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Executive Summary

This paper presents original research demonstrating that Australia’s monetary policy transmission
mechanism is structurally impaired by the concentration of wealth among an ageing demographic
whose income channels are either insensitive to, or inversely correlated with, movements in the
RBA cash rate. The analysis combines macro-level wealth distribution data with bottom-up
evidence drawn from Alpha Insights’ proprietary database covering 400+ ASX-listed companies,
providing empirical grounding that has been absent from prior RBA modelling. Notably, the RBA’s
own February 2026 assessment acknowledged that private demand growth was “substantially
stronger than expected”, an implicit admission that the interest rate channel is not suppressing
consumption as its models predict.

We identify five distinct income channels through which the ageing cohort (broadly, those aged 60
and over) derives consumption-funding income: the Age Pension (inflation-indexed and rate-
insensitive with a perverse pro-inflationary feedback loop), legislated superannuation drawdown
ratchets (entirely rate-insensitive), fixed income and term deposits (inversely correlated with rate
cuts), superannuation and equity distributions (partially inverse), and rental income (structurally
sticky downward). Together, these channels service a demographic controlling approximately
$4.9-5.4 trillion in household assets, representing over 50% of Australia’s total household wealth of
$16.5-17.5 trillion.

The bottom-up company evidence is compelling. During the 2022-24 hiking cycle, the four major
banks expanded net interest margins by 15—40 basis points, generating billions in additional net
interest income that flowed directly into deposit rates and dividend distributions consumed by
retirees. Wealth platforms reported accelerating funds under administration growth. REITs
maintained or grew distributions per unit. Insurers benefited from investment income uplift.
Meanwhile, approximately 2.6 million Age Pension recipients saw payments indexed upward in
direct response to the very inflation the RBA was attempting to suppress.

Central Proposition

The RBA’s conventional interest rate channel simultaneously presses the brake (via 3.5 million
mortgage-holding households experiencing $20-30 billion in additional annual repayments during
hikes) and the accelerator (via rate-insensitive or inversely-correlated income channels funding
consumption among asset-rich, mortgage-free retirees, who are simultaneously the dominant
shareholders of the very banks, insurers, and REITs whose earnings benefit from rate hikes,
whether directly as individual shareholders or indirectly as members of superannuation funds
holding these equities in balanced and growth options ). This creates an asymmetric transmission
failure that existing RBA models do not adequately capture.

We further identify a perverse feedback dynamic: the Age Pension'’s inflation-linked indexation
creates a positive feedback loop whereby the very inflation that rate hikes are designed to
suppress triggers higher pension payments, injecting additional demand into the economy and
partially undermining the RBA's objective.

Confidential — Alpha Insights Research Division — Page 3



Alpha Insights | Structural Inflation Channels | February 2026

1. The Scale of Ageing Wealth Concentration

Understanding the magnitude of this structural challenge requires examining where Australia’s
household wealth actually sits. The data reveals a concentration so extreme that no monetary
policy framework can afford to treat the household sector as homogeneous.

1.1 Generational Wealth Distribution

Sources: ABS Survey of Income and Housing 2022-23; KPMG Intergenerational Wealth Transfer
Report 2024; Grattan Institute.

The Boomers alone control approximately $4.9 ftrillion in household assets, with an average
household net worth of $2.375 million. Over the next two decades, an estimated $3.5-5.4 trillion
will transfer intergenerationally, but the timing is critical: the current holders of this wealth are in
their consumption-funding phase, drawing income from multiple channels simultaneously.

1.2 Asset Allocation of the Ageing Cohort

Critical observation: The largest single asset, the family home, generates zero income. This
depresses the blended effective income yield on total wealth to just 1.5-2.5%, creating a structural
gap between wealth and income that the ageing cohort fills through drawdown mechanics and rate-
sensitive instruments.
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2. Five Rate-Insensitive Income Channels

We now examine each income channel in detail, integrating both macro-level evidence and
bottom-up company data from Alpha Insights’ coverage universe of 400+ ASX-listed companies.
The channels are ordered by their degree of mechanical insulation from monetary policy: the first
two are entirely legislated and rate-insensitive; the remaining three are market-mediated but
respond inversely or asymmetrically to rate movements.

2.1 Channel 1: Age Pension (Inflation-Indexed, Rate-Insensitive)

The Age Pension is the most mechanically pure example of rate insensitivity in the Australian
income landscape. It is a direct government transfer with legislated indexation that operates
completely independently of the cash rate. Approximately 2.6 million Australians receive either full
or part Age Pension, at an annual fiscal cost of approximately $55-60 billion.

Indexation Mechanics: A Pro-Inflationary Feedback Loop

The Age Pension is indexed twice yearly (March and September) to the higher of three
benchmarks: the Consumer Price Index (CPI), the Pensioner and Beneficiary Living Cost Index
(PBLCI), or Male Total Average Weekly Earnings (MTAWE), subject to a floor that the combined
couple rate cannot fall below 41.76% of MTAWE.

