Nasir and Nguyen, 2023).
In other words, empirical studies have shown that frequency-dependent connectedness structures are present in Forex markets, indicating inefficiency in the Forex markets regarding various time horizons (Baruník and Křehlík, 2021). Further, behavioural factors like speculative sentiment are some of the contributors to the alternatives in rational pricing models (Chen et al., 2021). Such results undermine the general EMH assumptions and give them a theoretical defence of active risk management and forecast strategies.

[bookmark: _Toc228917195]2.2.3 Theory of Hedging off the risk and risk avoidance
The hedging theory puts forward the hypothesis that risk-averse investors also make use of derivatives and counter-positions to reduce their exposure to negative price fluctuations. Currency futures and options are usually used to trade the exchange rate risk, more so in multinational companies and institutional investors. Original experiences point to the fact that the adoption of derivatives may stabilise financial performance and lower the working capital volatility (Reyad et al., 2022).
However, the success of hedging is situation-specific, and it depends on volatility regimes, liquidity status and transaction costs (Zakaria, 2023). It is also found that correlation breakdowns can negatively affect the benefits of diversification by making the strategy of hedging more complex when the crisis occurs (Mezghani, Boujelbene and Boutouria, 2023). This serves to highlight the theoretical shortcomings of the traditional forms of hedging models and also to emphasise the relevance of generally adaptive/data-driven strategies.

[bookmark: _Toc228917196]2.2.4 Theoretical Limitations and Measurement of Risk
Conventional theoretical frameworks are based on the risk estimation using volatility, but extreme events and tail dependence require a more complex methodology. Copula-dependent modelling and expectile-dependent risk controls achieve more than mere variance assumptions on the theoretical frameworks (Arismendi-Zambrano et al., 2022; Jiang, Hu and Yu, 2022). These advancements are in line with theoretical acknowledgement of the fact that financial risk is multidimensional and interconnected.
These developments notwithstanding, there is still a theoretical vacuum: the issue of risk models enhancing the accuracy of measurement is addressed; nevertheless, fewer studies use these frameworks in comprehensive performance-enhancing techniques. The theoretical background can, therefore, give a valuable perspective into risk-return relationship, market efficiency and hedging behaviour, but is still illogical when used to forex trade performance.

[bookmark: _Toc228917197]2.3 Exchange Rate Volatility and Risk Transmission 

Contrary to the equity markets, the currency markets are extremely vulnerable to perceptual declarations in macroeconomic matters or even to the distinctions of interest rates and geopolitical advancements, which yield sudden anticipatory alterations, alongside the changes in liquidity situations (Ahmed et al., 2024; Latief and Lefen, 2021). 

[bookmark: _Toc228917198]2.3.1 Characteristics of Forex Volatility
The empirical evidence consistently proves that exchange rate returns are volatile, have fat-tailed distributions and regime-specific behaviour (Fathi, Grobys and Kolari, 2024). The feature contradicts the constant variance assumptions of the classical models of portfolio and advocates for using conditional heteroskedasticity models.
Moreover, exchange rate stability is quite different in a variety of economic situations. Research analysing the impact of emerging markets reveals that structural characteristics, exchange rate regimes and macroeconomic fundamentals affect volatility persistence (Ameziale and Benyacoub, 2022; Chikwira and Jahed, 2024). The instability of the currency is prone to exacerbation in weak institutional frameworks and turbulence of capital flows, which make the system vulnerable in developing economies. 
Also, volatility regimes are enhanced by external shocks that include global pandemics or financial crises. Shehryari et al. (2025) reveal that the uncertainty in COVID-19 policies has had a major impact on the pattern of exchange rate volatility in India and corroborates the nonlinearity and time variance of currency risk. On the same note, the literature of spillover studies indicates that volatility is not within a country's boundary but spreads to the regional and international markets.

[bookmark: _Toc228917199]2.3.2 Volatility Spillovers and Dynamic Connectedness
Volatility spillovers have become the focus in the perception of policies in transmitting risks in the Forex. To include this dynamics, high-order econometric models, including time-varying parameter vector autoregressions (TVP-VAR) and frequency-domain connectedness frameworks, have been used (Barunik and Krehlik 2021). Such strategies show that the currency markets have short-term and long-term relatedness structures of movements, which means that different levels of investment timelines have varying propagation of risks.
Empirical evidence indicates that some currencies are net transmitters of volatility, whereas the other ones can be receivers ((Jiang et al., 2022; Mohammed, 2021). When faced with a crisis, the associated connectedness increases the systemic risk in addition to lowering the gains of diversification (Huynh, Nasir and Nguyen, 2023). As a result, these investors using only historical correlations might underestimate the actual risk exposure.
Regional research also shows that there are always transitory spillovers between European currencies in the aftermath of sovereign debt crises (Nerantzidis, Stoupos and Tzeremes, 2024) and between African currency markets (Martial and Mbodja Mougoue, 2021). These results confirm the fact that currency markets are connected to the global risk net and not localised national frameworks.
Additionally, there are no intra-currency relationships that are only spill-overed. The sharing of the market between exchange rates and commodities has been much documented. According to Yildirim, Erdogan and Tariri (2022), there is high volatility in surpluses among the real exchange rate and commodity prices in the emerging economies. On the same note, Wang, Wu and Zhou (2022) determine dynamic dependence frameworks between exchange rates and crude oil prices through the copula-supported modelling. These cross-asset correlations are known to make traders of diversified portfolios susceptible to macroeconomic shocks, making the determination of risk management more difficult.

[bookmark: _Toc228917200]2.3.3 Tail Risk and Extreme Event Transmission
Extreme risk events are essential in Forex markets beyond the average volatility transmission. Tail dependence analysis shows that extreme losses are frequently correlated across the markets during times in which financial stressful situations occur (Arismendi-Zambrano et al., 2022). This tail co-movement aggravates the downside exposure, and the diversification strategies used in times of crisis do not work well.
Currency crisis early warning models are another good example of the systemic risk transmission (Ferdous et al., 2022). Such signs like flight of capital, falling reserves and macroeconomic imbalances are commonly obtained before sudden drops in the value of currency and stress the need for pre-emptive risk detection. These macro-level warning systems are, however, hardly ever combined with trading-level risk management approaches to create a sense of disconnect between systemic risk prediction and portfolio management.
Volatility has also been enhanced by the use of high-frequency trading and algorithmic designs, among others, which are becoming increasingly popular. Even though machine learning-oriented prediction models can be very effective in predicting volatility (Ayitey Junior et al., 2023; Zhao and Yan, 2024), the inductance of machine learning does not automatically reduce the systemic transmission risk in banking and finance without specific implementation in a structured risk management setting.

[bookmark: _Toc228917201]2.4 Risk Measurement Techniques in Forex Markets
 
Forex trading is all about risk management; the measurement of risks is the key to effective risk management. The literature shows that there has been a massive transformation of the traditional volatility-based measures to advanced econometric and machine learning based procedures.

[bookmark: _Toc228917202]2.4.1 Traditional Volatility-Based Risk Metrics
In the past, the exchange rate risk has been evaluated based on the variance and standard deviation of the return series. Conditional heteroskedasticity models, more specifically, the GARCH family has been extensively used to model volatility clustering and persistence in the currency markets. Despite useful base predictions by traditional models, they assume that the market is linear and has a parametric distribution, which tends to undermine their performance in extreme market conditions.
Value-at-Risk (VaR) has still been one of the most popular risk measurements in Forex trading. Empirical studies using VaR in currency markets and prone to risk management and capital allocation decisions prove the practicality of VaR (Blom, Petter and Risstad, 2023). The shortcoming of VaR, however, is that it fails to record losses beyond the level of confidence, especially in tail events.
Expected Shortfall (ES) is proposing itself as a more rational and logical risk measure when it comes to filling this gap. ES measures based on the loss averages that are conditional on the loss going beyond the VaR threshold, and this gives a more detailed measure of the extreme downside exposure. Jiang, Hu and Yu (2022) put forward expectile-based models in estimating ES, which have better tail-risk estimation under non-normal returns distributions. These developments indicate that fat-tailed behaviour in Forex markets and asymmetric shocks is often recognised.
However, conventional risk measures are usually faced with criticism that they are regressive. The use of historical data-based models can not necessarily predict a shift in the regime, particularly in the cases of financial crisis or macroeconomic instability (Syed et al., 2025). This indicates the necessity to have adaptive risk measurement methods that are able to capture time-varying dynamics.

[bookmark: _Toc228917203]2.4.2 Dependence Modelling and Tail Risk Estimation
In addition to single assets risk estimation, values of interdependence between the currencies and asset classes are a requirement in the correct assessment of portfolio risks. The models using copulas give the flexibility of modelling nonlinear structures of dependence and tail co-movements between financial variables. As Arismendi-Zambrano et al. (2022) show, tail dependence plays a strong role in counterparty credit risk pricing, which could also have the same implication on cross-currency portfolio exposure.
There has also been a dynamic factor copula that checks on conditional dependence between exchange rates and commodity prices (Wang, Wu and Zhou, 2022). These models improve the knowledge about the systemic transmission risk and make it possible to stress-test diversified portfolios much better. Nevertheless, although these techniques improve the dependency modelling, in many empirical studies, too much attention is paid to the methodology rather than the actual implementation of trading.
Risk perspectives based on fractal models go further in adding volatility modelling techniques by identifying the long-memory characteristics of exchange rates in a series (Fathi, Grobys and Kolari, 2024). This method contradicts the traditional belief of short-term memory and linear variance, which implies that risk persistence can be embedded in the structure of currency markets. In spite of their theoretical foundation, the application of the approaches of fractal trading is comparatively insufficient.

