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The benchmark interest rate, the most fundamental monetary policy instrument accessible to the central bank, is a crucial policy instrument for influencing the national economy. The benchmark interest rate of the Federal Reserve, the federal funds rate, has had a substantial impact on the British economy. A developed nation with a robust market economy, such as the United Kingdom, has market-based interest rates, reliable regulatory frameworks, and a well-established and stable real estate market (Francke and Korevaar, 2021). This proposal will examine the impact of interest rate control on the housing market, with a focus on its magnitude. This proposal examines the impact of interest rates on the price and availability of real estate. This study will investigate if interest rates impact the real estate market. 
[bookmark: _Toc123810145]1.2 The Value of Investigation 
Real estate in the United Kingdom is a crucial pillar of the country's economic development in the three ways described below. First, the real estate market is intricately intertwined with people's living conditions and job happiness, both of which are essential for societal cohesiveness (Fuller, Johnston and Regan, 2019). The availability of housing has a direct bearing on the daily safety of people. Due to its broad supply chain, real estate is also a significant contributor to economic growth. To prevent another real estate bubble from causing a worldwide financial catastrophe similar to the subprime mortgage crisis, it is vital to comprehend the factors that determine the supply and price of real estate. As seen by the domino effect generated by the subprime mortgage crisis, the UK market is highly dependent on real estate financing. Real estate finance includes equity financing, bond financing, credit financing, and other forms of funding (Fuller, Johnston and Regan, 2019). It is not restricted to mortgage loans. These financial tactics are intricately related to interest rates. This proposal investigates the effect of interest rates on the British real estate market by analysing data from the past seven years and assuming the market has progressively recovered from the financial crisis. The research is the result of various scholars' efforts. It can support its statements about how interest rate control influences the expansion of the real estate business with verifiable information. 
[bookmark: _Toc123810146]1.3 Objectives and Aims of Research 
The objectives and aims of the research are:
· Determine the key measures of establishing an interest rate.
· Providing a recent history evaluation on the interest rate fluctuations in the United Kingdom and the reasons behind those.
· Determining the variables that impact the interest rate in the United Kingdom.
· Determine the different types of the impact that interest rates may have on housing prices in the United Kingdom through secondary research.
· Provide recommendations on future approach to managing increasing or decreasing interest rates in the housing market in the United Kingdom.
[bookmark: _Toc123810147]Chapter Two – Literature Review 
As with other durable consumer goods, market supply and demand influences the prices of real estate. Real estate is substantially more complex than other simple commodities since it has qualities that make it both an investment and a consumption commodity. Most foreign academics investigate the relationship between interest rates and home prices from the perspectives of supply, demand, or investment (Byrne, 2019). 
Economists use the neoclassical framework, which is based on microeconomics, to analyse topics such as interest rates and housing consumption, rental rates, investment, mortgage interest rates, etc., as well as the real interest rate's relationship to the real estate market. Due to the negative relationship between interest rates and residential demand, an increase in interest rates will decrease property values and investment. They slant in the opposite direction. Adler and Ansell (2019) investigated the relationship between property price supply and demand. They claim that rising mortgage rates have increased the cost of funding businesses and the costs associated with home ownership. As a result of substitution and income impacts, rising real interest rates will have a negative influence on house prices. 
In contrast to other global real estate markets, Switzerland's real estate market, for instance, with the exception of a few subsegments, has not yet shown signs of declining real estate values by the end of 2022 (Byrne, 2019). On the other side, a decline is more likely if the real estate market is under pressure from economic conditions and rising interest rates. 
Even as mortgage rates increase, home values continue to grow. 
Since the beginning of the year, mortgage interest rates have grown by more than fourfold, which has affected the residential real estate market. As mortgage interest rates have risen, the excess demand for owner-occupied housing has diminished significantly (Byrne, 2019). Previously, brokers were able to choose from a pool of 15 to 20 potential buyers for each property. Currently, only three or four purchasers are available for each residence. Because fewer new developments are being constructed, there will always be greater demand than supply for certain commodities. In the following months, additional price increases are anticipated due to the intense competition for the limited supply. However, it is increasingly apparent that the price trend has crested. As a result of the decline in demand for residential real estate induced by rising interest rates, real estate experts anticipate a significant deceleration in price growth (Huy et al., 2020). The reason for this is rising interest rates. 
Baby boomers have increased the number of available properties on the market. 
Due to a shortage of appropriate construction land and a preference for the creation of rental units, the number of owner-occupied homes constructed in recent years has reduced to a negligible amount. Due to a shortage of these properties, prices have continued to soar to record levels, making it difficult for many people to purchase a home of their own accord (Ansell, 2019). Consequently, purchasing a home or apartment formerly occupied by an elderly person is one of the few opportunities for many families to acquire residential property. As the baby boomer generation, which presently owns more than 40 percent of owner-occupied homes in UK, continues to age and enters age groups with high mortality rates, it is conceivable that this will become a viable choice in the future. As a result, it is anticipated that more homes will be placed on the market or passed down to the next generation (Ansell, 2019). The baby boomer generation is expected to increase the number of property transactions from over 3,000 per year to over 42,000 by 2045. Overall, this could assist to reduce some of the current housing market pressures. 