This triple-indexed structure creates a perverse dynamic: the very inflation that rate hikes are
designed to suppress triggers higher pension indexation, putting more money into retiree hands.
The mechanism operates as follows:

1. Inflation rises CPI/PBLCI increases above threshold Triggers pension indexation review

Payment rates adjusted to higher

2. Pension indexed up +$55-60bn annual spend increases

benchmark
3. Demand sustained Pension income funds consumption Aggregate demand maintained
4. Prices remain Sustained demand supports pricing Inflation persists above target
elevated power
5. Cycle repeats RBA holds/hikes rates further Mortgage holders squeezed;

pensioners unaffected

Source: Social Security Act 1991, Division 2; Services Australia pension indexation schedule.

This is not a theoretical construct. Between September 2022 and September 2025, the full Age
Pension rate for a single person rose from $987.60 to approximately $1,116.30 per fortnight, an
increase of approximately 13%. For a couple combined, the increase was from $1,488.80 to
approximately $1,682.80 per fortnight. These increases were driven almost entirely by inflation
indexation, meaning the RBA'’s rate hikes, which were intended to suppress the inflationary
pressure causing these adjustments, had zero dampening effect on this income channel.

Scale and Aggregate Impact

Recipients (full pension) ~1.7 million Entirely dependent on indexed income
Recipients (part pension) ~0.9 million Pension is base layer of income stack
Annual fiscal cost $55-60 billion ~2.2% of GDP, entirely rate-insensitive

Cumulative increase (2022—

25) ~13% Tracked CPI; unaffected by 425bps of hikes
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Income tax on pension Zero Every dollar is a dollar of spending power

Source: Services Australia; ABS CPI data; Department of Social Services annual reports.

Interaction with Other Channels: The Compounding Effect

The Age Pension does not operate in isolation. For the 900,000 part-pensioners, it forms the base
layer of a multi-channel income structure where every stream is insulated from rate movements. A
typical part-pensioner household might draw simultaneously from the pension, term deposit
interest, superannuation drawdowns, and rental income, none of which responds to rate
movements in the direction the RBA intends.

Key Finding: The Pension as Demand Floor

The Age Pension functions as a consumption floor for 2.6 million Australians. Unlike market-
mediated income channels, it cannot be eroded by rate movements, market corrections, or
dividend cuts. Its inflation-linked indexation ensures that the real purchasing power of the pension
is maintained or increased during inflationary periods, creating a guaranteed demand base that
the RBA's interest rate tool cannot reach. This represents the single most direct example of
structural transmission failure in the Australian monetary system.
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2.2 Channel 2: Legislated Superannuation Drawdown Ratchet (Entirely
Rate-Insensitive)

The Superannuation Industry (Supervision) Regulations 1994 mandate minimum annual
drawdown percentages for account-based pension holders. These rates escalate with age,
creating a permanent, accelerating, entirely rate-insensitive demand channel:

Age Bracket Minimum Drawdown % Demoglgggg el Estimated Pool Affected

Under 65 4% Late Gen X / Early Boomers $0.8-1.0 trillion
65_74 5% Core Boomegi)(born 1952— $1.5-1.8 trillion
75-79 6% Late Silent / Early Boomers $0.6-0.8 trillion
80-84 7% Silent Generation $0.3-0.5 trillion
85-89 9% Silent Generation $0.1-0.2 trillion
90-94 11% Silent Generation <$0.1 trillion

95+ 14% Silent Generation <$0.05 trillion

Source: SIS Regulations 1994, Schedule 7. Half-rate COVID concessions ended 30 June 2023.

The demographic wave is relentless. The 1946—-1951 birth cohort (now aged 75-80) has crossed
into the 6—7% drawdown brackets. The larger 1952—-1961 cohort (now 65-74) sits in the 5%
bracket and will ratchet upward over the next decade. A mere 1% increase in the average
drawdown rate across the $4.33 trillion superannuation pool generates an additional $43 billion in
annual mandatory withdrawals, equivalent to approximately 1.6% of GDP.

The Most Powerful Channel

This is the most structurally deterministic channel: it is entirely legislated, entirely rate-insensitive,
and entirely one-directional. No RBA decision, no market movement, and no government policy
(short of legislative amendment) can alter the trajectory. The drawdown ratchet is a demographic
clock that ticks independently of monetary policy.
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2.3 Channel 3: Fixed Income & Term Deposits (Inversely Correlated)

During the RBA'’s hiking cycle from 0.10% to 4.35% (May 2022 to November 2023), term deposit
rates rose from effectively zero to 4.5-5.0%. For a retiree holding $500,000 in term deposits,
annual income surged from approximately $500 to $22,000-25,000, a 40-50x increase. The
ageing cohort holds an estimated $400-500 billion in cash and deposit instruments.