[bookmark: _Toc228917204]2.4.3 Machine Learning and Hybrid Forecasting Models
The application of machine learning (ML) and deep learning (DL) methods is one of the major changes in the field of forecasting risks in Forex. The neural network models, such as Long Short-Term Memory (LSTM) and transformer-based networks, have also proven to be more accurate in their predictions as compared to those of the traditional econometric models (Ayitey Junior et al., 2023; Zhao and Yan, 2024). The models have been extensively used to describe non-linear relations and high-frequency changes in volatility.
Hybrid models, including GARCH-LSTM models, integrate the ease of econometric frameworks of volatility with the pattern-recognition features of a deep-learning model (Nsengiyumva, Mung’atu and Ruranga, 2025). Likewise, prediction systems that are founded on transformers are trying to capture complex sequential associations in the exchange rate information (Bilis et al., 2025). The above developments are a sign of increasing overlap in existing risk management practices involving financial econometrics and artificial intelligence.
Although these advancements have been achieved, there are other limitations that exist. There is a tendency towards overfitting machine learning models, as well as the lack of transparency and excessive computational needs. Furthermore, though a predictive value can enhance volatility forecasting measures, there is minimal empirical research that shows that risk-adjusted trading returns were enhanced consistently through an ML-based risk model. The ability to predict is not necessarily converted to profitable trading until incorporated in the disciplined risk management structures.
[bookmark: _Toc228917205]2.4.4 Critical Evaluation
The literature shows that there is a significant advancement in methodologies used in measuring risks of Forex markets. Since the estimate of VaR and ES were traditional and based on simple copulas to develop dependence models and predictive modelling by using deep learning, the precision of analysis has been enhanced significantly. Nevertheless, the same limitation is apparently one of the recurring weaknesses: the dissociation between risk quantification and performance evaluation. Most of the researches evaluate the accuracy of forecasts or model efficiency, but do not measure their actual contribution to the control of portfolio drawdowns (or improved returns).
Moreover, the methodological sophistication is not always a guarantee of the strength in crisis situation. Regimes of extreme volatility are easily showing model failure especially in data and parametric-based approaches. Thus, although the measurement of risk has been enhanced particularly, the role in risk enhancement of the Forex trading series in the context of unified financial risk management systems has not been fully ventured. The need to deal with this disconnect is an important starting point of the current research.



[bookmark: _Toc228917206]2.5 Hedging Strategies and Risk Mitigation in Forex Markets

One of the central elements of the management of financial risks in the foreign exchange markets is hedging, which is aimed at compensating the exposure to the unfavourable currency dynamics and maintain the stability of the portfolio. Maximising the utility of hedging is however subject to the market conditions, choice of instruments as well as the structural properties of the volatility regimes.
The most common ways of managing the exchange rate risk include derivative instruments especially currency futures and options. Empirical studies confirm that the use of derivatives could also lead to earnings reduction and enhanced financial stability of companies that face fluctuation of the foreign currency (Reyad et al., 2022). This data confirms the theoretical assumption according to which hedging increases the resilience through the compression of cash flows and preventing unanticipated currency shocks. Hedging with derivatives is however not free of cost. 
Hedging strategies also do not work in all regimes. The argument of Zakaria (2023) is that hedging performance is not viewed as constant in times of calm and turbulence. When the market is in low-volatility mode, hedging could be unnecessary because there could be higher gains which could be realised. When it is at the high-volatility level, then it becomes a necessity to control the drawdowns. The above trade-off is where adaptive hedging strategies lead to greater importance instead of the one-size-fits-all hedging strategies.
Another fundamental risk management method is diversification in the currency pairs and asset classes. According to the portfolio theory, the process of diversification lowers the unsystematic risks by having imperfect correlations among the assets. Nevertheless, spillover studies assess both the consistency of such correlations. Research shows that transmission of volatility rises and cross-currency correlations go up under the influence of financial distress, thus improving the willpower of diversification (Huynh, Nasir and Nguyen, 2023; Nerantzidis, Stoupos and Tzeremes, 2024). This has come to be commonly referred to as contagion and means that the concept of diversification could be unreliable at the time one needs it the most to mitigate the risk.
They have also looked at cross-hedging strategies; cross-hedging is a set of strategies that involve the use of related assets like commodities or equities to counter a currency exposure. Wang, Wu and Zhou (2022) list the active dependence between the prices of oil and the exchange rates, implying possible hedging opportunities. On the same note, Meersghani, Boujelbene and Boutouria (2023) show that financial stress has an impact on hedging between financial and oil markets. These results support the argument for using time-varying dependence structures in hedging decisions.
Although a lot has been done to research hedging instruments and strategies, there is still one crucial weakness. The literature pays a lot of attention to the stabilisation of corporate risk, instead of speculative performance in the Forex trading. The goals of corporate hedging tend to focus on the predictability of earnings, and the aim of Forex traders is to achieve the highest returns that are risk-adjusted. As a result, there is a lack of studies that directly analyse the connection between hedging discipline and the long-term profitability of trading.
Besides, behavioural dimensions make hedging decisions difficult. The effect of speculative mood and overconfidence can be the discouragement of the regularity of hedging, especially over the long-term market's stable period (Chen et al., 2021). This lack of consistency in behaviour is a weakness of the theoretical advantages of hedging frameworks.
To conclude, a hedging approach is theoretically a sound way of reducing the risk of currency risk, which, however, depends on volatility regimes, cost and behavioural discipline of transactions. Even though there is empirical evidence that coherent and systematic Forex trading arrangements can mitigate currency risks, there is yet to be developed integration with the derivatives and diversification strategy. This explains the necessity of a more formalised approach that would tie disciplined hedging behaviours to quantified trading performance effects.




[bookmark: _Toc228917207]2.6 Forex Trading Performance and Risk Discipline

Forex highly leveraged, and the trading frequency is very high hence risk exposure is interwoven with the trading performance. Performance evaluation thus goes beyond the conventional returns to risk-adjusted returns, accommodating volatility, drawdowns and capital conservation. Structured risk discipline is a foundation upon which the sustainability of Forex trading strategies relies, as opposed to predictive accuracy.
The Sharpe ratio and the analysis of maximum drawdown are risk-adjusted performance measurements instead of the raw returns, which offer more dedicated indicators of strategy strength. The study by Malhotra et al. (2023) shows that performance analysis should include volatility-adjusted returns, which should not lead to a misleading conclusion on profitability. In very volatile Forex markets, large short-term profits can mask excess exposure to downside risks, especially in cases where leverage is taken.
Available evidence shows that well-organised risk management will improve resilience in times of crisis. In predicting instability in the exchange rate, Ferdous et al. (2022) design early warning mechanisms against currency crisis that emphasise the use of macroeconomic indicators. Nonetheless, the identification of the macro-level risks does not necessarily result in the proper risk management at the portfolio level. Retail Forex traders often do not have systematic guidelines on position sizing and how to place a stop-loss, and the capital, which puts them at risk of massive drawdowns.
The progress of machine learning models has enhanced the accuracy of forecasting in the exchange rate markets (Ayitey Junior et al., 2023; Zhao and Yan, 2024). Nonlinear volatility dynamics are modelled by hybrid models like GARCH-LSTM, and they improve the accuracy of short-term prediction (Nsengiyumva, Mung’atu and Ruranga, 2025). However, a high prediction rate does not necessarily have an impact on greater profitability. Predictive gains that may be a result of predictive improvement may be undermined by overfitting, transaction costs and market slippage.
Spillover research also makes life tough with respect to sustainability in performance. The dynamic connectedness models indicate a rapid speed of systemic shocks spread in currency markets (Baruník and Křehlík, 2021). In times of heightened volatility, leveraged potentials can undergo increased losses. This highlighted the importance of spillover awareness implementation in the trading systems as opposed to using individual currency analysis.
There are also behavioural factors of performance. Chen et al. (2021) emphasise the importance of speculative sentiment in increasing volatility and promoting taking an excessive amount of risk. Rational risk assessment may be flawed by overconfidence and loss aversion, resulting in inconsistency in following rules on risk management. 
Although there has been a lot of research done on forecasting, volatility modelling and spillovers, it is not common to find the literature that has provided an integration of these dimensions in the framework of performance. Research will tend to measure the forecasting performance without considering risk-adjusted profitability, or will test components of volatility transmission without considering trading results. This fragmentation results in a discontinuity in understanding how organised financial risk management is the way to improve sustainable Forex trading performance.
Thus, a connection between risk discipline and performance should be studied as a whole. To trade successfully through Forex, volatility forecasting, tail-risk measurement, hedging approaches and behavioural control systems are all to be incorporated. In its absence, even high-veneered predictive models might not prove to be consistent in terms of risk-adjusted returns. This gap of integration is one of the major tasks of the current study.

