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[bookmark: _Toc221799721]1. Introduction / Background / Research Problem
The foreign exchange (Forex) market represents the backbone of the global financial system, facilitating international trade, cross-border investment and multinational business operations. Currency markets are of strategic significance to international business and finance given that volumes of trading in the currency markets are higher than the trade in the combined global equity and bond markets. Although tremendously in-depth and liquid, the Forex market has a highly volatile nature that is leveraged and sensitive to both the macroeconomic, political and financial shocks, which make it a high-risk environment traders and investors. 
Other aspects that have increased financial uncertainty in the world in the past years include the COVID-19 pandemic, geopolitical strife, inflationary pressures and tightening of money in circulation. Such advances have counteracted the exchange rate volatility and boosted the number of rough and severe market fluctuations. Empirical findings show that this volatility not only poses adverse impacts on the results of speculative trading but also has a wider economic performance of an economy, trade/finance flows/stability (Ahmed et al., 2024; Chikwira and Jahed, 2024). This has led to the emergence of effective financial risk management as a necessary factor to maintain sustainable Forex trading performance. 
The financial risk in Forex trading is mainly as a result of the exchange rate volatility market tail risk, liquidity risk and systems spillover effects across markets. Research indicates that volatility clustering and spilling can also considerably raise downside risk, especially when leveraged and when these positions have short-term trading objectives (Nerantzidis, Stoupos and Tzeremes, 2024; Huynh, Nasir and Nguyen, 2023). The excessive drawdowns and failure of traders have been attributed to weak risk controls during times of financial stress (Ferdous et al., 2022). 
In Forex trading, despite the existence of a vast variety of financial risk management instruments, including Value-at-Risk (VaR), Expected Shortfall, hedging options and volatility prediction frameworks, the tools are not adequately utilised. Studies indicate that most traders mainly orient on the aspect of generating returns at the expense of failing to recognise the significance of structured risk control approaches (Blom, Petter and Risstad, 2023). In addition, the scholarly work currently explores measurement of risks, forecasting or hedging strategies separately with limited focus on the ways that the practices can be integrated to result in improved trading performance. 
The fundamental research problem to be examined in the present research is that there has not been a unified grasp on the relevance of the financial risk management approaches to the investment performance of Forex trading. It is apparent that a synthesised performance-oriented analysis which connects risk identification, mitigation, and measurement strategies to the outcomes of trading directly is required. It is especially important to discuss this gap in the framework of the international business where a currency risk management becomes a significant focus of the global decision-making processes and financial sustainability. 