This channel is inversely correlated with rate cuts: when the RBA cuts rates to stimulate economic
activity, it simultaneously compresses the income stream funding consumption among the most
asset-rich demographic. The retiree on $500,000 in deposits sees income fall from $25,000 back
toward $15,000-18,000 with each 100 basis points of cuts, a direct reduction in consumption
capacity.

Bottom-Up Evidence: Major Bank NIM Expansion

The transmission of rate hikes into deposit income is mediated by the banking system. Our analysis
of the four major banks reveals the mechanism in granular detail:

NIM Low (FY22) NIl Peak ($bn) Dividend (FY25,
cps)
cBA 470

1.90% 2.08% $23.8
Westpac 1.85% 1.97% $18.4 351
NAB 1.63% 1.80% $16.5* 178
ANZ 1.58% 1.73% $14.7 166
Combined - - >$73bn -

Source: Alpha Insights HF3 Analysis. NIl = Net Interest Income. *NAB reports differently; figure is estimated NII
component.

A critical mechanism identified in CBA’s detailed analysis is the ‘replicating portfolio’, a hedging
book that partially offsets NIM compression during rate-cutting cycles by locking in higher yields on
arolling basis. CBA'’s Stage 5 analysis notes that the replicating portfolio provides 2—3 basis points
of annual NIM support even in a cutting cycle. This means that even as the RBA cuts rates, bank
profitability (and hence deposit rate competitiveness and dividend capacity) erodes more slowly
than the headline cash rate implies.

The deposit hedge book mechanism extends beyond CBA. Westpac’s deposit hedge increased
from $15 billion to $92 billion (the largest hedge book among the Big Four), a defensive action that
stabilises future net interest income and means deposit rates available to retirees erode more
slowly than the headline cash rate implies during cutting cycles. Furthermore, our regime analysis
of NAB’s NIM dynamics suggests that even under a cutting cycle, the NIM floor has risen
approximately 7 basis points structurally (from 1.63% to approximately 1.70%) due to permanent
improvements in deposit funding ratios. Deposit income flowing to retirees will therefore be stickier
downward than the 2019-2020 experience would suggest.

Aggregate impact: Combined NIl across the four majors exceeds $80 billion annually. During the
hiking cycle, NIM expansion of 15-40bps across the system generated an estimated $8—12 billion
in additional net interest income, a portion of which flowed directly to depositors (predominantly
retirees seeking income) and to the same demographic as shareholders via fully franked dividends.
The circularity is critical to understanding the transmission failure: retirees are simultaneously the
depositors earning higher rates and the shareholders receiving the dividends generated by those
higher rates. Rate hikes feed both sides of the retiree income equation.
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2.4 Channel 4: Superannuation & Equity Distributions (Partially Inverse)

Australia’s superannuation pool reached $4.33 trillion by June 2025 (APRA data). The typical asset
allocation for a balanced fund is approximately 55% equities, 22% bonds, 16% alternatives, 4%
property, and 3% cash. For retirees in pension phase, the income stream derives from dividends,
interest, and distributions, not capital gains.

During the 2022—24 hiking cycle, Australian equity dividends proved remarkably resilient. The ASX
200 dividend yield averaged approximately 3.34% in cash terms, with franking credits adding
approximately 1.4% for tax purposes, delivering a grossed-up yield of 4.7-5.0% for eligible retirees
paying zero marginal tax in pension phase.

Bottom-Up Evidence: Dividend Resilience Across Sectors

CBA 470 530

Banking +12.8%
Westpac Banking 351 385 +9.7%
BHP Mining 209 232 +11.0%
Woolworths Retail 96 117 +21.9%
Telstra Telco 18.0 20.5 +13.9%
Wesfarmers Retail/Ind. 213 250 +17.4%

Source: Alpha Insights HF3 Analysis, FY25A—FY28E forecasts. DPS in cents per share.

Key finding: Not a single major bank cut its dividend during the hiking cycle. In fact, aggregate
dividends across the Big Four are forecast to grow from approximately $23 billion (FY25) to $26+
billion (FY28). This income stream flows predominantly to older Australians, both directly through
individual share ownership and indirectly through superannuation funds (whose balanced and
growth options hold substantial positions in these same companies). The circularity is important:
retirees own the banks whose NIM expansion during rate hikes generates the dividends that fund
retiree consumption. The circularity is important: retirees own the banks whose NIM expansion
during rate hikes generates the dividends that fund retiree consumption. The RBA's rate hikes
simultaneously boost bank earnings and deliver those earnings to the rate-insensitive
demographic via the dividend channel, whether through direct share ownership or through the
superannuation pension funds that hold these equities on their behalf.

