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Introduction
In the ever-changing banking and financial environment, interest rate indeed acts as one of the most influential and sensitive parameters defining the efficiency and revenue of the financial companies (Borio et al., 2017). This dissertation aims to quantitatively explore the relationship between interest rate changes and their impact on the net interest margin and overall profitability of two major banks in the UK: Currently HSBC and Barclays are the most prominent banks among the target groups of youth, students, and locals. The research will, thus, give a better direction of how these banks perform financially with special reference to the interest rate set by the Bank of England. 
Concerning the aspect of interest rate volatilities and the banking sector, the subject has been under extensive debate and research. When the central banks resort to changes of their monetary policies, the commercial banks will have to adapt theirs to operate profitably and minimize risks (Claessens et al., 2018). Net interest margin which is another essential measure of a bank’s profitability is more sensitive to changes in interest rates since it influences the major inputs in the formula – interest income from lending operations and the interest expense in the form of deposits (Angbazo, 1997). 
Some other relevant research emphasizes the multifaceted nature of the link between interest rates and banking networks, especially in the conditions of low interest rates (Altavilla et al. , 2018).
This study shall present findings that shall form part of the scholarly literature besides contributing to the advancement of knowledge in the field Further, the study shall provide valuable information about the management of interest rate risk to help bank managers to design effective strategies for managing the risk. In addition, it will be a rich source for the policymakers and the regulators in formulating better suitable monetary policies and suitable regulations (Demirgüç-Kunt and Huizinga, 1999).
To address these issues, this study will focus on the following two research questions:
1. To what extent do changes in the Bank of England's interest rates correlate with fluctuations in the net interest margins of HSBC and Barclays?
2. How does the magnitude of interest rate changes affect the Return on Assets (ROA) and Return on Equity (ROE) of HSBC and Barclays?
This study’s intention is to contribute a more fine-grained story to rising interest rate circumstances by examining HSBC and Barclays, banks that tackle the demands for various modelling methodologies and risk management plans. In this way, this dissertation aims to make academic and practical findings and help scholars and practitioners develop new theories and contribute to future banking policies and related policies in the post COVID-19 interest rate environment.
Aims, objectives, and research questions / hypotheses
Aim: The primary aim of this research is to quantitatively analyse and compare the effects of interest rate changes on the net interest margin and overall profitability of HSBC and Barclays, two major banks in the UK banking sector.
Objectives 
· To quantify the relationship between the Bank of England's interest rate changes and the net interest margins of HSBC and Barclays from 2013 to 2023.
· To determine, through regression analysis, the impact of interest rate fluctuations on the Return on Assets (ROA) and Return on Equity (ROE) of HSBC and Barclays
 Research Questions 
1. To what extent do changes in the Bank of England's interest rates correlate with fluctuations in the net interest margins of HSBC and Barclays between 2013 and 2023?
2. How does the magnitude of interest rate changes affect the Return on Assets (ROA) and Return on Equity (ROE) of HSBC and Barclays, and does this impact differ between the two banks?
Hypotheses 
 Based on the research questions and the existing literature, the following hypotheses are proposed: 
 H1: There is a significant positive correlation between changes in the Bank of England's interest rates and the net interest margins of both HSBC and Barclays.
 H2: The impact of interest rate changes on profitability metrics (ROA and ROE) is stronger for HSBC than for Barclays, due to differences in their business models and customer bases.
All these hypotheses are going to be tested by conducting statistical analysis of the data collected and these act as a guideline to answering the research questions to achieve the objectives of this study. 
Methodology
The research method used in this study is inclined towards the use of quantitative research approach to examine changes in interest rate on the profitability of HSBC and Barclays. The research design is developed with reference to research onion model (Saunders et al., 2007) which offers a well-defined approach to the determination of research methodology. 
Research Philosophy: Positivism: The study employs a positivism paradigm as a fitting approach for a quantitative study. 
Research Approach: Deductive: The study will use the deductive research approach through the formulation of hypotheses derived from theories, and data analysis to test the hypotheses. This kind of approach can be appropriate when trying to establish the effects of interest rates on the performance indicators of the bank.
Research Strategy: Archival Research: The research is going to apply archival research strategy and is going to be aimed at the comparison of various financial documents belonging to the company in the past. This strategy is chosen since it offers network data in huge quantities and longitudinal data that are valuable in studying trends over a period. 
