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ABSTRACT

This paper analyzes how interest rates and the real estate market are connected. It explores the relationship between
interest rate changes and real estate costs, how people invest their money and how customers behave. Based on older
economic data, theories, experienced specialists’ opinions and the latest market situations, the paper explains the topic
in detail. Since real estate is a major part of the economy, this study helps students, investors and policymakers see how
monetary policy can affect housing.
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1. INTRODUCTION

Any economy relies heavily on the real estate market. It offers both places to live in and work, as well as boosts the
development of roads, bridges and other services. Financial companies, consumer actions and laws set by the
government are all important ties for the sector. Interest rates are one of the biggest economic factors influencing the
real estate industry. This paper explores the ways in which interest rates influence the real estate market by changing
loan options, investments, demand for housing and economic activity.

2. INTERST RATES EXPLAINED

Interest rates show what you have to pay to take out a loan. They are established by central banks to control the direction
of the economy. When rates are reduced, both individuals and companies find it easier and less expensive to take out a
loan and spend the funds. By contrast, high interest rates increase the cost of borrowing, so most people choose to spend
less.

Interest rates are used by central banks to keep inflation under control and make the market more stable. Commercial
banks in India follow interest rates that are set by the Reserve Bank of India (RBI). The real estate market is strongly
affected by these rates, since they help to set home loan and real estate financing prices.

3. OVERVIER OF THE REAL STATE MARKETS

Residential housing, offices, shops and factories are all part of the real estate market. Every part of the market is affected
by different factors, yet interest rates are very important in all segments. Residential real estate moves up or down based
on interest rates, since loans are a major part of home buying. Many large-scale development projects in commercial
and industrial real estate require financing.

The level of demand in real estate is strongly affected by fluctuations in financial costs. When interest rates go up or
down only a little, it has a major effect on the affordability of loans and can change how popular housing is.

4. THE MANAGE INTEREST RATES IN HOME

4.1 Interest rates: On home loans usually decide how much buyers can afford to pay. With rates being low, people face
less difficulty managing their EMIs, so more of them purchase homes. Because of this, more people want to buy homes
which can drive up housing prices. Higher interest rates trigger higher EMIs which may discourage most people from
buying a home.

4.2 Real estate: Investors are always interested in finding ways to produce returns. When interest rates are low, you get
less from deposits, so real estate looks more appealing. Real estate becomes a popular choice for investors since they
hope to earn capital gains and enjoy rental money.

4.3 Developers and Builders: Financing real estate development usually depends on gaining backing from banks. When
interest rates are low, it is cheaper for developers to get the money they need for new projects. As a result, there’s more
supply which may be helpful to users. At times when interest rates are high, the costs for building projects may
discourage companies from moving forward.
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4.4 The Way the Mortgage Market Functions: Central bank rates are what determine the rates on mortgages. Lower
mortgage rates usually result in a rise in loan distribution. Having mortgage loans that are convenient and low cost for
buyers is a main way in which interest rates affect the real estate market.

5. HISTRORICAL EXAMPLES

5.1 United States Housing Boom (2000-2007): In the time period of 2000 to 2007, the U.S. Federal Reserve used low
interest rates as financial support for the economy. Because of these favorable conditions, many chose to become
homeowners, reaching a new record rate. As a result of insufficient rules and dangerous banking choices, a housing
bubble was created. Once interest rates went up, default rates on loans rose which in turn led to the crisis in 2008.

5.2 Impacts of the Financial Crisis after 2008: The RBI dropped interest rates in 2008 to help increase growth in the
Indian economy. Because of this, the Indian real estate market experienced changes most noticeably in the cities of
Mumbeai, Delhi and Bangalore. People needed more housing, so new development projects got started. Even so, due to
more apartments being built than people could use and ongoing delays in project construction, the market experienced
no further growth.

6. RECENT TRENDS AND DATA ANALYSIS

After the COVID-19 pandemic, central banks such as the RBI, reduced interest rates to help their economies.
Consequently, many people wanted to buy homes because they could afford the loans. Because of the rise in remote
work, choosing a bigger home in the suburbs was becoming more attractive for many people.

According to data from the National Housing Bank, the amount of housing loans issued rose greatly between 2020—
2022. Experts from property consultancy firms report that city-wide sales hit twice as high a volume in comparison to
last year. When inflation got high again in 2023, interest rates went up which is helping to contain the price of houses.

7. RESEARCH DESIGN AND METHODOGY

We explain here our overall strategy for research and how we collected and analyzed data for “A Study on the Effect of
Interest Rates on Real Estate Markets.” We completed our research using surveys as well as field visits to gather useful
information from buyers, sellers and people working in real estate.