Bottom-Up Evidence: Wealth Platform Growth (Superannuation Pipeline)

FUA/AUM ($bn, FUA/AUM ($bn, Revenue Growth Key Metric
FY25) FY28E) (3yr CAGR) Y

Net flows

HUB24 $105 $180+ ~18% .
accelerating
Netwealth $95 $155+ ~16% Market share gains
Insignia (MLC) $325 $360+ ~4% Margin stabilisation
Challenger $743m Life $1.14bn Life ~15% AT EIEmET)

growing

Source: Alpha Insights HF3 Analysis. Challenger’s Life Division directly manufactures retirement income products
(annuities).

Challenger is particularly instructive, and its data provides the most direct evidence of rate-
insensitive retirement income demand in the ASX universe. Its Life Division, which manufactures
annuity and guaranteed income products consumed almost exclusively by retirees, is forecast to
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grow from $743 million to $1.14 billion by FY32, a 53% increase. This is a pure-play proxy for
retirement income demand, and it is growing at 5-7% annually irrespective of the rate cycle.

Critically, Challenger reported record lifetime annuity sales (+26%) during the hiking cycle, which is
direct evidence that rate hikes do not suppress retirement income demand but amplify it, because
higher rates enable more attractive annuity income offers. The 2.5 million Australians retiring over
the next decade, combined with $92 billion in annual accumulation-to-retirement transfers, ensures
this demand channel is structurally rate-insensitive with a paradoxical inverse response to rate
movements. The infrastructure through which these drawdowns are administered is itself
becoming more efficient: specialist wealth platforms (HUB24, Netwealth) have grown from 2% to
21% market share in a decade, administering over $220 billion in FUA with lower fees, better
technology, and more automated drawdown capabilities than the institutional platforms they
replace. This infrastructure improvement reduces the behavioural friction that might otherwise
cause retirees to under-consume relative to their mandated drawdown rates.

The Franking Credit Amplifier

A critical and frequently overlooked dimension of the equity distribution channel is the franking
credit system. For a retiree in pension phase paying zero marginal tax, a fully franked dividend of
$1.00 is effectively worth $1.43 after the franking credit refund. This 43% income amplifier applies
to the vast majority of domestic equity distributions consumed by the ageing demographic. The Big
Four banks alone pay approximately $23 billion in fully franked dividends annually; the franking
credit value to zero-tax retirees and superannuation funds in pension phase is approximately $10
billion per year in effective additional income. This amplifier is entirely invisible to monetary policy.
It operates as a permanent, legislated income multiplier that magnifies every dollar of dividend
growth generated by the rate-insensitive channels described above.
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2.5 Channel 5: Rental Income (Structurally Sticky Downward)

National rents rose approximately 5.2% through 2025, with vacancy rates at 1.7% (versus a pre-
COVID average of 3.3%). Gross rental yields stood at 3.56% nationally at end-2025. Rents are
structurally sticky downward due to 12-month lease cycles, structural undersupply (estimated at
100,000+ dwellings), and population growth exceeding dwelling completions.

Bottom-Up Evidence: REIT Distribution Resilience

Goodman Industrial/Logistics 30.0 34.5 +15.0%
Scentre Retail 17.0 18.8 +10.6%
Dexus Office/Diversified 42.5 44.0 +3.5%
Centuria Ind. Industrial 16.0 175 +9.4%
Mirvac Diversified 10.5 12.0 +14.3%

Source: Alpha Insights HF3 Analysis. DPU = Distribution Per Unit. CIP shows strongest DPU growth trajectory reflecting
industrial/logistics rental strength.

Pattern: Even among REITs with challenging sub-sector dynamics (office exposure in Dexus,
development risk in Mirvac), distributions per unit are maintained or grown. The structural
undersupply in Australian housing ensures that rental income, whether held directly by property-
owning retirees or indirectly through REIT distributions, remains sticky downward. Rate cuts do not
reduce rents; at best, they moderate the rate of rental growth.
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2.6 The Composite Retiree Income Profile

The preceding analysis examines each channel in isolation. However, the structural impairment is
best understood when the channels are observed in combination. The following table illustrates a
representative retiree household’s income profile, demonstrating how five separate income
streams compound to create near-total insulation from monetary policy transmission:

Income Channel Rate Sensitivity Respor;s“t:eto RBA Responcsﬁtto RBA

Age Pension None (inflation- 1 Indexed to . S

(part) $15,000 linked) CPI/PBLCI - Nil (maintains floor)
_Term deposit $25,000 Inverse ) Rates rise — more ! Rates fall - less
interest income income

(85%/2)(9 r drawdown $45,000 None (legislated) - Fixed % regardless - Fixed % regardless
I(Ed?rlélz)dlwdends $12,000 Partial inverse t Bank NIMs expand L NIM compression
Eeertl)tal income $18,000 Sticky downward t Rents rise with CPI - Rents don't fall
Total Household $115,000 ngrwhelmlngly | Net positive effect = !_argely
Income insulated maintained

Source: Alpha Insights illustrative model. Assumes part-pensioner couple, $900,000 super balance, $500,000 term
deposits, $300,000 direct equities, one investment property. Income is tax-free in pension phase for super-sourced
income.