[bookmark: _Toc228917208]2.7 Synthesis of Literature

The review above shows that the literature on foreign exchange risk management is vast and sophisticated in terms of its methods. Nevertheless, even with massive progress in volatility modelling, analysis of spillovers, methods of risk quantification and forecasting, the field is conceptually jagged. Critical synthesis shows that although individual components of financial risk management have been studied in detail, comparatively little has been done in analysing their overall effect on Forex trading performance.
First, the studies on volatility and the study of connectedness have made considerable contributions towards the knowledge of the exchange rate dynamics. Both frequency-domain and time-varying models indicate that currency markets possess asymmetric spillovers and regime-dependent interdependencies (Barunzik and Krehlik, 2021; Nerantzidis, Stoupos and Tzeremes, 2024). The cross-market research also shows the channels of transmissions in between the exchange rates, goods and financial assets (Yildirim, Erdoğan and Tarir, 2022; Wang, Wu and Zhou, 2022). These results emphasise the systemic risk of currency and upset the assumption of the static diversification of currency risk. 
Second, there has been an improvement in risk measurement techniques. Expected shortfall, expectile-based models and copula-dominated dependence modelling have replaced the traditional Value-at-Risk models (Blom, Petter and Risstad, 2023; Jiang, Hu and Yu, 2022; Arismendi-Zambrano et al., 2022). The methods increase accuracy in estimating tail risks and extreme co-movements. 
Third, machine learning and hybrid econometric models have been successfully applied in more and more studies by forecasting research to make predictions of nonlinear volatility dynamics (Ayitey Junior et al., 2023; Zhao and Yan, 2024; Nsengiyumva, Mung’atu and Ruranga, 2025). 
Fourth, it is shown in hedging literature that the use of derivatives and diversification can stabilise the financial results (Reyad et al., 2022; Zakaria, 2023). However, most research concentrates on the stability of corporate earnings and not on the Forex trading speculation results. Besides, spillover studies show that diversification benefits deteriorate when the system is stressed (Huynh, Nasir and Nguyen, 2023), which raises the issue of the resilience of hedging in a crisis.



[bookmark: _Toc228917209]Chapter 3: Research Methodology

[bookmark: _Toc228917210]3.1 Introduction

The chapter describes the research design that is used to investigate the role of financial risk management in improving the results of Forex trading investment. The corresponding chapters made it clear that although ample empirical studies were carried out on the volatility modelling, spillover dynamics, forecasting methods and hedging strategies, they are all conceptually disunified. As such, it is required to have a systematic methodology to package current evidence into an integrated performance-based framework.
It is a volatile and interdependent financial ecosystem in which the foreign exchange business operates and maintains regime-dependent behaviour and dynamic risk transmission (Barunik and Kdlhik, 2021; Huynh, Nasir and Nguyen, 2023). Moreover, the recent progress in machine learning forecasting and hybrid volatility models has only added to the methodology diversity in the given field (Zhao and Yan, 2024; Nsengiyumva, Mung’atu and Ruranga, 2025). Nonetheless, the methodological sophistication does not necessarily lead to better trading results of trading.
In its turn, the given research opts to employ a systematic literature review approach that will synthesise the results of various research strands. The analyses in this chapter include research philosophy, approach and design, and data collection procedure, which form the basis of the analytical framework of the dissertation.

[bookmark: _Toc228917211]3.2 Research Philosophy

A pragmatic research philosophy underpins this study, one that is particularly appropriate in a context where the problem is complex and the research question is applied, such as in financial research. Pragmatism is the philosophy which is most focused on what practical consequence knowledge has and on using the most appropriate methods to answer the research questions regardless of any philosophical position. The problem tackled by this study is not just understanding risk but understanding the extent of risk and whether or not managing it properly can improve trading performance in the foreign exchange market. It thus is necessary to use many different ways to understand it (Barunik and Krezhlik, 2021). 
This study is not primarily an empirical research project and therefore the use of a systematic literature review (SLR) is an appropriate approach for this research. SLR is a method where the findings of previous studies are integrated together and where this process results in new insights to emerge as to the connections and patterns between studies and to the consequences that can arise. As opposed to empirical research, where one gathers empirical data from the primary data, it uses previously gathered empirical data. 
The research philosophy that is adopted is, therefore, consistent with the ideas of positivism where the reality is seen as a constant, and the interpretivism, which sees reality as constructed, albeit to a smaller extent since it draws on different interpretations of data from different studies. This is because knowledge is seen to be a product of interpretation, which is consistent with the idea that the reality that is investigated has been interpreted in a variety of ways in past empirical research (Jiang, Hu and Yu, 2022). 
This study’s overall position, however, is based on a pragmatic philosophy, which is in line with the pragmatic philosophy in terms of generating useful knowledge that can lead to improvements in financial risk management practices in the area of foreign exchange trading. The aim of this study is not to produce a singular theory that can be tested, but rather to generate knowledge by using previously established knowledge to improve the decision-making process in trading and investment (Zhao and Yan, 2024).

[bookmark: _Toc228917212]3.3 Research Approach

This study uses an inductive form of analysis. This study synthesises the available empirical evidence as opposed to testing a pre-defined econometric hypothesis so as to detect recurrent patterns, methodological strengths, and gaps in the conceptualisation of the phenomena in the literature. The Forex risk management market is heavily fragmented, with individual streams discussing the volatility modelling (Fathi, Grobys and Kolari, 2024), the effects of spillovers (Huynh et al., 2023), risk quantification methods (Blom, Petter and Risstad, 2023), and machine learning predictions (Ayitey Junior et al., 2023).
A systematic literature review would be highly adequate for this study as the research issue/matter is driven by scattered and multidisciplinary pieces of evidence. Past researchers looked at volatility, risk measurement, forecasting, and hedging individually; however, there is little cross-domain integration.
The SLR method is a well-conducted and clear way to bring together what is already known. It helps find trends and holes which are not seen in separate studies. Therefore, it is perfect for acquiring an in-depth knowledge of the extent to which financial risk management strategies affect the performance of Forex trading.
With this variety, an inductive method allows one to come up with a comprehensive analytical system that is based on empirical evidence. Instead of defining a strict theoretical framework, the analysis draws a comprehension based on the determined outcomes of research and comparative analysis.
Such a strategy aligns with systematic review methodologies that have been applied in financial research, in which integration and critical synthesis become a necessity to have domains of knowledge to be consolidated (Almeida and Goncalves, 2022a). The inductive orientation thus justifies the aim of the dissertation, which is to correlate organised risk management practices with the results of the Forex trading performance.

[bookmark: _Toc228917213]3.4 Research Design: Systematic Literature Review

The systematic literature review (SLR) is the research design of this dissertation. One of the aspects was the use of the SLR method that guarantees the transparency, methodological rigour, and systematic synthesis of existing empirical studies. The mechanism of systematic reviews, as compared to narrative reviews, can be selective and descriptive, reducing the possibility of bias and increasing their replicability with the help of the predetermined search strategy and screening criteria.
The systematic reviews have been applied by recent financial studies to summarise the existing research on volatility forecasting and risk management (Almeida and Goncalves, 2022a; Alhattali et al., 2024). Taking into consideration the fast development of econometric modelling, tail-risk estimation and the use of machine learning in Forex markets, a systematic method of reviewing articles is required to combine these efforts in a way that makes sense.
This review was conducted through the process of identifying the pertinent peer-reviewed studies and new ones, screening them using the selection and inclusion criteria, assessing them in terms of their full-texts, and using the thematic synthesis technique. This is a structured design which enables critical comparison across methodologies and analytical consistency. The literature review framework is systematic to provide a methodologically sound and analytically clear framework for performing a critical evaluation of the performance implications of structured financial risk management practices in a complex Forex trading environment.

[bookmark: _Toc228917214]3.5 Data Sources and Search Strategy 

The selected academic databases comprised Scopus, ScienceDirect, MDPI and Web of Science and were used to do the literature search. The choice of these databases was based on the ability to access empirical research of high quality and peer-reviewed articles focused on the areas of financial econometrics, risk control, and Forex market analysis. The focus was on studies that had been published since 2020 with the aim of covering the current trends in methodology, especially in machine learning forecasts, and hybrid volatility modelling.
The search terms were formulated upon the concepts that appeared as major in the literature review and consisted of a combination of phrases that included: foreign exchange risk management, volatility spillovers, Value-at-Risk, exchange rate, expected shortfall, currency markets, machine learning forex forecasting, and hedging effectiveness in currency markets. These keywords indicate prevailing research topics investigated by Baruník and Křehlík (2021), Jiang, Hu and Yu (2022), and Zhao and Yan (2024), which makes the search strategy in accordance with the research purposes.

[bookmark: _Toc228917215]3.6 Inclusion, Exclusion and Screening Procedures

In order to retain analytical rigour, there were predetermined inclusion and exclusion criteria which were in place before the screening process was done. It was only in studies that are peer-reviewed, empirical articles that research on currency markets and volatility modelling, spillover effects, measurement of risks, forecasting techniques, or hedging procedures. Studies needed to be done to be able to show methodological soundness and offer strict implications on the risks or performance results.
Only peer-reviewed studies that contained no theoretical studies, only the theory without empirical validation, or those that were irrelevant to currency markets were shunned. Screening of articles in terms of titles and abstracts was done to remove irrelevant articles after initial identification of the relevant articles. The assessment was then done through full-text in order to assess the methodological quality, relevance and empirical robustness. Special focus was put on the articles which explore the concept of connectedness modelling using advanced models (Baruník and Křehlík, 2021), tail-risk forecasting (Jiang et al., 2022), and hybrid models (Nsengiyumva, Mung’atu and Ruranga, 2025).