The impact of interest rates on real estate values:
As interest rates fluctuate, the financial markets will influence property values. 
Changes in interest rates have a higher impact on financial capital since they represent the cost of funds that are currently in use. Interest rates may cause money to travel across the open financial market, changing from one market to another, influencing the amount of capital that flows into a particular industry (Yang et al., 2020). 
Changes in interest rates have an effect on the stock market's property price: 
Changes in interest rates on the stock market have two implications on housing prices. First, because stock prices and interest rates are interdependent, a rise in interest rates reduces the price of securities and, consequently, profits. Due to unreasonably expensive direct financing, there will be less real estate available. The second reason is that higher interest rates limit investor returns, which encourages the investment of idle capital in assets with greater growth potential. Consequently, property values have stayed reasonably steady (Yang et al., 2020). As economic progress accelerates, people's expectations of value increase, luring financiers and driving real estate speculative demand. Lastly, it is anticipated to significantly increase real estate prices. 
When interest rates rise, foreign financial capital comes into the country, which increases demand for the local currency on the foreign exchange market. Other factors being equal, Consequently, currencies having high interest rates will appreciate in value. As the value of the pound increases, speculative and short-term capital will flood into the UK, especially into the real estate sector (Short, 2021). The strengthening of the currency and the increase in real estate values will provide investors with double benefits. The influx of fresh cash and increased expectations for price increases will alter the demand for real estate. Local and foreign investors will withdraw swiftly if they have realised the anticipated profits or have been severely impacted by unanticipated events, such as a significant decline in the dollar's value (Short, 2021). They will sell their assets in a frenzy, causing property values to fall and the market to become exceedingly volatile, if not altogether collapse. 
The impact of interest rates on the supply and demand for housing:
According to Keynes' theory, interest rates reflect the cost of utilising money, and both interest rates and the marginal efficiency of capital have an impact on investment. While marginal capital efficiency and interest rates are positively correlated, marginal investment efficiency and interest rates are adversely correlated. The marginal efficiency of capital is determined by the expected return and supply price, or the replacement cost of the capital asset (Nicola et al., 2020). Rising interest rates impact real estate developers because they increase the cost of borrowing money and the cost of financing. As a result, once profitable development projects become unprofitable or marginally profitable, developers cease work on unprofitable projects, and less open market real estate is available for sale. This decreases the marginal efficiency of capital. Real estate prices will rise as long as demand remains constant. 
However, rising interest rates would result in increased borrowing costs for developers. Real estate developers with local monopolies raise the prices of accessible homes to offset the increased costs. Contrary to popular opinion, a developer can now get project financing for less money overall, resulting in a profit for the developer as a result of a significant decline in interest rates (Forrest, Murie and Williams, 2021). Moreover, as interest rates decline, the cost of manufacturing construction materials declines, reducing the costs of constructing and installing real estate, both of which require a substantial quantity of building materials. In order to remain competitive on the market, developers may offer low-interest loans to residents to promote spending (Forrest, Murie and Williams, 2021). Consequently, companies will be able to reduce their prices. 
[bookmark: _Toc123810148]Chapter Three – Methodology and Research Techniques
Globally, countries utilise monetary policy to impact their economies (Del Negro et al., 2019). The interest rate is a fundamental monetary policy instrument that represents the ratio of interest to principal over a set period of time. Deposit and lending interest rates remain official rates of the central bank in credit operations between financial institutions, businesses, and citizens. Therefore, interest rates are an exogenous quantity that existing independently of the real estate market. Due to the increasing need for cash in the real estate industry, bank loans influence the behaviour of real estate developers and homebuyers (Del Negro et al., 2019). The influence of interest rates on the economic behaviour of homebuyers is unrivalled by other economic factors, affecting their purchasing funds, loan size, and psychological expectations. This affects real estate market values, investment costs, and the number of real estate developers. 
This paper employs an experimental economics methodology to examine the effect of interest rate changes on real estate transactions, including variables such as house price, transaction volume, willingness to trade, and bubble index, by simulating experimental real estate transaction markets and controlling for auxiliary variables (List, Shaikh and Xu, 2019). 
[bookmark: _Toc123810149]Chapter Four – Conclusion
This proposal has examined the impact of interest rates on real estate values. Our research indicates that there is no correlation between interest rates and housing prices. There is no long-term and continuous relationship between interest rates and real estate supply, hence it has no significant effect. 
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