Critical observation: This household earns $115,000 annually, pays minimal tax (pension and
super drawdown are tax-free; franking credits offset equity income tax), and has zero debt. Not one
of its five income streams responds to rate movements in the direction the RBA intends. Moreover,
this household is likely a direct shareholder in the very banks and insurers whose earnings are
enhanced by rate hikes, creating a self-reinforcing income loop that the RBA’s models do not
capture. During the 2022—24 hiking cycle, this household'’s income likely increased, the opposite
of the RBA’s intention. This is the structural transmission failure in microcosm.
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3. The Inversion Hypothesis

The convergence of these five channels produces a paradoxical outcome: the RBA’s interest rate
tool operates in opposite directions on different segments of the household sector simultaneously.

3.1 Rate Hikes = Unintended Stimulus for Asset-Rich Retirees

Effect of Rate Hike Estimated Annual Uplift

Age Pension indexation CPIrises - pension indexed up +$3-5 billion across recipients
'é'g(r)rgn?eposns £ Deposit rates +4.0—4.5% +$16-22 billion in interest income
Bank dividends NIM expansion — higher earnings +$2-3 billion in distributions
Super drawdowns ($4.33tn) Drawdown % unchanged; base grows Steady $150-200bn annual flow
Rental income Rents +5.2% nationally +$4-6 billion to landlords
Total retiree income uplift Net positive across all channels +$25-36 billion

Simultaneously: 3.5 million mortgage-holding households experienced an estimated $20-30 billion
annually in additional repayments during the hiking cycle. The RBA was pressing the brake on
mortgaged households and the accelerator on asset-rich retirees at the same time.

3.2 Rate Cuts = Unintended Income Compression

The inverse dynamic applies when the RBA cuts rates. Term deposit income falls, bank NIMs
compress, dividend growth moderates, and the retiree income stack quietly contracts. Only the Age
Pension (inflation-linked) and the drawdown ratchet (legislated) are immune. This creates a
paradoxical dynamic: rate cuts may be partially disinflationary through the retiree income channel
(compressing consumption among the highest-spending demographic) at the same time as they
are stimulative through the mortgage relief channel.

3.3 The Wealth Effect Counterargument

A rigorous treatment of the inversion hypothesis must address the counterargument that falling
asset prices during rate hikes partially offset the income channel uplift. The mechanism is
straightforward: when equities and property values decline, retirees observe lower balances on
their superannuation statements and may reduce discretionary spending regardless of what their
income streams are doing. This is the standard wealth-effect channel that the RBA’s models do
incorporate.

We acknowledge this effect but argue it is substantially weaker for the current ageing cohort than
standard models assume, for three reasons:

First, behavioural resilience. The current Boomer cohort has lived through the 1987 crash, the
dot-com bust, the GFC, and COVID. They have a demonstrated capacity to distinguish between
paper losses and income reality. Survey evidence consistently shows that retirees focus on income
adequacy rather than balance fluctuations when making consumption decisions. Our analysis of
Bendigo and Adelaide Bank provides empirical confirmation: 45% of BEN mortgagors are more
than one year ahead on repayments at a 3.85% cash rate, suggesting that even among mortgaged
households (the rate-sensitive segment), nearly half have accumulated buffers sufficient to delay
the consumption impact of rate hikes by 12 months or more. The “brake” side of the transmission
equation is less binding than aggregate data implies, particularly when their drawdown income is
stable or growing.
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Second, the income-balance disconnect. During the 2022-24 hiking cycle, the ASX 200
declined approximately 5—-8% in total return terms, but dividend income was largely maintained. A
retiree drawing a 5% minimum pension saw their balance fall, but their fortnightly payment
remained stable or increased. The lived experience of regular income deposits in the bank account
dominates the abstract wealth effect for most retirees.

Third, the home wealth illusion. The family home represents the largest single asset for most
retirees but generates no income and is rarely liquidated. Property values are structurally sticky in
Australia (dwelling approvals remained below replacement levels throughout 2023-25). The
theoretical wealth effect from home price fluctuations has minimal practical impact on retiree
consumption because the asset is not income-producing and is psychologically treated as separate
from investable wealth.