	Stage
	Description
	Number of Studies

	Initial Identification
	Records identified through database search
	215

	Duplicate Removal
	Duplicate records removed
	32

	Title & Abstract Screening
	Irrelevant or non-Forex studies excluded
	98

	Full-Text Assessment
	Studies assessed for methodological relevance
	85

	Final Included Studies
	Empirical studies meeting the inclusion criteria
	70


[bookmark: _Toc222946976]Table 1: Study Selection and Screening Process
(Source: Mung’atu and Ruranga, 2025)
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[bookmark: _Toc222947493]Figure 1: PRISMA Framework Study Selection Process
(Source: Mung’atu and Ruranga, 2025)

[bookmark: _Toc228917216]3.7 Data Extraction and Analytical Framework 

To guarantee the consistency of the selection process of the reviewed studies, a structured data extraction template was created. The articles were analysed as to their objective of research, data, modelling approaches, validation processes, measurement of risks, and the reported implications on performance. Such a methodical systematisation of their retrieval made cross-study comparison/reduced interpretive bias easier.
[image: Hybrid GARCH-LSTM Forecasting for Foreign Exchange Risk]
[bookmark: _Toc222947494]Figure 2: Hybrid GARCH–LSTM Framework for VaR Forecasting
(Source: Nsengiyumva, Mung’atu and Ruranga, 2025)

The thematic classification put in place studies that fit under the thematic areas of volatility modelling, spillover and connectedness analysis, risk quantification techniques, machine learning forecasting, and hedging effectiveness. Then comparative synthesis was used to determine convergence, divergence and gaps over these domains. Instead of paying particular attention to the statistical accuracy, one was also concerned with the methods used to assess whether the methods contributed to the enhancement of the results of the risk-adjusted trading. The thematic integration made possible the creation of a performance-based synthesis, which is compatible with the main aim of the dissertation.
	Thematic Domain
	Key Authors
	Core Focus
	Performance Relevance

	Volatility Modelling
	Baruník & Křehlík (2021); Fathi et al. (2024)
	Dynamic connectedness; fractal volatility
	Identifies systemic spillover exposure

	Risk Measurement
	Jiang et al. (2022); Blom et al. (2023)
	VaR, ES, expectile models
	Improves downside risk estimation

	Machine Learning Forecasting
	Ayitey Junior et al. (2023); Zhao & Yan (2024); Nsengiyumva et al. (2025)
	Hybrid GARCH-LSTM; Transformers
	Enhances predictive accuracy

	Hedging Strategies
	Reyad et al. (2022); Zakaria (2023)
	Derivative usage; regime-sensitive hedging
	Reduces volatility exposure

	Behavioural Governance
	Chen et al. (2021); Liu et al. (2022)
	Sentiment; risk tolerance alignment
	Supports disciplined execution


[bookmark: _Toc222946977]Table 2: Thematic Classification of Reviewed Studies

[bookmark: _Toc228917217]3.8 Quality Assessment 

The process of quality assessment was as strict as possible in order to make sure that only methodologically strong and empirically plausible investigations were used in the process of synthesis. Each of them was reviewed according to the clearly set rules, such as the sample appropriateness, research design transparency, the appropriateness of econometric or machine learning methods, robustness testing, and clarity of reported findings. Special consideration was placed on whether research was out-of-sample tested, tested during a crisis period and sensitivity testing because the aspects are critical in gauging the accuracy of the financial risk model.
As an example, the articles that use frequency-domain connectedness models (Baruník and Křehlík, 2021) and models of tail-risk estimation in the future (Jiang, Hu and Yu, 2022) were regarded as high-quality contributions due to their high-quality cheques of robustness and the overall coverage of the empirical analysis. Likewise, GARCH-LSTM-based studies evaluated the problem of hybrid research, like GARCH-LSTM (Nsengiyumva, Mung’atu and Ruranga, 2025), GRM, and the validity of the validation process. By contrast, the results of studies that had not been actually validated were approached with suspicion when they solely used in-sample results.
This systematic quality checking process made sure that synthesis taken at the end was more empirical and methodological in nature than simply novel in nature thus enhancing the academic soundness of the dissertation.


[bookmark: _Toc228917218]3.9 Reliability

Reliability means the consistency and replicability of the research exercise. The reliability in this study was enhanced by the fact that all the stages of the review were subjected to clear and systematic use of predefined procedures. The search strategies, database selection strategies, and inclusion and exclusion criteria are well documented, hence making the review replicable by other researchers. Using the keywords and screening procedures that it employed, the study will minimise the level of ambiguity and improve the level of transparency in the procedure.
Moreover, the data extraction step was done consistently by the use of a structured template that included similar variables in the different studies, such as research objectives, methodologies, validation procedures, and performance implications. This methodology reduced subjectivity and compared the treatment of the chosen works of literature in a similar manner.
Whereas in the qualitative synthesis, the interpretative judgement is intrinsic, methodological consistency minimises bias in the researcher and increases the validity of the results. The systematic review of the literature choice thus offers a valid starting point to incorporate the different contributions of the empirical knowledge of the field of Forex risk management.

[bookmark: _Toc228917219]3.10 Validity 

Validity deals with the reliability and correctness of the inferences that have been made in the course of the research. Triangulation between the different methodological paradigms contributes to strengthening the internal validity of the study, which encompasses the econometric volatility modelling, the spillover analysis, the risk quantification framework, and the machine learning forecasting techniques. Using the combination of different empirical viewpoints, the study minimises reliance on one modelling tradition and increases the conceptual strength.   
Construct validity was achieved through the assumption of the same search key words and inclusion criteria, and thematic analysis as related to the objectives of the research. The study stuck to the same pinch on the interrelation of the structured financial risk management and trading performance results. Also, the synthesis's profitability can be increased with the prioritisation of peer-reviewed and empirically supported studies. All these measures make the methodological framework more valid.

[bookmark: _Toc228917220]3.11 Ethical Considerations

This study is anchored on secondary data only through the peer reviewed scholarly studies. No primary data collection among human subjects was implemented, and no proprietary or confidential data in terms of financial situations was explored. In that way, the research is not associated with any privacy, informed consent or data protection risks to participants.
The integrity in ethical matters was upheld by means of proper citation and accurate description of all studies that were referenced. All the sources were critically analysed instead of being picked and chosen to corroborate the conclusions made. The synthesis procedure was to introduce the balanced views, taking into consideration the methodological strengths, as well as the methodological limitations in the reviewed literature.
Also, caution was taken against misrepresentation of empirical findings and overstatement of results. Every one of the interpretations is anchored on the reported results of the original authors. The study ensures compliance with the institutional standards of academic integrity and the postgraduate research ethics. The study is ethically responsible in its research process because of transparency, correct attribution, and critical objectivity.

[bookmark: _Toc228917221]3.12 Methodological Limitations 

Although the design used in the study is systematic and organised, it can be admitted that there are several methodological limitations. First, this might cause publication bias because of the use of published peer-reviewed literature. Empirical studies with statistically significant or novel results have higher chances of publication, whereas studies with insignificant and conflicting results might not get representative publication. 
Second, there is considerable heterogeneity among the chosen studies on the analysis of currency pairs, dataset frequencies, time frames of samples and modelling. Variations in the macroeconomic environment, crises and market structure do not permit direct comparability and could influence the overall generalisability of the conclusions. Third, the current high rate of machine learning development and hybrid forecasting model creation implies that the newly emerging techniques might not be thoroughly validated and reviewed by other scholars yet, which may limit the comprehensiveness of the review.
Moreover, primary empirical testing is not used in the study. Its inferences are thus made on systematic synthesis as opposed to quantitative estimation of the same. However, the limitations are addressed by the systematic review framework in the way of being transparent, conducting a critical comparison, and attentively integrating empirical evidence in the framework of recognising regularities in performance-related aspects of conduct, but not being sure of causal links.

[bookmark: _Toc228917222]3.13 Research Timeline

In order to meet a systematic development and methodological consistency, the research process was structured into chronological steps over a specific period. The timeline is a measure of the orderly nature of the methodology that was utilised in the literature review process, screening process, thematic analysis, and synthesis of results. Universal scheduling assisted in the depth of analysis, uniformity in screening, and repetitive brokering of chapters.
The study was a six-month undertaking, which was sufficient in data-base search process, critical analysis of the empirical research, writing of analysis and reviewing the integrative framework. The stepwise organisation guaranteed the correspondence of the research goals and the dissertation deliverables.
[bookmark: _Toc228917223]Chapter 4: Findings and Analysis

[bookmark: _Toc228917224]4.1 Volatility Dynamics and Systemic Risk Transmission

The data suggests that fluctuations in exchange rates in Forex markets are not merely occasional or the result of specific events but are indicative of the ongoing structural features of the financial systems that are globally integrated. Consistent results from empirical works have shown a number of phenomena such as the clustering of volatility, changes in market states, and the spread of influences among different currency markets. For example, connectedness models in the frequency domain reveal that risk transmission varies between short-term and long-term periods, thus exposing the fluctuating character of systemic risk over time (Baruník and Křehlík, 2021). This therefore goes against the regular premises of fixed correlations and implies that Forex risks should be treated as a continuously changing and developing phenomenon.
Besides that, the research focus on global economic factors as major causes of volatility transmission has set the momentum. Whereas, policy uncertainty, geopolitical situations, and financial crises are the factors that significantly increase the frequency of spillovers across different markets, hence leading to the strengthening of the idea that Forex markets are highly interconnected (Huynh, Nasir and Nguyen, 2023). Likewise, findings from European currency markets reveal that the interconnection of volatility tends to increase when there is financial instability, thus showcasing contagion effects which are dependent on market states (Nerantzidis, Stoupos and Tzeremes, 2024).
The results of these studies pinpoint that the risk involved in trading Forex is not something that only affects a single currency pair but rather is something that gets shaped by larger systemic factors.
Nonetheless, aside from a substantial analytical input of these models still there are significant defects. An overwhelming proportion of existing researches are centred on detecting and quantifying volatility transmission rather than analysing its effect on trading performance. Connectedness frameworks, though they are full of insights into systemic risk, are complicated and quite challenging to factor in the construction of real-world trading strategies. This has led to a disconnect between abstract modelling and ground-level implementation especially for traders who are in need of straightforward and executable risk management tools (Wang, Wu and Zhou, 2022).
Also, only a few studies offer empirical data to demonstrate how volatility spillover analysis can be directly linked to an increase in risk-adjusted trading results. While it is true that knowledge of systemic risk is necessary, on its own, it will not enable one to make better choices unless it is part of a coherent risk management system (Meng and Chen, 2023).