7.1 Types of Research Design Use

We chose to use exploratory, descriptive and causal research designs in this study. Different needs were handled by
different types of project management throughout the process.

a) Exploratory Research: To get a good grasp of the topic, we did exploratory research first. We accessed real estate
websites, had informal talks with home buyers and brokers and looked over both market reports and general research.
As a result, we were able to create our research questions and plan the questionnaire.

b) Descriptive Research: After getting a basic idea, we switched to descriptive research to find detailed and
measurable information from the respondents. We used a detailed questionnaire to see how interest rate shifts impact
people’s choices, actions and expectations.

¢) Causal Research: Lastly, our study on causal research let us identify the impact of interest rates on real estate
activities, including changes in sales, demand from buyers and investor trends. Analyzing the data allowed us to
examine if rate changes matter in terms of market reactions.

As a result, we went from general ideas to ones that we can use for our work.

7.2 DATA COLLECTION METHODS AND FORMS

Collection of our primary data depended on two main approaches.

e  Structured Questionnaire (Survey)

e  Field Work (On-site Visits and Observations)

We were able to gain a well-balanced view by mixing survey results with insights found in real life.

a) Survey Copy Questionnaire: In the Appendix at the end of this report is a copy of the questionnaire used in this
study. The questionnaire was made to answer our research questions and collect the best information from
participants.

b) Discussion of Survey Design Elements:

i.  Data Collection Medium: We collected data for the survey using two different methods.

. Self-administered (online and paper-based): Some respondents took the questionnaire online using Google Forms
and others received printed sheets if they wanted to fill out their answers on paper. We were able to attract more
people with that approach.
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e In-person interviews during on-site visits: We conducted interviews with people on site at the properties and real
estate companies. This helped us give explanations and get better responses from the people.

We chose to mix online and phone interviews because it makes this study flexible, accessible and covers a variety of
respondents, including those who can’t use the internet.

ii.  Questions in the Questionnaire: The reason for designing the questionnaire was to collect:

e  Some examples are age, occupation, earnings and place of residence.

e  Knowledge and view show well respondents are aware of interest rates and what effect those rates have on their
EMIs

e  Behavior pattern which includes their actions with housing alter when interest rates shift

e  Clients can show preferences such as which interest rate type works best, what price range suits them and whether
they care about changes in interest rates when choosing property.

e Real estate agents and developers can be asked about changing trends in the market, any sales slowdowns they
notice and what buyers think.

Most inquiries were structured and easy to assess and a few were left open to collect more detailed responses.

8. CHALLENGES IN THE RELATIONSHIP

Delayed Impact Changes: The changes in interest rates are not seen quickly in the market. It can easily take months
before people involved on both sides of the housing market reshape their strategies.

Other Influencing Factors: Besides interest rates, various government policies, favorable taxation, subsidies, the job
market and infrastructure changes also play a role in real estate. As an example, the PMAY (Pradhan Mantri Awas
Yojana) in India is also helping to increase the need for housing.

Speculation and Bubbles Low interest rates: The low cost of borrowing sometimes leads to speculative buying, in which
investors buy several properties in expectation that selling prices will rise. Such actions can make prices too high for
people to manage and cause the market to bubble up.

Risk of Non-Performing Assets (NPAs): Borrowers may have difficulty repaying their loans when interest rates go up,
as a result, banks and financial institutions may see higher NPAs which raises risks across the financial system.

9. ROLE OF GOVERNMENT AND POLICY MAKERS

The real estate market needs to be stabilized by the actions of governments and policymakers. When they work together,
they can avoid home buying costs rising along with the interest rate.

With subsidies, lower taxes for home loan interest, discounted housing schemes and easy-to-understand rules, the
demand for homes will be maintained when interest rates rise. Since RERA was introduced in India, the real estate
industry has become clearer and more confident.

10. FUTURE OUTLETS

With inflation rising all over the world, central banks could maintain their interest rate hikes. High borrowing rates may
temporarily lower home affordability, though demands for house remain thanks to continuing urbanization, a growing
population and new lifestyles.

Online home registration, property apps and online mortgage services will keep influencing how people invest in real
estate. They can also ease the effect of interest rate changes because they help you get more information and services
quickly.

Besides, there is a strong expectation that the focus on green buildings and smart homes will increase. Interest rates can
affect the rate at which we adopt new innovations, but what people prefer and the government’s environmental policies
are equally important.

11. CONCLUSION

How interest rates move can greatly and broadly impact real estate. They help decide whether properties are affordable
for buyers and what it costs businesses and investors to work in the market.

This paper discussed how low rates in the market can boost demand and growth, while too many high rates usually
result in people slowing down their activities. Still, interest rates do not make decisions in a vacuum. Both the
government, economic factors, health laws and how the public feels are crucial for the pharmaceutical sector.

Keeping real estate growing and stable means harmonizing monetary policy and the health of the real estate sector.
Recognizing the way interest rates affect housing needs, market investment and building activity is important for
influencing decisions by stakeholders when the economy changes.
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