Conclusion: The wealth effect exists but is a second-order modifier, not a first-order offset. The
income channels identified in this paper are more direct, more quantifiable, and more mechanically
deterministic than the behavioural wealth effect. Our company-level evidence provides empirical
support for this estimate. Lifestyle Communities, a land-lease retirement community operator
serving the 55—-75 downsizer demographic, reported net sales up 168% year-on-year precisely
during the period of equity market volatility in 2025—-2026, which is direct evidence that the wealth
effect on the asset-rich cohort is transient and overwhelmed by income channel resilience. We
estimate the wealth effect offset at 15-25% of the income channel uplift, meaningful but insufficient
to reverse the structural transmission failure.

3.4 Lag Structure Asymmetry

A further dimension of the transmission failure is the asymmetric lag structure across channels.
Mortgage holders feel rate hikes almost immediately: variable rate adjustments transmit within 2—4
weeks of an RBA decision. But the retiree income channels operate on materially different
timescales:

Channel Transmission Lag Transmission Lag (Cut) | Persistence After Cycle
(Hike) Turns

Mortgage repayments 2-4 weeks 2-4 weeks Low: immediate relief
A . Next indexation date (0— Pension never falls in Permanent: ratchets up
ge Pension .
6 months) nominal terms only
Term deposits At maturity (3-12 At maturity (3-12 months) Moderate: rolls over
months) gradually

Bank dividends ez monltgg)(reportlng 6—12 months High: boards resist cuts
Super drawdowns None (legislated %) None Permanent

At lease renewal (0-12
months)

Very high: structural

Rental income
undersupply

Sticky: rents rarely fall

Source: Alpha Insights analysis. Lag estimates based on observed transmission timelines 2022—26.

Key implication: The retiree income uplift from rate hikes builds gradually (over 6—12 months) but
persists well after the rate cycle turns. The bank hedge book data quantifies this persistence:
Westpac's deposit hedge of $92 billion locks in higher yields on a rolling 2—3 year basis, meaning
net interest income (and hence deposit rate competitiveness and dividend capacity) remains
elevated for years after the cash rate peaks. This creates an extended period during the transition
from hiking to cutting where the retiree income channels are still operating at peak levels while the
mortgage channel is already easing. The result is a ‘transmission gap’, a window of 12—18 months
after the last hike where the stimulative effect on retiree consumption is strongest, precisely when
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the RBA is contemplating or commencing cuts. This lag asymmetry may partially explain why
inflation proved stickier than the RBA’s models predicted through 2024-25.
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4. Supplementary Evidence: Insurance Sector Investment
Income
General insurers provide additional evidence of the inverse transmission mechanism. Insurers hold

large investment portfolios (“floats”) invested predominantly in fixed income and cash. During rate
hikes, investment income surges, supporting profitability and dividend capacity:

NPAT FY24 NPAT FY25
Insurer ($m) ($m) DPS FY25 (cps) DPS FY28E (cps)

IAG $671 $1,359 +102% 32 40
Suncorp $710 $820 +15% 75 88
QBE $1,120 $1,380 +23% 62 95

Source: Alpha Insights HF3 Analysis.

IAG’s NPAT doubled from $671 million to $1,359 million between FY24 and FY25, driven
substantially by investment income on its insurance float benefiting from higher rates. QBE'’s
dividend per share is forecast to grow from 62 cents to 95 cents, a 53% increase. These income
streams flow directly to shareholders, and the shareholder register of these insurers is dominated
by retirees, both as direct individual shareholders and as the underlying beneficiaries of
superannuation funds that hold these equities in balanced and growth portfolio options. The
combined insurance float across QBE (US$35.9 billion), IAG (approximately $20 billion), and
Suncorp ($25 billion) exceeds $80 billion in aggregate, all earning investment returns that are
structurally enhanced during rate-hiking cycles. QBE’s float alone generates US$1.6 billion
annually in investment income at a 4.9% return, income that ultimately cascades to shareholders
and superannuation funds via dividends. Even as returns compress in a cutting cycle, the growing
float base means absolute investment income continues to grow.
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5. Consumer-Facing Companies: Retiree Spending
Resilience
If the thesis holds, that retiree income channels are rate-insensitive or inversely correlated, we

should observe resilient revenue and earnings among companies whose customer bases skew
towards older, asset-rich Australians. The evidence supports this:

Rev FY25A Al Income
Seeter ($bn) RevFY26E (3bn) | Rev CAGR IS

CSL Healthcare $16.3 $21.0+ ~8.5% Positive

. Neutral-
= 0,

Ramsay Health Hospitals $15.2 $17.5+ 4.8% Positive

Qantas Travel $19.2 $22.0+ ~4.6% Positive

Flight Centre Travel $2.8 $3.6+ ~8.5% Positive

Sonic . . A a0 -

Healthcare Diagnostics $8.5 $10.2+ 6.3% Positive

Source: Alpha Insights HF3 Analysis.