[bookmark: _Toc228917225]4.2 Risk Measurement and Tail-Risk Estimation

The results indicate that risk measurement in Forex has changed quite a bit, moving away from just measuring volatility to also looking at extreme risks and market behaviour that isn't linear. While Value-at-Risk (VaR) and Expected Shortfall (ES) are still quite popular, recent research shows that better models, especially those using machine learning and expectile-based methods, can more precisely estimate tail risk when returns are not normally distributed (Blom, Petter and Risstad, 2023; Jiang, Hu and Yu, 2022). This is a sign of the literature trend going towards acknowledging extreme events as a very significant aspect of managing financial risks.
Moreover, the use of dependence modelling techniques such as copula-based frameworks have greatly contributed to understanding the risk exposure of several markets at the same time. Studies have found that tail dependence gets stronger in times of financial stress, implying that extreme losses happening together across currency pairs and other asset classes are more probable (Arismendi-Zambrano et al., 2022). This puts traditional diversification strategies into question and points out the necessity for more advanced risk measuring tools that consider systemic interconnectedness.
On the other hand, the literature shows that, besides the occasional exception, nearly all research work regularly fails to show how new risk estimates influence trading decisions or actual outcomes. The majority of the time, risk models are assessed based on their ability to predict or fit the data, whereas very few are looked at from the perspective of practical use for exposure management or drawdown reduction (Nsengiyumva, Mung'atu and Ruranga, 2025).
Besides this, complex risk measurement techniques like copula models and machine learning may, on one hand, provide a richer interpretation of the problems at hand, but, on the other hand, they often call for a more powerful computer and specialist knowledge, which may make them less readily available to individual traders.

[bookmark: _Toc228917226]4.3 Forecasting Innovations and Predictive Modelling

The results reveal a decisive change in Forex research towards the application of machine learning and hybrid econometric models for forecasting exchange rate movements and volatility. In contrast to traditional models such as ARIMA and standard GARCH, machine learning methods, including LSTM networks and transformer-based architectures, show better performance in uncovering nonlinear relationships and complex temporal patterns in financial data (Ayitey Junior et al., 2023; Zhao and Yan, 2024). These methods work best in highly volatile and dynamic market conditions, where linear assumptions of traditional models fail.
Moreover, hybrid models that merge econometric techniques with machine learning, e.g. GARCH-LSTM, also tremendously improve the predictive accuracy by coupling statistical volatility modelling with pattern recognition. This reveals that mixing different methodological approaches may yield a fuller picture of the exchange rate dynamics.
Nevertheless, most studies emphasize on predictive accuracy for modeling purposes only and fail to show convincingly that better forecasts translate into better trading results on a regular basis. Trading profitability is largely affected by non-price-related factors such as transaction costs, execution delays, and leverage management, which may negate the advantages of enhanced prediction (García et al., 2023).
Besides, machine learning-based approaches suffer from issues such as overfitting, lack of explanatory power, and high computational expense. These raise doubts about their dependability and strength, especially during market crashes when assumptions on which models rely may no longer hold. Therefore, whereas forecasting models offer useful avenues for analysis, their success in actual trading activities is not guaranteed.

[bookmark: _Toc228917227]4.4 Hedging Strategies and Performance Implications 

The results highlight hedging as a key element in financial risk management of Forex markets. Hedging is fundamentally aimed at minimizing the risk of adverse exchange rate fluctuations. Empirical studies reveal that engaging in derivatives like futures and options is one way to stabilize returns and guard against volatility shocks. To illustrate, the research shows that companies and investors who follow formal hedging strategies are able to cut down the fluctuation in their earnings and increase their financial robustness in times of market turmoil (Reyad et al., 2022). This is in line with the conception that hedging is a means of risk reduction because it balances out the currency exposure.
On the other hand, the capability of hedging to offset risks varies from one market situation to another. Literature suggests that the effectiveness of hedging greatly changes with different volatility regimes, liquidity conditions, and transaction cost levels (Zakaria, 2023). Thus, while hedging in a calm market may hinder one from enjoying the full benefits of the favourable price changes, it becomes the go-to in a highly volatile market for avoiding massive losses. In other words, we are looking at the significance of flexible hedging tactics as opposed to rigid or static ones.
Furthermore, scholarly works highlight that the complexity of hedging is on the rise due to the interplay of stock markets. For instance, it is established that correlations of currencies with other asset classes, like commodities, change over time and even get stronger at times of financial stress (Mezghani, Boujelbene and Boutouria, 2023). Therefore, it may happen that at the very moment when investors are most in need of diversification and cross-hedging strategies to work, these may fail, thus causing a rise in concerns about their reliability under crisis situations.
Although multitude of studies have documented how hedging reduces risks, a significant omission is a focus on speculative Forex trading performance and its results. Corporate risk management is the main subject of most research on hedging, where the desire is to achieve stable cash flows rather than to maximize risk-adjusted returns. As a result, there is a scarcity of empirical research directly connecting hedging discipline to long-term trading profitability in highly leveraged Forex scenarios.

[bookmark: _Toc228917228]4.5 Behavioural Dimensions and Risk Discipline

The results point out that behavioural factors may have a paramount influence on the effectiveness of financial risk management in Forex trading, besides quantitative models and hedging strategies. On the one hand, advanced forecasting tools and risk measurement techniques enhance analytical precision, but on the other hand, one major factor that determines their actual use is how consistently traders implement them. According to empirical studies, market behaviour is to a large extent driven by psychological factors, e.g. overconfidence, herd behaviour, and emotional responses to market fluctuations, these factors can increase volatility and cause traders to take excessive risk (Chen et al., 2021).
Besides, studies reveal that the implementation discipline is a major factor in the success of risk management strategies. Very precise models may not lead to an increase in performance if traders fail to follow the rules set beforehand, such as position sizing, stop-loss limits, and capital allocation strategies (Liu et al., 2022). This means that the level of success of risk management depends both on model quality and behavioural consistency.
Nevertheless, a major weakness of the literature is that behavioural insights and quantitative risk models are hardly combined in the research. Even though some papers recognize that behavioural biases have an effect, they most frequently consider these factors independently of technical risk management frameworks. Therefore, it remains highly unclear how behavioural discipline can be orderly integrated into trading strategies.
Also, evidence from early warning systems and crisis prediction models points out that a risk signal being identified does not necessarily mean that action is taken in time (Ferdous et al., 2022). The fact that there is a difference between being aware of risk and carrying it out is a huge problem in Forex trading where the need to make decisions amidst uncertainty can dominate over logical strategies.

[bookmark: _Toc228917229]4.6 Integration of Volatility, Risk Measurement and Forecasting 

The main result of the research is that important elements of financial risk management in the Forex markets are not connected to each other. Although volatility modelling, risk measurement, and forecasting methods have all been significantly improved, they are usually used separately and not as a part of a single framework. Such fragmentation restricts their usefulness in helping to improve the performance of trading in the actual world.
Volatility models offer valuable information about systemic risks and the interconnection of markets, especially by revealing spillover effects and market regime changes (Baruník and Křehlík, 2021). Besides that, risk measurement methods like Value-at-Risk (VaR) and Expected Shortfall (ES) provide ways to measure potential losses in different market scenarios (Jiang, Hu and Yu, 2022). At the same time, forecasting models, especially those based on machine learning, can increase the accuracy of forecasts by understanding and predicting complex, nonlinear temporal patterns (Ayitey Junior et al., 2023).
Still, studies suggest that these methods are seldom combined in a way that facilitates real-life trading decisions. For example, volatility models can highlight times when systemic risk is rising, but do not offer direct instructions on position sizing or changing a portfolio. Likewise, forecasting models give more precise predictions, but if they are not combined with risk control systems, these forecasts will not necessarily result in better trading results. Risk measurement instruments, although capable of quantifying exposure, are most of the time utilized in a retrospective way rather than being incorporated into the decision-making process on a proactive basis.

	Technique
	Strengths
	Limitations
	Direct Impact on Trading Performance

	Volatility Connectedness Models
	Captures systemic spillovers
	Complex interpretation
	Improves awareness, indirect performance effect

	VaR & Expected Shortfall
	Quantifies downside exposure
	Backward-looking bias
	Supports exposure control

	Machine Learning Forecasting
	High predictive accuracy
	Overfitting risk; execution cost
	Improves timing, conditional profitability

	Derivative Hedging
	Reduces adverse currency exposure
	Transaction cost & liquidity constraints
	Enhances resilience

	Behavioural Governance
	Reduces emotional bias
	Requires strict discipline
	Strengthens risk-adjusted consistency


[bookmark: _Toc222946978]Table 3: Comparative Evaluation of Risk Management Approaches
This isolation constitutes a major flaw in research to date. Perfecting separate methods alone would not necessarily lead to better results since these methods still would not be working together in one system. Managing Forex risk efficiently actually involves coordinating three main factors:
· Risk identification (getting the pieces of volatility and spillovers)
· Risk quantification (using VaR, ES, and tail-risk models to determine exposure)
· Risk mitigation (coming up with hedging strategies and following disciplined execution)
In the absence of such working together, a trader may be equipped with the most up-to-date analytical tools, yet not be able to employ them properly.
Evidence thus points to the fact that a trader capable of consistently producing Forex trading results would not be a single method, but rather the bringing together of several risk management components in a well-organized framework.
The revelation here pretty much backs the very purpose of this paper, i.e., to figure out ways in which financial risk management can be planned so as to enhance performance in trading. This is where the study draws attention to the fact that a performance-based approach which goes beyond the mere invention of methods to their actual application is needed.