[bookmark: _Toc221799722]2. 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 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 financial risk management tools and strategies are used in Forex markets?
2. What relationship exists between financial risk management practices and Forex trading performance?
3. Which risk management practices are most effective in improving trading outcomes?
The use of these objectives and questions also facilitates alignment between the research problem, the methodology and the expected outcomes whilst having a clear focus on the performance enhancement in Forex trading.
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The global monetary system is known to have a very volatile and risky element in the form of foreign exchange (Forex) market. In contrast to equity or fixed-income markets, Forex trading is not only twenty-four hours a day, seven days a week but also reacts instantly to the announcements of macroeconomic policies, changes in global financial integration and politics and geopolitical events. Such structural features subject the participants in the market to endemic systemic types of financial risks, primarily exchange rate volatility, liquidity risk and tail risk. Empirical studies suggest that such risks have been aggravated by an increasing financial interconnectedness, and an increasing number of economic shocks across the world further support the inability of today’s currency markets to withstand sudden and destabilising changes (Haddad, 2023; Irani et al., 2025).
A significant amount of research found exchange rate volatility as the main risk that determines Forex market behaviour. Currency volatility is persistent as opposed to random fluctuations, has a clustering and spillover effect across markets. As Nerantzidis, Stoupos and Tzeremes (2024) show, volatility spillovers between major currencies become stronger in times of economic distress and hence undermine systemic risk and the time-honoured advantages of portfolio diversification. Equally, Huynh, Nasir and Nguyen (2023) demonstrate that market connectedness is high because of trade policy uncertainty, which propagates shock-induced through currency pairs faster. These results not only do not confirm classical portfolio theory, which dictates a weak interdependence among assets, but also demonstrate the need of a sophisticated risk management structure to offer systemic exposure in Forex markets.
Due to increased volatility, financial risk management has emerged as a focal point of academic research and practise. Value-at-Risk (VaR) and Expected Shortfall are widely presented as a fundamental risk measurement technique to assess downside exposure. As illustrated by Blom, Petter and Risstad (2023), the addition of implied volatility values and machine learning to VaR enhanced the ability of major currency pairs to be estimated. Nevertheless, even with methodological improvements, VaR is not a true to capitalise upon extreme losses in times of intense market stress. To tackle this weakness, Jiang, Hu and Yu (2022) state that the expected shortfall offers a more consistent and trusted measure of tail risk, especially in Forex markets where regimes change and steep shifts in prices are frequent.
The major limitation in the literature is its disproportionate focus on the accuracy of measurement, as opposed to trading performance, despite progress in the quantification of risks. Although correct nebulosis of risk is crucial, it is not necessarily associated with better investment results, unless it is part and parcel of institutionalised risk-taking and implementation. Malhotra et al. (2023) emphasize that active performance gains on the use of quantitative risk models in trading controls and policies, such as position sizing policies, explicit risk and behavioural discipline limits. This shows a deep disparity between the technical risk modelling and the operational processes by which performance is indeed boosted in Forex trading.
Hedging is another significant section of financial risk management. The authors concluded that diversification and hedging in derivatives can lower the volatility of the portfolio and stabilise the returns (Almeida and Goncalves, 2022b). A common finding by Zakaria (2023) is that the proper hedging enhances performance, particularly in the framework of the unpredictable market. These results cause problems with the classical view that only hedging restricts the potential of profits. Rather, risk management can be regarded as approach that would facilitate long term trading success.
Still, there are clear shortcomings of the practical use of hedging strategies as well that can be found in the literature. As Mansoori, Al Mheiri and Nobanee (2024) note, most market participants resort to reactive hedging strategies, where they establish defensive tactics once unfavourable trends have started. This behaviour makes hedging performance less effective and points to a general lack of ratios between theoretical models and actual trading strategies. Although academic models tend to focus on possible rational and systematic risk management behaviour, empirical trading choices are often subject to behavioural bias, information asymmetries and short-term performance pressure.
The recent literature dwells more and more on using the improved analysis methods, especially machine learning and deep learning, in the field of Forex risk management. As Iqbal et al. (2024) and Kim, Kim and Choi (2025) report, artificial intelligence-based models are better predictors of exchange rate behaviour and volatility than traditional econometric models. On the same note, Zitis, Potirakis and Alexandridis (2024) show that deep learning models considerably improve the accuracy of volatility forecasting and allow more proactive risk management. Although better forecasts may help to achieve higher performance, there is scanty empirical support of how advanced predictive models relate to improved Forex trading performance. It means that an excellent forecasting ability is ineffective when it is not supplemented with systematic financial risk management frameworks and regular feedback mechanisms.
The other notable weakness of the literature is the disjointed literature. Volatility modelling, hedging policies, prediction and systemic risk are frequently analysed separately, and there are few efforts to bring these components together in a single analytical view. All the aspects of financial risk management are well documented but there is a gap in synthesised models that explicitly relate risk identification, mitigation and measurement to Forex trading performance. Additionally, comparatively smaller studies engage in a holistic approach, putting financial risk management in the context of financial markets and international business operations (Ahmed et al., 2024; Haddad, 2023).
The proposed research proposes to fill these gaps by means of thorough secondary research that leads to the combination of various strands of available literature into a seamless, performance-based study. Instead of the single risk management tools or modelling techniques the research is critical in assessing the overall risk measurement, hedging strategies, and analytical methods used in enhancing Forex trading performance. Through the empirical evidence synthesis on these areas the study presents an integrated point of view that is yet to take shape in the current literature beyond the academic value, and that which can materially benefit the traders, financial institutions and policymakers in need of a higher degree of resilience in highly volatile global financial marketplaces.
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This research has a qualitative method of secondary research through a systematic review of literature. The secondary research method will suit the study, since it does not aim to gather new data but aims to synthesise and critically evaluate existing empirical and theoretical knowledge on empirical and theoretical basis. As a primary source of data, peer-reviewed scholarly journal articles indicate relevance and quality of methods because the study should be performed within 2020-25. 
The study is based on an interpretivist research philosophy which acknowledges the fact that the effectiveness of financial risk management is situational and depends on the market conditions, trading techniques and institutional arrangements. The research takes the form of inductive research methodology to arrive at insights and conceptual knowledge based on the available literature. 
The literature review is conducted on an organised procedure that includes searching databases, screening, analysis and inclusion criteria and thematic analysis. Strategic themes associated with the aspects of Forex risk, risk management instruments and performance response are elicited and woven together in coming up with a combined conceptual model. 
The ethical variables are not a major consideration since only secondary data are used. The integrity of academic integrity is ensured by proper citation, clear reporting and proper adherence to the rules of plagiarism. The study adheres to all institutional requirements of secondary research in terms of ethics.
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There are certain challenges that this study is exposed to and risks that can influence the validity and reliability of the results obtained. 
1. Limitations of Data 
The analysis involves previous journal records, which restricts manipulation of data quality, measures and situation. Since other purposes were being handled by collecting data, the same might not fully correspond to the present objectives. This limits causal inference as well since the majority of the sources are correlation-based. 
2. Volatility and Dependency on a Market 
Forex markets are very volatile and determined by macroeconomic and geopolitical forces. Thus, historical evidence might no longer be applicable in the present situation and decreases generalisability. 
3. Selection Bias All-publication Bias 
Findings of studies, which are not significant are frequently underreported in published literature. There can also be bias of the researcher by virtue of literature selection. 
4. Data Comparability Issues 
Studies differ in definitions and measurement tools which make it difficult to compare and synthesise. 
5. Time and Resource limitations 
The lack of time and access to databases might limit the possibility to conduct an in-depth review and exclude the scope of pertinent studies.
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	Weeks
	Activity

	1–2
	Topic finalisation and proposal development

	3–6
	Systematic literature review

	7–8
	Data synthesis and conceptual framework

	9–10
	Methodology refinement

	11–12
	Analysis and discussion

	13–14
	Conclusions, recommendations and submission
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Figure 1: Gantt Chart of activity
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