Methodological Choice: Quantitative: A single subject quantitative technique shall be adopted, which includes statistical analysis of figures. This choice corresponds to the positivist paradigm and deductive research approach, as it would enable possibilities for quantitative measurement and evaluation of the studies’ variables. 
Time Horizon: Longitudinal: In the context of time orientation, the research will use a long-term focus, with the analysed data covering the period of 2013 to 2023. 
Data Collection and Analysis 
 Data Collection: Secondary data will be collected from reliable sources: 
· Interest rate information of the Bank of England from the official records (2013-2023) 
· Annual reports/registered accounts, affirmative from third parties, provisional financial statements, and business filings of HSBC and Barclays (2013-2023).  
 Key variables to be collected include: 
· [bookmark: _GoBack]Bank of England base rates
· Net Interest Margin (NIM) 
· Return on Assets (ROA) 
· Return on Equity (ROE) 
· Total assets 
· Net income 
 Data Analysis: 
· Time Series Analysis: To compare the interest rates and measures of performance banks in the industry in the current period to the past periods. 
· Correlation Analysis: To determine the significance level to establish the strength of the relationship between the changes in interest rate and the changes in the banking performance. 
· Regression Analysis: To perform regression analysis to determine by how much the interest rate changes affect the NIM, ROA, and ROE all other things being equal. 
· Comparative Analysis: To compute and compare the HSBC and Barclays’s Anna to illustrate any differences in their response to alterations in interest rates. 
Rationale for Methodology 
This methodology has been considered for the specificity to the research aims and questions that have been formulated. The quantitative procedure permits the establishment of the correlation between various parameters, which offer a chance to evaluate models concerning temporal dynamics. The strong method of data collection is the secondary data collection from official sources to avoid reliability issues while the weak aspect is that the research covers an extensive period, and thus, might overlook some changes. 
Having selected the methods under study, it is important to note that all the above-mentioned methods belong to the class of research methods used in banking and finance research, which is a field characterized by the comprehensive quantitative analysis of financial indicators. The paper accommodates time series, correlation analysis, and regression analysis hence giving a more comprehensive view on the nature of interest rate and profitability of the bank. 
 Scope and Limitations 
· The study focuses on two major UK banks: HSBC and Barclays.
· The time frame of 2013-2023 provides a comprehensive period for analysis, including various economic conditions.
· While the study uses a wide range of financial metrics, it is limited to publicly available data, which may not capture all nuances of the banks' operations. 
 This research method shall help in the analysis of how the changes in interest rates impact the profitability of HSBC and Barclays for the benefit of the existing and potential users or readers who are interested in banking and finance.
Literature review
This paper analyses the connection between the level of interest rates and profitability of the banks as one of the most discussed issues in banking and finance literature. This paper critically discusses major works in this area, noting the work’s strengths and weaknesses as well as situating the study in literature.
Interest Rates and Net Interest Margins
Advanced economies are the focus of English et al., (2018) study which examines the effect of interest rates on the profitability of banks. They discovered that the coefficients of interest rates and NIMs were positive and higher in the long run. However, their study involved integration of the data at country level which may have concealed some of the country characteristics. The present research strives to avoid this issue by being more precise when it comes to the choice of the country, in this case, the United Kingdom; thus, this study permits understanding if there are peculiarities in the UK that can affect the link between the interest rate and the profitability. 
Following the thought of Borio et al., (2017), the existing common understanding that higher interest rates increase the degree of bank profitability is in fact incorrect. One of their findings was that the relation is u-shaped and the conditions, under which stock returns react to changes in macroeconomic indicators depend on other macroeconomic factors. 
Bank-Specific Factors and Interest Rate Sensitivity
Different studies have analysed this phenomenon from Claessens et al., (2018) they aimed to identify the impact of the low interest rate on the profitability of the banking sector. They discovered that factors unique to banks like business strategies and balance sheets have a profound effect with the direction and magnitude of a bank’s changes when interest rate shocks occur. However, their identified factors were more encompassing, and their research involved multiple countries and hundreds of banks. The present research expands upon this by performing an analysis on two banks, which enables for a better understanding of how two considerably different business models operating in the same general environment experience variation in interest rates. 
 A research work conducted by Arch (2021) also involve the analysis of the effect of the unconventional monetary policy on the profitability of the UK’s linked bank. Even though their findings were rather informative about the UK banking sector, their research mainly involved work after the events of the 2008 financial crisis. The current research also prolongs this timeline highlighting whether there is the shift in the link between interest rates and bank profitability in the subsequent years for the prolonged low interest rates and the recent rate increases.