Travel and healthcare companies, sectors with heavy retiree consumer exposure, show the
strongest revenue growth trajectories. Flight Centre and Qantas are both rated with ‘Positive’
income outlooks despite the cost-of-living pressures affecting mortgage-burdened younger
households. This divergence is precisely what the inversion hypothesis predicts: retiree-serving
industries prove resilient because their customer base’s income channels are insulated from rate
movements.

5.1 The Bifurcation in Microcosm: Company-Level Evidence

While sector-level revenue data is suggestive, the most compelling evidence for asymmetric
transmission comes from individual companies whose operating metrics directly reveal the
bifurcation between rate-sensitive and rate-insensitive consumer cohorts. Our database of 400+
ASX companies contains multiple independent confirmations that the RBA should find difficult to
dismiss.

Helloworld Travel (HLO): AU forward bookings rose 14% in February 2026 at a 3.85% cash rate,
with inflation at 3.8% and mortgage stress concentrated in younger cohorts. HLO’s customer base
skews heavily toward the affluent 60+ demographic. Travel bookings lead consumer spending by
3-6 months, suggesting the affluent consumer segment continues to spend aggressively on
experiential categories well into 2026. This is a direct, observable manifestation of rate insensitivity
among asset-rich retirees.

Lifestyle Communities (LIC): Net sales in land-lease retirement communities rose 168% year-on-
year during the rate hiking cycle. LIC’s customer is the 5575 downsizer: asset-rich, mortgage-free,
and funding purchases from the sale of existing property. This cohort’s housing demand is entirely
decoupled from the cash rate. The recovery occurred precisely when equity markets were volatile,
confirming that income channel resilience overwhelms the wealth effect for this demographic.

Challenger (CGF): Record lifetime annuity sales (+26% in FY25) occurred during the hiking cycle.
Higher rates made annuity products more attractive by improving the income offered, creating a
paradoxical dynamic where the RBA's tightening directly stimulated demand for retirement income
products consumed exclusively by the ageing demographic.

Pepper Money (PPM): On the other side of the transmission divide, Pepper Money’s data reveals
the stress building among rate-sensitive households. Prime borrowers (54% of mortgage AUM)
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remain credit-active, but Alternative Finance Tier B/C arrears are rising, with 90-day-plus arrears
up $5.5 million year-on-year and loan loss rates moving from 0.40% to 0.55%. The lower-middle
income cohort is experiencing genuine cash-flow stress at 3.85% rates.

Solvar (SVR): Sub-prime new lending volumes have softened 2.5% on a prior corresponding
period basis, while arrears hold within target ranges. This is a classic late-cycle signal: demand
destruction at the bottom of the income distribution before defaults materialise. The sub-prime
consumer credit segment is the most sensitive leading indicator of household stress, and it is
flashing precisely the pattern the inversion hypothesis predicts.

The mosaic is clear. The affluent, asset-rich cohort (HLO's travellers, LIC's downsizers, CGF's
annuity buyers) is spending through the rate cycle with no visible deceleration. The leveraged,
younger cohort (PPM’s sub-prime borrowers, SVR’s consumer credit customers) is exhibiting
stress, demand destruction, and rising arrears. The RBA’s rate hikes are hurting the most
vulnerable while failing to cool the biggest spenders, a late-cycle dilemma analogous to the Federal
Reserve’s experience in 2018-2019. When the cycle turns, it turns hard and fast because the
vulnerable cohort has limited buffer, while the insulated cohort barely noticed the tightening at all.
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6. Demographic Trajectory and Amplification

The structural impairment described in this paper is not static; it is intensifying. Several
compounding factors will amplify the transmission failure over the coming decade:

6.1 The Drawdown Wave Accelerates

As the core Baby Boomer cohort (born 1952-1961) ages from the 5% drawdown bracket into the
6-7% brackets over the next 10-15 years, mandatory drawdowns will accelerate. With the
superannuation pool projected to exceed $5 trillion by 2030, even modest increases in average
drawdown rates generate tens of billions in additional annual consumption-funding flows.

6.2 The Intergenerational Wealth Transfer

The $3.5-5.4 trillion intergenerational wealth transfer will not resolve the structural issue; it may
concentrate it further. Recipients of inherited wealth tend to be in their 50s and 60s, approaching or
already in their own drawdown phase. The wealth does not redistribute to younger, more rate-
sensitive households in sufficient volume to rebalance the transmission mechanism.

