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[bookmark: _Toc129775015]1. Introduction
The report will crucially focus on all the aspects of foreign exchange rates and their associated risk within the institutions of finances. In this part of the research work, methods, and limitations will be identified for further conduction of research work. Foreign exchange is defined as the conversion of a single currency into another at a particular rate termed a “foreign exchange rate”. The conversion rates for every currency are continuously floating as they are driven by the forces of the market of demand and supply. In the world, the most traded currencies are the British pound, Euro, United states dollar and Japanese Yen (Corporatefinanceinstitute, 2023). Different factors that impact the forces of the market behind foreign exchange rates involve political, psychological and economic conditions. Economic factors are mainly concerned with foreign exchange rates including trade balances, inflation, economic policies of the government and the outlook of economic development. 
The market of foreign exchange is a decentralised and “over-counter market” where all trading of currency exchange happens (Davis et al. 2021). The market of foreign exchange is regarded as one of the most accessible markets of finance. The rate risk is also termed “foreign exchange risk” which is the threat of financial effect because of the fluctuations of the exchange rate.  The financial position or performance is going to be highly affected by the transfigurations in the exchange rates between the currencies of distinct countries (Liao and Zhang, 2020). Foreign exchange risk comprises mainly of three types including translation risk, economic risk and transaction risk.  Consider the instance of an organisation based in the UK operating its business in China means receiving the transactions of finances in “Chinese Yuan”. However, it reports its statement of finances is reported in “British Pound” which means it is exposed to the risk of foreign exchange.
Risk management in the context of financial transactions is extremely important which are unpredictable and volatile. Unemployment, rise in inflation, stock heavy fluctuations, adverse transformations in the monetary policy and huge dependency on foreign clashes and spending cause a huge crisis in the foreign exchange (Wallstreetmojo, 2023). The crisis in the economy immensely impacts the economy and is adjusted by the government through distributing “Foreign reserves” The financial institutions do not possess the clear accessibility to control the exchange rate fluctuation but have the potential to manage the risks by utilising proper hedging tools including options, forward and futures to manage the costs and revenues more effectively (Jeevanandam, 2020). There is a high risk in the transactions between different countries and it can be solved by making and receiving the transaction payment in the country’s own currency.
[bookmark: _Toc129775016]2. Methodology
Research methodology is demonstrated as the particular techniques or procedures utilised to recognise, select and evaluate the data regarding the topic. The framework of research onion will help in designing a robust methodology for research. The outlining of proper methods and structure will help in a method of systematic research (Newman and Gough, 2020). This research study will follow the interpretivism research philosophy will be used for conducting this research. This philosophy will help to assume the risks of financial transactions based on the reality that is socially constructed and subjective (Pandey and Pandey, 2021). Furthermore, the study will use a deductive research approach to deduce the secondary information and confirm the existing theories or test hypotheses emerging from the theories. This approach will assist this research study by saving time in developing new theories. The problem is addressed and identified using research design. In this study, an explanatory research design will be utilised which will assist in maximising the comprehension of a provided topic and ascertaining the reason of occurring of any specific phenomenon.
This study will mainly focus on secondary data collection methods for accumulating information on “foreign exchange risk management within the financial institutions”. The research study will accumulate information on financial books, journals, articles, webpages, news sites and Google scholar to analyse the appropriateness of a topic. It will help the researcher to save time and costs by analysing existing information (Patel and Patel, 2019). The collected secondary information will be only qualitative data as there will not be counting or measurement using numbers. Data analysis is an important procedure of the research work which will help to analyse the collected data (Al-Ababneh, 2022). Thematic analysis will be initiated in this research work by evaluating qualitative information that comprises acknowledging through a data set and patterns looking at the meaning of information to recognise themes. The study will develop 6 themes from 6 articles to analyse the information. Moreover, the Convenience sampling technique will be utilised where the secondary data units will be chosen for inclusion because it is the accessible and easiest method for the researcher.


[bookmark: _Toc129775017]3. Aims and Objectives
Aim
The study aims at analysing the risk management of foreign exchange within the institutions of finances.
Objectives
· To illustrate the concept of foreign exchange 
· To analyse the challenges associated with foreign exchange in financial institutions
· To evaluate the foreign exchange risk management within the financial institutions
· To recommend possible solutions to mitigate the risks of foreign exchange
[bookmark: _Toc129775018]4. Literature review
Concept of foreign exchange
Different nations have their own currency like the US has the Dollar, Japan has Yen, China has Yuan, and the UK has the Sterling Pound. As opined by Adler and Mano, (2021), foreign exchange refers to change of countries currency in currency of another nation. Usually, the forex reserves of a nation are constrained with five major currencies such as US, Sterling Pound, Euro, Yuan and Yen. Foreign exchange is a way that allows one country to change its national currency into another nation currency and facilitate international trade. Primarily, the majority portion of international trade is initiated through the US dollar and therefore the dollar dominates international trade and foreign reserves (Waller, 2022). In a free economy, the value of any currency is determined based on supply and demand. Globally, practice of foreign exchange is done by Banks and financial institutions and all transactions fall under BIS or “Bank of international settlements” (Canton, 2021). Foreign exchange allows businesses to successfully entitle their business operation and achieve better growth and take benefits of global trade. However, fluctuation in the value of foreign currency is a major risk that makes significant impacts on business and economic growth.  