[bookmark: _Toc228917230]4.7 Performance Outcomes and Risk-Adjusted Returns

Their results show that the real test of the quality of financial risk management in the Forex trading environment is by means of risk-adjusted performance metrics. Definitely, a high return may signify a winning streak, however, the level of risk taken to get to that point is not really disclosed. So, measures of risk like the Sharpe ratio, the greatest drawdown as well as returns adjusting for volatility are becoming more and more accepted as true indicators of trading performance over time (Malhotra et al., 2023).
Data indicates that formal approaches to risk management cover several practices such as setting the size of each position with control; having reasons for stop-loss orders including the first one on physical stop and the next ones on time, groupings and mixed; and using diversification as giving good results that improving these measures of performance. Those who literally stick to risk control have not only the chance of getting stability in their returns but also the chance of cutting down their losses. Generally, without a doubt, in situations of highly volatile markets, traders who are disciplined tend to come out on top with the least loss of capitals. And from here, it can be concluded that risk discipline becomes an important factor for long-term success in trading.
On the other hand, it has been found that the advancement of analytical tools is not a straightforward path to better results in performance. Besides, financial (bond and stock) forecasting and volatility measures improve the knowledge of the markets, what is really important for their profitability is the effectiveness of their incorporation into the trading strategies. Moreover, it has also been pointed out that parameters such as transaction costs, leverage, and behavioral decision-making have a great impact on real performance, and often may even diminish the advantages of high-level modeling techniques.
Besides that, systemic risk and market interconnectedness bring about new difficulties. During financial calamities, for example, the risk contagion increases and the markets tend to achieve their synchronization. Simultaneously, volatility across markets comes to levels which were at times a nice fantasy. Consequently, the situation of having greater drawdowns and lesser benefits of diversification arises. Therefore, it can be safely said that performance results are very much dependent on the outside market conditions and, thus, risk management that is adaptive and integrated is what is needed the most.

[bookmark: _Toc228917231]4.8 Summary of Findings and Thematic Implications 

The findings of this chapter shed light on important aspects of financial risk management in Forex markets. Firstly, the study of volatility changes and the spreading of systemic risks point out that Forex markets are deeply interconnected and subject to global economic situation changes. Hence, it is absolutely necessary to rely on risk identification methods that are versatile and proactive.
Secondly, development in risk measurement and forecasting methods have undergone a major change from the methodological point of view. Analytical tools including machine learning models, mixed forecasting systems, and tail-risk analytics offer a deeper and more precision-guided understanding of the data. Yet, these technical enhancements remain largely on the level of improving the models instead of the actual trading results.
Thirdly, hedging against risks and maintaining behavioural discipline help in risk management to a large extent but their efficiency is affected considerably by a good level of application and market situations. Besides that, behaviour-related elements such as the feeling of being too sure of oneself and the lack of control could weaken even the most sophisticated risk management frameworks.
The most significant issue brought to light by the research is the disconnection between these different areas. Volatility study, risk quantification, prediction, and hedging are different components most of the time, and this limits their overall influence on the trading results. This segmentation is an issue in the literature.
In brief, the chapter calls attention to a possible way of improving Forex trading results by means of a unified and performance-driven risk management setup. Subsequently, it serves as the basis for the next chapter which will take another step in the examination of these issues and the building of a conceptual framework for financial risk management that practitioners can use effectively.



















[bookmark: _Toc228917232]Chapter 5: Discussion

[bookmark: _Toc228917233]5.1 Introduction

This chapter serves as a platform to critically discuss the Chapter 4 findings in relation to the research questions and objective of the whole study. The chapter mainly concentrates on the interpretation of the results, explaining how financial risk management impacts Forex trading performance, rather than simply repeating the literature. Discussion here extends to volatility dynamics, risk measurement, forecasting models, and different hedging strategies (Baruník and Křehlík, 2021; Jiang, Hu and Yu, 2022).
First, the chapter lays out the major discussion themes What is the nature of financial risk? What are the challenges of risk measurement and predictive modelling? Are hedging strategies effective? What role does behavioural discipline play? and then proceeds to develop the argument that even analytical technique enhancements will not necessarily bring about better trading results. This is a manifestation of a larger issue that has also been pointed out in the literature where improvements in modelling and forecasting are often frustrated by the performance inconsistency (Ayitey Junior et al., 2023; Zhao and Yan, 2024).
On that note, this chapter takes a step further than looking at the individual methods and instead highlight how these elements in the end work together when actually implemented. Up to now, studies of financial risk management have mainly been done separately by volatility modelling, risk quantification, and forecasting, thus resulting in a fragmented understanding of financial risk management (Huynh, Nasir and Nguyen, 2023). As such, the current piece takes a somewhat holistic approach stressing the significance of integrating these aspects into a well-organized system.
Ultimately, the above talk results in an integrated, performance-focused financial risk management notion. This model is the central argument of the research work and it fills the void revealed by previous chapters by making risk management practices and Forex trading performance directly interconnected.

[bookmark: _Toc228917234]5.2 Re-examining the Nature of Financial Risk in Forex Markets

The financial risk in Forex markets is best seen as changing, large-scale, and highly interconnected, rather than stable and isolated. The findings of Chapter 4 reveal that the volatility of exchange rates is dependent on the global economic environment, the level of uncertainty in policies and the impact of one market on another, which means that risk is continuously changing in different times and markets (Baruník and Křehlík, 2021; Huynh, Nasir and Nguyen, 2023). This means that risk exposure cannot be focused on individual currency pairs only, but should be looked at in the context of a larger system of financial interdependence.
Traditional financial theories, such as Modern Portfolio Theory, are based on the idea that correlations are stable over time, and the risk-return relationship is predictable. However, actual data points to a strong increase in correlations during financial stress periods, thereby significantly diminishing the diversification effectiveness (Nerantzidis, Stoupos and Tzeremes, 2024). This situation leads to a deep paradox in which the diversification advantages are dwindling at the very moment when they are most required for risk management.
Furthermore, the existence of volatility clustering and regime shifts provides more support for the idea of Forex risk being time-varying and non-linear. Exchange rate movements vary according to the changes in the economic environment, with risk being heightened during times of crisis and uncertainty (Fathi, Grobys and Kolari, 2024). Consequently, models with fixed parameters and traditional assumptions are not adequately capable of describing the intricacies of present-day Forex markets.
These results point to a significant consequence: successful financial risk management must be flexible and futuristic. Decision-making by traders and institutions should include consideration of fluctuating market conditions, the propagation of systemic risk, and interconnected exposures.



[bookmark: _Toc228917235]5.3 Risk Measurement: Precision Versus Practical Impact

Risk measurement techniques used in Foreign Exchange markets are evolving rapidly, especially in identifying the possibility of huge losses. From what was found in Chapter 4, it seems that methods like Value-at-Risk (VaR), Expected Shortfall (ES), and other sophisticated risk models do a better job in predicting how much one could lose than just relying on old-fashioned volatility records (Blom, Petter and Risstad, 2023; Jiang, Hu and Yu, 2022). In fact, these improvements highlight the methodological upgrades in studying financial risks, particularly when dealing with situations where the normal statistical assumptions are violated or the market behaves unexpectedly.
But it should be noted that being more accurate in measuring risk does not always mean one can make better trade decisions. Although these models give a clearer picture of where the risks lie, most of the time they get treated as mere analytical or documentation tools rather than decision making aids. So, on one hand, you have the quantification of risk and on the other, there/re the actual risk management. And they don't always connect thereby causing the best measurement not to result in the best portfolio or trading performance.
Besides, lots of the fancy risk models only use past data which means they are blind to sudden changes in market conditions or risks coming from outside the markets. It is well known that Forex markets react sharply to economic news and crisis situations, so using only the past to measure risk might lead to underestimation of potential losses during periods of market upheaval (Huynh, Nasir and Nguyen, 2023). This not only makes these models less useful but also limits their applicability in fast moving trading situations.
One more major concern is that these models are not only difficult at the conceptual level but they are also hard to execute in real trading conditions. While things like copula-based dependence modelling and machine learning-assisted risk estimation provide deep insights at the analytical level, they are probably not the best options when it comes to making a prompt and practical trading decision (Arismendi-Zambrano et al., 2022). So, on one hand things are getting more and more advanced but on the other, they face the problem of being practically applicable.
[bookmark: _Toc228917236]5.4 Predictive Modelling and the Illusion of Accuracy

Models for forecasting in Forex markets have made great strides, especially with the help of machine learning and hybrid econometric methods. Research shows that deep learning models like LSTM, transformer-based architectures, and hybrids of GARCH and LSTM can better capture the nonlinearities and volatility features of the market than the traditional econometric models (Ayitey Junior et al., 2023; Zhao and Yan, 2024). These innovations have led to more accurate forecasting, particularly in complex and highly volatile market scenarios.
Nevertheless, better forecast accuracy does not automatically result in better trading outcomes. Studies reveal that profitability in the real world depends on a number of practical factors, like costs of transactions, delays in executions, decisions on leverage, and the efficiency of risk containment measures (García et al., 2023). Even if a model is able to predict accurately, these elements can drastically diminish or even wipe out potential earnings, thus restricting the models' real-world utility.
This ends up creating what could be called an "accuracy illusion", where enhanced performance in prediction is taken for granted to lead to financial success. In fact, prediction on its own is not enough because it leaves out how trading decisions are carried out and risk handling in practice. Thus, it points to a major shortcoming in the literature where forecasting models are frequently assessed based on their statistical performance without considering their impact on risk-adjusted returns.
Furthermore, ML models suffer from problems of interpretability and reliability. Their black-box nature makes them hard to be explained and trusted, especially during uncertain or volatile market situations. This worsens their real-world utility and might also restrict their success in real-life trading scenarios (Zhao and Yan, 2024).

