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This study investigates the impact of changes in interest rates on consumer credit behaviour in the UK mortgage market, with a particular focus on borrowing rates, default patterns, and refinance activity. Consumer decisions regarding mortgage origination, repayment, and refinancing are significantly influenced by interest rates, which are a critical factor in determining the cost of borrowing. It is imperative for stakeholders, such as policymakers, investors, and lenders, to investigate consumer responsiveness to interest rate fluctuations, as mortgage lending in the United Kingdom is significantly associated with market stability. Critical studies, such as Cloyne, Ferreira, and Surico (2018), Di Maggio et al. (2017), and Cooperman et al. (2022), establish a foundation for comprehending these dynamics. These studies examine how interest rate sensitivity, financial constraints, and risk management affect the behaviour of consumers and lenders in the mortgage market.

Over the past few decades, the UK mortgage industry has grown significantly, and customers' decisions about when and how to take on mortgage debt are significantly impacted by changes in interest rates (Whitbread, 2024). Understanding how consumers respond to changes in interest rates is becoming more and more crucial as the Bank of England's monetary policies force rate adjustments to preserve economic stability. Industry professionals with a wealth of experience in the construction sector, particularly in the acquisition, renovation, and sale of residential properties, frequently acquire a distinctive viewpoint on how critical economic factors affect market dynamics and consumer confidence in real estate investments. A comprehensive comprehension of the impact of mortgage rates on customer financing decisions and property demand is a critical component of business strategy in this sector. These factors are essential for evaluating the viability of investments and guaranteeing market stability.
This study aims to provide insightful information about how changes in interest rates affect consumer financial resilience, the dynamics of the real estate market, and wider financial sector ramifications. The study's analysis of these consequences will assist policymakers, financial institutions, and players in the building industry in making well-informed decisions that will promote a responsive and stable housing market despite fluctuating interest rates.

Purpose, Goals, and Research Issues
The main goal of this study is to analyse the impact of benchmark interest rates on UK consumer mortgage behaviour. Particularly, this paper will evaluate the effects of benchmark rate changes on mortgage origination, refinance, and repayment decisions, as well as how economic factors mitigate the influence of interest rate changes on consumer mortgage behaviour. To do so, I empirically test how changes in the benchmark interest rates (LIBOR, EURIBOR, and SOFR) affect borrowing rates in the UK mortgage market, showing how consumers react to changes in interest rates in relation to refinancing and new mortgages. This paper will clarify whether lower interest rates are associated with lower default risks, suggesting that consumers can better fulfil their mortgage obligations. Besides, it will examine how economic variables, such as GDP growth, inflation, household cost of living, and interest rate fluctuations, affect mortgage behaviour, focusing on how the state of the economy affects mortgage repayment patterns. This study contributes to investment plans in the real estate sector, especially in the building sector. It shows that comprehending the impact of mortgage rates on real estate sales, renovations, and resale values will help guide strategic choices in response to market conditions.

Questions for Research:
1.What effects do shifts in the benchmark interest rates (LIBOR, EURIBOR, and SOFR) have on borrowing costs in the mortgage market in the United Kingdom?
2.What connection exists between changes in interest rates and UK mortgage holders' default patterns?
3.How is the relationship between interest rates and consumer mortgage behaviour influenced by economic control variables such as GDP, inflation, and household costs?
4.What broader effects do interest rate-driven shifts in consumer behaviour have on UK financial institutions and policymakers?

Data Source
This study will analyse secondary quantitative data to investigate the connections between interest rates, consumer mortgage behaviour, and general economic issues. Using publicly accessible data from reliable sources will provide a strong basis for empirical research.
My data sources include: The Bank of England, Federal Reserve Economic Data (FRED), and other reliable sources will provide information on benchmark interest rates (LIBOR, EURIBOR, and SOFR). It is possible to capture the short- and medium-term effects of rate swings using both 6-month and 12-month rates. Industry publications, including Barclays' public insights into mortgage behaviour, UK Finance, and the Office for National Statistics (ONS), will be the sources of mortgage market statistics, such as borrowing rates, default rates, and refinancing trends. Control variables will be economic indicators derived from ONS and World Bank datasets, including GDP growth, inflation, and household living expenses.




Testing Hypotheses:
The following are the study's hypotheses:
 H1: Lower interest rates reduce borrowing costs, enabling consumers to afford mortgages more readily.
H0: Lower interest rates do not significantly impact consumers' ability to afford mortgages.
 
H1: Reduced financial strain on borrowers due to lower interest rates is associated with a decrease in default rates.
H0: Lower interest rates do not have a significant association with default rates among borrowers.
 
H1: Fluctuations in interest rates influence consumer borrowing and repayment behaviours; however, these effects are moderated by broader economic factors such as GDP growth and inflation.
H0: Interest rate fluctuations do not significantly influence consumer borrowing and repayment patterns, irrespective of economic factors such as GDP and inflation.

Models of Econometrics:
Two econometric models will be used to examine these relationships:
Borrowing Rate Model: This model examines the relationship between borrowing and benchmark interest rates. Control variables such as GDP, inflation, and household living expenses are added to account for other economic factors influencing consumer mortgage behaviour.
Rate of borrowing = α + β × interest rate + γ × control factors + ϵ
The default behaviour model, the difference between the real mortgage and reference rates, evaluates the effects of interest rate changes. The stability of consumer credit under different rate situations will be clarified by this model, which measures default behaviour in relation to economic variables.
Default Behaviour = α + β × interest rate + γ × control variables + ϵ.