Benefits of efficient risk governance for foreign exchanges aspects in financial institutions
Financial institutions deal with foreign exchange and fluctuation in currency value can make a significant impact on the financial health of an institution. As per views of Rajković, et al. (2020), interest rate, inflation, current account deficit, terms of trade, and economic performance are important factors that impact currency exchange rate. However, based on words of Tiwary, (2019), financial institutions cannot control the function of currency exchange rate but this risk can be managed through use of hedging tools. Forward trade, options trade, internal hedging tools, risk sharing agreement, and money market hedging are considered an important tool that are used by financial institutions to manage risk. However, the central bank of any nation plays an important role to effectively manage foreign exchange risk. Central bank used tools like setting interest rates, issuing new currency and managing forex reserves that allow financial institutions to better manage risk (Dikau and Volz, 2021). Manage foreign exchange risk in an efficient way, facilitate stable currency that protects from currency fluctuation, and promote foreign investment. As a result, it attracts foreign investment that plays a critical role to improve economic growth and also assists in maintaining stable inflation. 
Challenges associated with manage foreign exchange risk in financial institution
Managing foreign exchange risk is challenging for financial institutions as it is difficult to forecast demand and supply of currency along with impacts of risk on working capital. Uncertain events like the Russia-Ukraine war and recent Covid 19 enhance uncertainty in the money market and capital market that influence volatility of currency rate (Al‐Thaqeb, et al. 2022). Predicting this type of unforeseen event is very challenging for any financial institution. Apart from that, developing a 100% successful hedging strategy is a very difficult task. In this regard, implementing a hedging strategy in the wrong way can lead to significant loss and hamper overall operation. However, the world has changed rapidly, making it difficult to forecast future conduction and trends that further increased risk in managing foreign exchange. Shifting of interest rate also creates challenges to manage foreign exchange risk. 
Existing practices 
Financial institutions used hedging tools like forward contract, currency options, and futures to hedging risk of foreign exchange. As opined by Alfaro, et al. (2021), currency forward contracts protect financial institutions against unfavourable currency exchange rate and support it financial stability.  In addition, a forward contract is also an effective hedging tool that allows financial institutions to hedge foreign exchange risk for future settlement. Apart from that, through reducing exposure in foreign markets and prioritising local currency, financial institutions reduce foreign exchange risk. Moreover, quantifying standards for risk tolerance, developing flexible FOREX policy and collecting data from all systems is an effective way to minimise risk of foreign exchange (Bahjat, et al. 2022). Determine FX risk in the initial stage along with use of internal tools like netting and matching help financial institutions to manage this risk in an effective way. 
Theory
Interest rate parity theory
[image: ]
Figure 1: Interest rate parity theory
(Source: Liu and Lee, 2022)
Fluctuation in value of currency is the main risk that is associated with foreign exchange risk and this fluctuation is incurred due to different reasons like rise of inflation and interest rate. As opined by Burnside, (2019), interest rate parity theory suggests that fluctuation in currency and rise or decrease in interest rate has direct relationship.  This theory further argued that the difference between interest rates of two countries is equal to the difference between the forward exchange rate and spot exchange rate. This specific theory plays an important role by developing connections between the spot exchange rate, foreign exchange rate and interest rate (Liao, 2020). As a result, by using this theory financial institutions can stay aware about different aspects and make hedging strategies in an effective way. It influences financial institutions to make better decisions and also assists to develop flexible FOREX policies that reduce currency fluctuation risk.  
[bookmark: _Toc129775019]5. Limitations
The research study will explore crucial and significant information regarding the topic. However, the topic gets restricted to certain factors as there is less word count on this concerned topic. In this topic, some banking institutions or financial institutions can be considered and their specific issues with foreign exchange risks can be considered if there is the availability of word for this research project (Hill et al. 2020). Moreover, using the primary research method can help this research study to receive the personal opinion of the managers and employees of different financial institutions in the context of the study. The exploration of more information regarding the topic gets limited due to word count.
[bookmark: _Toc129775020]6. Ethical Consideration
Proper ethics will be followed in this research study to conduct this research work without any legal or ethical interruptions. In regards to minimising any obstacles during the “data collection” and “data analysis process”, the proper ethical standards will be maintained to maintain the factuality of the study. Ethical considerations in this research study are essential because the data collection will be from secondary sources. There will be a chance of emerging plagiarism though the researcher will capture insight from secondary data.
Authentic data and facts will be used by the researcher for the procedure of data analysis to achieve this research study in a successive manner. The UK Data Protection act 2018 will be followed by the researcher to protect the information and maintain transparency in the conduction of this research study (Gov, 2023). Ethical principles will help to protect the rights, welfare and dignity of research work.


[bookmark: _Toc129775021]7. Timeframe 
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Table 1: Timeline
(Source: Created by author)
[bookmark: _Toc129775022]8. Conclusion
It can be concluded from this proposal that this research study will provide an in-depth understanding of the topic of finances and financial transactions. The research will follow the suggested methods provided in this proposal. This research work will follow all the aspects of ethical standards and the protection act of the UK to maintain integrity and transparency. Completion of the research work will take almost 7 months due to critical analysis.
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