[bookmark: _Toc228917237]5.5 Hedging Effectiveness and Strategic Risk Mitigation

Hedging is one of the main pillars of financial risk management in Forex markets. It serves the purpose of limiting the exposure to negative moves in exchange rates. The results show that derivative products like futures and options can play a role in smoothing the performance and offering protection against volatility shocks, especially during times of market turmoil (Reyad et al., 2022). These findings lend credence to the theoretical proposition that hedging acts as a buffer against financial downturns by controlling the extent of losses.
On the other hand, the success of hedging relies heavily on the prevailing market conditions. The data reveals that the benefits of hedging increase markedly when the market is very volatile and the chances of heavy losses are high. On the other hand, in calm markets, hedging might actually cut down on the upside by restricting the level of exposure to good price changes (Zakaria, 2023). Hence, it becomes clear that there is a need for flexible hedging strategies that can be altered according to the market circumstances rather than sticking to unchanging methods.
Moreover, adding cross-market interactions brings in even more layers. Studies indicate that the overlap between different assets including currencies generally goes up during stressed times, thus undermining diversification and cross-hedging as ways to mitigate risk (Mezghani, Boujelbene and Boutouria, 2023). In line with this, one can argue that those hedging techniques which yield solid results in normal times may be rendered ineffective when the need for risk control is at its highest during crises.
One more critical point is that most of the literature to date is centered on corporate hedging rather than speculative Forex trading. While corporate hedging is geared towards securing constant cash flows, Forex trading is more about obtaining risk-adjusted returns. Therefore, empirical studies that establish a direct connection between a hedging mindset and long-term trading success in the context of leveraged environments are scarce.

[bookmark: _Toc228917238]5.6 Behavioural Governance and Implementation Risk

One of the main conclusions of this research was that financial risk management does not suffer from lack of good models nearly as often as from bad implementation and the influence of behavioural biases. The authors show that having the latest forecasting tools and perfectly measuring risks will barely make traders better performance wise, if these tools are not implemented and used consistently in real work (Chen et al., 2021).
Among behavioural elements, overconfidence, making decisions while being influenced by one's feelings, and herd mentality, are the major factors that affect the trading results. Sometimes, traders might completely disregard the risk limits they set before. They could also change their initial plans without justification or increase their risky positions after a few successful trades and thus expose themselves to higher risks (Liu et al., 2022). That is how a discrepancy arises between the theoretical efficiency of well-planned risk management systems and their real performance which are often flawed due to non-compliance.
On top of that, the Forex markets which are characterized by high volatility as well as the usage of leverage to a great extent, make it even more difficult for behavioural issues. Since decision-making in uncertain situations is prone to carry out the impulses rather than sticking to a well-thought-out course of action, this is especially true when it comes to times of market turmoil (Ferdous et al., 2022).
Furthermore, one missing point that we must mention is the incompatibility or non-alignment of behavioural discipline with quantitative risk models. The literature has recognized the significance of behavioural aspects but they have hardly been incorporated into risk management models. This restrains the capability of the practical use of analytical instruments because on the one hand, their implementation will be effective only if on the other hand adherence to the risk management rules is consistently done (Chen et al., 2021).

[bookmark: _Toc228917239]5.7 Integrating Risk Components into a Performance-Oriented Framework

The major contribution of this study is the designing of a unified, performance-directed financial risk management system for Forex trading. As per the analysis of the previous parts, it has been revealed that researchers usually deal with volatility analysis, risk measurement, forecasting models, and hedging strategies separately. This splitting of the subjects according to their practical use greatly diminishes their effectiveness and results in not being able to consistently improve trading performance (Baruník and Křehlík, 2021; Jiang, Hu and Yu, 2022).
We could see from the above that volatility models are capable of shedding light on systemic risk and the level of market interconnectedness through spillover and connectedness analysis. Simultaneously, risk measurement methods such as VaR and Expected Shortfall contribute to a better approximation of the downside risk whereas forecasting models make prediction more accurate (Ayitey Junior et al., 2023; Blom, Petter and Risstad, 2023). Nevertheless, on their own, these methods do not necessarily produce improved results.
	Stage
	Component
	Function
	Expected Performance Outcome

	1
	Volatility Identification
	Detect systemic spillovers
	Early exposure awareness

	2
	Risk Quantification
	Estimate tail risk (VaR/ES)
	Downside containment

	3
	Predictive Modelling
	Forecast short-term movements
	Improved trade timing

	4
	Hedging Overlay
	Mitigate adverse shocks
	Volatility moderation

	5
	Behavioural Governance
	Enforce exposure discipline
	Stable risk-adjusted returns


[bookmark: _Toc222946979]Table 4: Integrated Risk Management Framework for Forex Performance

By doing so, this integrated approach tackles the main issues raised through the analysis of the literature. Inevitably, volatility models pinpoint the systemic risk but do not help resolve the decision-making problem, forecasting models help increase the accuracy but do not always result in producing the profit, risk measurement tools quantify the level of exposure without ensuring the control of the risks. Therefore, through merging these items inside one framework, traders can actually switch from mere analytical understanding to gaining the practical results in performance.
On top of that, behavioural discipline serves as a kind of glue binding different parts together. If nothing else, a stable and thorough execution first and foremost, even the most advanced analytical tools may no longer be able to yield significant results. This, in a way, only strengthens one more time that financial risk management cannot just be reduced to technical aspects but also that human behaviour is an essence of it (Chen et al., 2021).

[image: ]
[bookmark: _Toc222947495]Figure 3: Integrated Financial Risk Management Architecture for Sustainable Forex Trading Performance
(Source: Author)

This framework directly fills the void in research pointed out in previous chapters where other researchers have not found the link between risk management that is highly structured and actual performance of trading in terms of figures. Giving an angle of a concerted and performance-oriented this research significantly adds to the knowledge of ways that financial risk management can be successfully used in Forex markets.

[bookmark: _Toc228917240]5.8 Theoretical Contributions and Conceptual Advancement 

This research provides a new theoretical perspective that disputes the conventional belief that the main objectives of financial risk management in Forex markets are accurate prediction and using sophisticated models. It shows that even though the traditional theories cover aspects of, for example, volatility, risk measurement, and forecasting well, they still have many weaknesses when implemented on their own (Baruník and Křehlík, 2021; Jiang, Hu, and Yu, 2022).
More specifically, the paper points out some critical drawbacks in the most traded off theoretical constructions like Modern Portfolio Theory and traditional risk-return models. Such models, to a certain extent, rely on the assumptions of both the stability of correlations and the predictability of markets. However, the data speaks today of the change of these relations mostly towards the instability and the increase notably during the times of the financial stress which effectively leads to the limited capacity of the diversification of the portfolio (Nerantzidis, Stoupos and Tzeremes, 2024). Hence, it appears that traditional theories fall short of providing a satisfactory explanation of the risk behavior in the highly volatile and interconnected Forex markets.
Moreover, this work leads the way to the identification of a gap in literature the mere availability of better forecast tools and more accurate measures of risk does not necessarily equal better performance in trading work. Indeed, while the use of machine learning model production as well as the combination of different approaches could lead to the enhancement of the predictive power of the models, the practical contribution of these new tools is nevertheless limited without their embedding into a risk management framework (Ayitey Junior et al., 2023; Zhao and Yan, 2024). In this sense, the paper questions the quite prevalent viewpoint that it is only the sophistication of the methods that determines the outcomes in terms of performance.
More importantly, this piece of research constructs an integrated model that matches together the processes of risk recognition, risk measurement, and risk reduction in relation to the trading performance. Besides using various ways of analysis to complement a better understanding of the Forex risks, the work also highlights the need of the incorporation of the human element to the risk management by focusing on the behavioural aspect. In this way, the study not only overcomes the existing theoretical gaps but also offers a wider opening to the knowledge of financial risk management as a key element of Forex trading (Chen et al., 2021).

[bookmark: _Toc228917241]5.9 Practical Implications for Forex Traders and Institutions 

Individual Forex traders as well as financial institutions can benefit a lot from the results of this study. Apart from a high level of prediction accuracy, trading performance improvement is mainly the result of the proper use of risk management techniques, which is a structured application. So, the focus of traders should be less on forecasting market movements with a 100% accuracy and more on controlling the risk through strategies that are properly disciplined (Ayitey Junior et al., 2023).
First of all, traders should implement risk management at a deeper level by carrying out volatility analysis, using risk measurement techniques such as VaR and Expected Shortfall, and performing adaptive hedging. This grants a much better grasp of market risk and facilitates more effective decision-making change (Jiang, Hu and Yu, 2022).
Secondly, risk management frameworks must become an integral part of trading decisions, not just a means for performing after-the-fact checks or generating reports. In other words, they must be used as a guide to set position sizes, stop-loss levels and capital allocation. Risk assessments, even if precise, may still leave the door open for big loss.
Thirdly, it makes sense to think of behavioural discipline as an essential element of risk management. Especially in moments of great market uncertainty, traders must adhere strictly to pre-established plans and refrain from making decisions driven by feelings or spontaneity. Research has revealed that if traders do not keep their behaviour in check, even the most sophisticated tools of analysis can be rendered useless to a great extent (Chen et al., 2021).
Last but not least, financial institutions should consider making a commitment to building systems that effectively combine analytical tools with those that implement, thus helping risk management to be not only technically strong but also operationally effective.