Review of Literature

This literature review investigates the substantial influence of interest rate fluctuations and policy decisions on the real estate and construction sectors, which present significant obstacles to the banking and finance industry in the current economic environment. The Bank of England's recent monetary policies, designed to stabilise the economy, have directly impacted property investments and mortgage rates; this has resulted in a rise in financing costs and a demand for property refurbishment and resale, impacting construction businesses.

Barclays (2024) emphasises the housing market's inconsistent response to recent rate increases, with certain regions experiencing a decline in demand while others maintain demand, albeit at a reduced pace. This dynamic presents opportunities and challenges for companies engaged in acquiring, renovating, and selling property, necessitating strategic adaptations to local market conditions and consumer sentiment.

Cloyne, Ferreira, and Surico (2018) offer evidence that the dynamics of the property market are substantially influenced by mortgage holders' sensitivity to changes in interest rates. Increased sensitivity may impact the demand for property sales and enhancements, reducing householders' spending power; this is particularly true for small construction businesses, where consumer behaviour frequently reflects broader economic trends.

Cooperman et al. (2022) provide additional insights that emphasise the increasing importance of risk management for financial institutions in the face of evolving risks associated with inflation, interest rates, and regulatory changes. Understanding financial risk is essential for enhancing strategic planning and resilience in construction businesses, particularly in urban centres such as London.

Furthermore, Di Maggio et al. (2017) investigate the financial constraints that affect SMEs, observing that access to capital continues to be a challenge. Recent interest rate increases, and stricter lending requirements have further complicated financing, underscoring the significance of financial policy awareness, according to the Office for National Statistics (ONS, 2024).

In conclusion, this literature review emphasises the complex relationship between the construction sector's adaptability, financial industry trends, and macroeconomic policy. Businesses that specialise in the acquisition, refurbishment, and resale of property must remain informed about these economic and financial trends to make strategic, market-aligned investment decisions.




Limitations 
This study's dependence on publicly accessible secondary data has drawbacks. It might not include some borrower attributes like personal income, credit ratings, and loan history, which limits the examination of individual consumer behaviour. Furthermore, it might be difficult to determine causality because unanticipated economic events like abrupt job changes or financial crises can affect consumer behaviour apart from interest rates.
Additionally, the study only looks at the UK mortgage market, which restricts the applicability of its conclusions to other areas with differing regulatory frameworks or economic conditions. Understanding these restrictions guarantees a fair and transparent analysis, preserving the integrity of the study and allowing for a targeted interpretation of the findings in the context of the UK.

Ethical considerations
This study analyses secondary data to reduce ethical hazards and excludes direct participant involvement. All information will be gathered in accordance with UWTSD's Research Ethics & Integrity Code of Practice and Research Data Management Policy from reliable, publicly available sources. No private or sensitive data will be used, and GDPR-compliant data management procedures will guarantee data security and privacy. This meticulous process guarantees that the study adheres to the strictest ethical guidelines and that all data will be handled sensibly to preserve the study's integrity.

Timeframe
To guarantee a systematic and effective workflow, a Gantt chart has been made to show the 10-week project timeline, assigning times to each research stage:
Weeks 1-2: Data Collection and Literature Review: Compile pertinent literature, create a framework, and acquire secondary data.
Weeks 3-5: Data Analysis and Econometric Modelling: Use the gathered data to perform regression analyses, emphasizing econometric model validation and verifying the established hypotheses.
Weeks 6-7: Analysis and Methodology Writing a chapter involves documenting the econometric models, data sources, and techniques while outlining the preliminary results of the analysis.
Week 8: Conversation Writing a chapter involves interpreting the findings considering the literature review and discussing how they may affect consumer behaviour, construction investment plans, and the UK mortgage market.
Week 9: Complete the Introduction and Conclusion: Provide a synopsis of the goals and context of the research and write a conclusion emphasizing consequences and suggestions.
Week 10: Proofreading, Final Edits, and Submission: Before submitting, make final edits and review the complete dissertation for coherence, clarity, and compliance with UWTSD criteria.
With enough time for data analysis, writing, and revisions, this planned schedule guarantees that every dissertation phase is finished within the allocated time.
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Conclusion
The impact of interest rate fluctuations on consumer borrowing behaviour in the UK mortgage market is examined in this research proposal. Since I work in the construction industry, knowing how mortgage rates impact consumer behaviour is essential to making wise business and investment decisions. This is because changes in mortgage rates directly impact market stability, refinancing activity, and property demand. The effect of benchmark rates like LIBOR, EURIBOR, and SOFR on important mortgage behaviours, such as origination, default, and refinancing patterns, will be investigated in this study. This study intends to shed light on how shifting economic conditions influence consumer financial decisions, which in turn impact the resilience and accessibility of the housing market, by examining these effects in the context of the UK.

To moderate consumer mortgage behaviours, this study will also investigate the interactions between interest rate fluctuations and general economic factors including GDP growth, inflation, and living expenses. By determining these connections, our research will provide insightful information for policymakers and financial institutions, promoting a more thorough comprehension of the economic factors influencing consumer loan behaviour. It is anticipated that the results will benefit the real estate and construction industries, providing direction on strategic planning that considers shifting market dynamics. In conclusion, this proposal aims to provide a better understanding of the relationship between interest rates and consumer mortgage behaviour to potentially guide actions that promote a robust and stable housing market in the United Kingdom.
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