Profitability Metrics Beyond NIM
Most of the studies centre on net interest margins, however, extending the concept, Altavilla et al., (2018) widened its approach that included other measures of profitability including ROA and ROE. They also discovered that reserve requirements exert a somewhat different influence on these measures and on NIM. However, their investigation was limited to Euro area thus gave way for future research in the context of the UK. This is countered by the present research which evaluates multiple profitability measures in UK bank to give a broader view on interest rate changes.
Methodological Approaches
In terms of the methodological approaches, Alessandri & Nelson (2015) used vector error correction model to examine the link between the interest rates and the bank profitability in the UK. Although it was quite rigorous for their approach, it lacked the measures by which comparisons between different banks could be made. The current study intends to further from their research by employing methods that would allow for a comparison between HSBC and Barclays directly, with a view of establishing how various characteristics of a bank could impact on the interest rate.
Research Gap and Contribution
However, by individual parts of the literature, there is a lack of research where the reactions of various banks operating in the same market to the changes in the interest rates are examined. The overwhelming majority of investigations either compiles information for several banks or is related to banking sectors in general. The present research fills this emptiness by comparing two significant UK banks, that are, HSBC and Barclays with various business models and risk management approaches. 
 Moreover, studies have also shown that most of these pasts done during the period characterized by low interest rate regimes such as in the aftermath of the 2008 global financial crisis. Due to recent interest rate movements by the Bank of England, there is therefore a gap in existing literature that requires an exploration of these movements’ effects on bank revenue in the current volatile environment. 
 To fill these gaps, this research should attempt to add to the existing literature by investigating the extent to which other aspects of the financial structure of the bank that is still in question distort the link between the interest rate and profitability. Consequently, this study will contribute to the existing literature on interest rate and its effects and guide the bank management and policymakers in addressing the issues arising from fluctuating interest rate.
Limitations
This research acknowledges the following limitations:
· Limited sample size: Focus on only two UK banks (HSBC and Barclays) limits generalizability.
· Reliance on public data: May not capture all nuances of banks' internal operations and strategies.
· Fixed time frame (2013-2023): May miss longer-term cyclical patterns in interest rates and profitability.
· External factor complexity: Challenging to account for all variables influencing bank profitability (e.g., regulatory changes, technological disruptions).
· Correlation vs. causation: Statistical analysis may reveal correlations but not definitively establish causal relationships.
· Model simplification: Quantitative models may not capture all nuances of banks' responses to interest rate changes.
· Word count constraints: Limits depth of exploration into certain aspects of bank operations and statistical analyses.
Ethical Considerations
While this study primarily uses publicly available financial data, the following ethical considerations will be addressed:
· Data Integrity: Ensure accuracy and reliability of data from reputable sources.
· Objectivity: Maintain impartiality in analysis and presentation of results.
· Confidentiality: Exclude any accidentally encountered non-public information.
· Conflicts of Interest: Disclose any potential conflicts related to the banks under study.
· Responsible Reporting: Present findings without sensationalism or misrepresentation.
· Ethical Use of Findings: Consider potential implications of conclusions on banking practices.
· Intellectual Property: Properly cite all sources, respecting others' work.
· Institutional Approval: Seek approval from the university's ethics committee.
These considerations aim to ensure the research adheres to high standards of academic integrity and responsible conduct.
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Conclusion
I have decided to focus on the study of the correlation between the fluctuation of interest rates and the performance of two large British banks: HSBC and Barclays as I feel that qualifying the impact of interest rate change on UK’s major banking institutions will be quite imperative in the fields of banking strategy, risk management and policy regulation. Quantitative research in this area will also be very significant in enhancing our knowledge on how various banks in the same market feel the impact of changes in the interest rates. 
Subsequently, having defined what difficulties prior research on this topic present: either collecting only aggregate data or analysing results of a single country only, I tried to develop a methodology that will preclude these flaws. Therefore, this research, through comparing and analysing two leading major banks with contrasting business models, attempts to make a finer conclusion about the correlation between the interest rates and profitability of a bank. 
In this regard, I expect that the relationship between the level of interest rate and the indices of bank profitability will be depicted well enough to warrant for more research. In addition, with regards to the record of HSBC and Barclays responding to changes in interest rates, I expect there to be significant discrepancies based on the firms’ strategic management and risk-taking tolerances. 
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