[bookmark: _Toc228917242]5.10 Concluding Discussion and Research Implications

This chapter has done a thorough job going over the results of the research and responding to the research questions by setting up a well-reasoned and organized discussion.
The discussion outlines that managing financial risks in Forex markets cannot be done by just using one or two isolated Forex risk management tools (such as forecasting, volatility modelling, or hedging).
Outcomes on the performances will be affected by how well these elements are combined and implemented in practice rather than simply them being used individually.
The study reveals that the Forex risk management has made great strides in risk measurement and predictive modelling and these features only help to market to a certain extent and do not necessarily lead to indicated trading results. It depends a lot on other factors like trading environment, transaction costs, and discipline of trader's behaviour which have a direct influence on whether or not the analytical gains can be made to match financial results (García et al., 2023; Chen et al., 2021).
The main message from the chapter is effectiveness of financial risk management is a matter of integration and execution.
Financial risk management is the most successful when separate tools and techniques are used together. Volatility analysis is a tool to both recognize and estimate risks. Risk measurement helps in quantifying risk exposure while hedging is aimed at reducing/control of losses. These three components however, if used separately without any constant and regular behavioural discipline, will be ineffective.
Besides, the authors point out that most of the time, the previous studies have focused more on developing new methods than studying how these methods are able to produce good results when applied. Therefore, by filling this gap, the research offers more complete insight into the potential of organized risk management to help maintain Forex traders' success over time.



[bookmark: _Toc228917243]Chapter 6: Conclusion

[bookmark: _Toc228917244]6.1 Introduction

This chapter brings forward the overall conclusion of the study by integrating the main findings of the work. Unlike the previous chapter which was mainly focused on the detailed analysis and discussion, this part presents the major insights in a brief and orderly manner.
The goal of this research was to find out how financial risk management impacts Forex trading performance. The research has, therefore, through an exhaustive evaluation of existing literature and a detailed thematic analysis, discovered major risks, estimated the efficiency of risk management practices, and considered the interplay between analytical tools and trading realities in Forex markets.
Firstly, this chapter integrates the above-mentioned research discoveries and thereby, bases the theoretical framework and real-world applications. Secondly, it comments on the drawbacks and possible extensions of the study and offers renewed interpretations, suggestions, and insights for further research. This research presents a comprehensive resolution as to how well-organized financial risk management can help achievable results in Forex markets.

[bookmark: _Toc228917245]6.2 Overall Synthesis of Findings

The objective of this research was to analyze the role of financial risk management in Forex trading success. The results indicate that the risk in Forex markets is not only dynamic but also interconnected, and it is highly influenced by worldwide macroeconomic conditions. Hence, such risk exposure cannot be effectively managed by static or isolated approaches. Volatility clustering, systemic spillovers, and regime shifts are the manifestations of the increasing complexities of risk exposure in the currency markets.
The study has also revealed that there has been quite some development in the techniques of risk measurement and forecasting. Sophisticated instruments such as Value-at-Risk, Expected Shortfall, and machine learning models significantly enhance the reliability of risk estimation and prediction. Nevertheless, these enhancements do not necessarily lead to more successful trading performances. In fact, it is quite common for analytical accuracy not to be well-connected with practical decision-making (Baruník and Křehlík, 2021).
One of the main results of this investigation is that the performance results are based on the manner in which risk management tools are practically operated. Through various methods, traders can hedge being the market and, by doing so, exposure to adversary losses can be minimized. Yet, the degree of the hedging strategy's success is contingent upon the market condition. Along with these top-notch analytical systems, emotional decisions can completely weaken the results, and the behavioural discipline that is inconsistent is a vital part of this dilemma (Huynh, Nasir and Nguyen, 2023).
Above all, the research highlights that ongoing Forex trading success is dependent on a comprehensive risk management strategy. Risk discovery, quantification, and control must be integrated within an organized system to obtain steady outcomes.

[bookmark: _Toc228917246]6.3 Reassessment of the Research Objectives

The research met all the goals set out for it.
Firstly, the research located the main financial risks that Forex trading is subject to and described these risks as being constantly changing, mutually affecting one another, and being dependent on the overall market conditions.
Secondly, the research gave a detailed account of the financial risk management tools and methods that are predominantly exploited in Forex markets, such as volatility modelling, risk measurement frameworks, forecasting models, and hedging strategies.
Thirdly, the research delved into the connection between financial risk management and Forex market performance, whereby it was confirmed that, even if the analytical tools are enhanced, it does not necessarily mean that the performance will finally become better.
Lastly, the research came to a conclusion that the best risk management practices are those that are integrated and followed regularly, combining analytical methods with behavioural discipline.

	Risk Management Practice
	Primary Benefit
	Performance Effect

	Dynamic Connectedness Monitoring
	Identifies contagion risk
	Reduces systemic drawdowns

	Tail-Risk Estimation (ES)
	Captures extreme losses
	Enhances capital preservation

	Machine Learning Forecasting
	Improves signal accuracy
	Conditional return enhancement

	Adaptive Hedging
	Limits exposure during stress
	Stabilises portfolio volatility

	Behavioural Governance Systems
	Controls leverage and bias
	Improves long-term consistency


[bookmark: _Toc222946980]Table 5: Risk Management Practices and Performance Implications

[bookmark: _Toc228917247]6.4 Theoretical Implications

This research adds to the body of knowledge by providing a deeper insight into the management of financial risks in the Forex markets. Whereas earlier work mostly concentrated on specific aspects like volatility modelling, risk measurement, and forecasting techniques, this research argues that these methods are quite imperfect when used separately.
The results dispute conventional theoretical postulates, especially those resting on constant correlations and a stable risk-return pattern. On the contrary, the study finds that risk in the Forex market is ever-changing, widespread, and dependent on the alterations in the environment. This uncovers the inadequacies of standard models that largely ignore the volatility clustering, regime changes, and the level of interconnectedness between different markets (Baruník and Křehlík, 2021).
The most important conceptual contribution that this work makes is the creation of a comprehensive model that connects risk detection, quantification, and reduction with the trader's results. By integrating technical analysis with behavioural elements, the paper pushes forward financial risk management not only as a set of tools but also as a practical function that complements those quantitative methods.

[bookmark: _Toc228917248]6.5 Practical Implications

This research's discoveries really open up a lot of opportunities for not only the single Forex traders but also the entire financial institutions. One important aspect derived from this study is that the trading performance doesn't necessarily hinge on one's total prediction of market movements but on his/her effective risk management through well-planned, rule-based ways.
Traders are encouraged to implement a holistic risk management that brings together the authors' analysis of volatility, the use of risk measurement instruments, and the implementation of hedging strategies that are flexible depending on the market. Instead of depending only on the forecasting models, more attention should be given to the means of controlling one's risk exposure by the help of position sizing, stop-loss mechanisms, and capital management.
Moreover, behavioural discipline is a key factor that needs to be recognized as one of the pillars of risk management. Regularly carrying out the strategy without yielding to the emotional part of decision-making is a recipe for long-term performance, especially during the market's ups and downs.
The study's results also present that the financial institutions should put more effort into creating systems that integrate analytical tools with the practical phase, so the risk management procedures are technically sound and well-executed in the actual trading.
[bookmark: _Toc228917249]6.6 Limitations and Future Research

This research, while revealing some important points, still suffers a number of shortcomings that ought to be recognized.
Firstly, the study relies on a systematic literature review and therefore, its results are reliant on published studies in the area rather than raw empirical data. Consequently, the inferences are a result of prior research integration and it is very possible that the conclusions are affected by the publication bias which means that studies that have produced significant results are the ones that have been published more and are, therefore, included in the academic literature.
Secondly, there is a great deal of inconsistency among the reviewed studies in terms of data sources, methodologies, and market conditions. The differences in currency pairs, time periods, and modelling approaches may render the findings not very generalizable. On the other hand, the fast-paced development of machine learning and financial technologies entails that some new methods might still be awaiting full validation or broad application in the practice.
Future studies might go beyond these shortcomings by performing empirical investigations that are centered on integrated risk management frameworks and trading performance. This may be done via quantitative study of actual trading data or a series of experiments aimed at determining decision-making under different risk management policies.

[bookmark: _Toc228917250]6.7 Final Reflection

This research demonstrated that accurate predictions alone do not lead to successful Forex trading, rather, it is the capability of controlling risks through a set of structured and disciplined methods that really matters. Although financial markets are more complicated and analytical tools are more sophisticated, the secret to consistent results is in the very hands of those who use these tools most effectively.
The report stresses the fact that combining three major factors, risk identification, measurement, and mitigation, through the same framework is the main condition for the achievement of stable and long-term results. Meanwhile, behavioural discipline is still a very important element, as no matter how advanced the models are, without correct implementation they become meaningless.
This document emphasizes the significance of changing the emphasis from forecasting markets to risk management, thereby giving a much clearer insight into the main drivers of performance in the contemporary Forex trading.
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