6.3 Housing Wealth Deepens the Asymmetry

Australia’s persistent housing undersupply (vacancy rates of 1.7% versus 3.3% pre-COVID)
ensures that property wealth, the largest single asset class for the ageing demographic, continues
to appreciate. This creates a wealth effect that supports consumption confidence among asset-rich
retirees, even as it simultaneously prices younger households out of ownership and into the
mortgage-burdened segment most sensitive to rate changes.
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7. Policy Implications and Recommendations

7.1 For the Reserve Bank of Australia

We recommend the RBA formally incorporate age-segmented income channel analysis into its
transmission modelling framework. Specifically:

a) Bifurcated household modelling: The household sector should be modelled as at minimum
two distinct segments (mortgage-burdened and asset-rich/mortgage-free) with separate
consumption functions and rate sensitivities.

b) Drawdown ratchet quantification: The superannuation mandatory drawdown schedule should
be incorporated as an exogenous demand variable in RBA forecasting models, with demographic
projections applied to estimate the trajectory of rate-insensitive consumption flows.

c) Inverse channel measurement: The RBA should develop metrics to quantify the magnitude of
the inverse income effect (i.e., the degree to which rate changes stimulate rather than constrain
consumption among the ageing demographic).

d) Pension feedback loop integration: The pro-inflationary feedback mechanism created by the
Age Pension’s inflation-linked indexation should be explicitly modelled as a demand persistence
factor within the RBA'’s inflation forecasting framework.

7.2 For Treasury and Fiscal Policy

a) Drawdown rate review: The legislated minimum drawdown rates have not been substantively
reviewed since their implementation. A review considering the macroeconomic implications of
escalating mandatory withdrawals from a $4.3+ trillion pool may be warranted.

b) Tax treatment of retirement income: The zero-tax treatment of pension-phase
superannuation income amplifies the inverse effect by ensuring that gross returns translate fully
into consumption capacity. Policy adjustments in this area could be calibrated to reduce the
transmission impairment.

c) Pension indexation methodology: While any modification to Age Pension indexation is
politically sensitive, the macroeconomic implications of a $55-60 billion annual transfer that
automatically escalates with inflation merit consideration within the broader framework of fiscal-
monetary policy coordination. At minimum, the feedback loop should be quantified and
incorporated into joint Treasury-RBA modelling.

7.3 For Financial Markets

The structural channels identified in this paper have direct investment implications. Companies
whose revenue and income streams are aligned with rate-insensitive or inversely-correlated retiree
income channels (wealth platforms, annuity providers, healthcare services, premium travel, and
quality dividend-paying equities) may exhibit defensive characteristics during rate-cutting cycles
that are not fully appreciated by the market.
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8. Conclusion

This paper demonstrates, through the integration of macro-level wealth distribution data with
proprietary bottom-up company evidence from 400+ ASX-listed companies, that Australia’s
monetary policy transmission mechanism is structurally impaired by the concentration of wealth
among an ageing demographic whose income channels are fundamentally rate-insensitive or
inversely correlated with the RBA cash rate.

The five channels (Age Pension indexation, legislated superannuation drawdowns, fixed income
deposits, equity distributions, and rental income) collectively service a demographic controlling
over $4.9 trillion in assets. The bottom-up evidence is unambiguous: pension payments rose with
inflation, bank NIMs expanded during hikes, dividends were maintained or grew, wealth platform
revenues surged, REIT distributions held firm, and insurer investment income doubled. The
drawdown ratchet continues its inexorable, rate-blind escalation.

The addition of the Age Pension channel to this framework reveals a particularly insidious dynamic:
a $55-60 billion annual government transfer that automatically escalates with the very inflation the
RBA is attempting to suppress. This positive feedback loop, combined with the four market-
mediated channels and the legislated drawdown ratchet, creates a composite income structure for
the ageing demographic that is overwhelmingly insulated from monetary policy transmission.

We further demonstrate that the lag structure of these channels is asymmetric: retiree income uplift
from rate hikes builds gradually but persists well after the cycle turns, creating a ‘transmission gap’
that may partially explain the persistent stickiness of inflation through 2024-25. The wealth effect
counterargument, while valid, operates as a second-order modifier that offsets an estimated 15—
25% of the income channel effect, insufficient to reverse the structural impairment.

Call to Action

We call upon the RBA to formally model these five structural channels, to bifurcate its household
sector analysis, to quantify the inverse transmission effect, and to integrate the Age Pension
feedback loop into its inflation forecasting framework. Without these adjustments, monetary
policy risks operating at diminished efficacy, simultaneously constraining the most vulnerable
(younger, mortgage-burdened households) while failing to moderate consumption among the
most asset-rich.

We acknowledge one important qualification. Sustained rate hikes eventually impair bank asset
quality, creating a lagged negative feedback through the dividend channel. Our modelling
suggests credit cycle normalisation from loss rates of 6 basis points to 12—15 basis points
through-cycle has a 70% probability within 1-3 years, generating NPAT drag of $300-500 million
across the Big Four. In the most severe credit scenario (5% probability, loss rates of 25 basis
points), bank dividends would come under pressure. This effect materialises 18—-36 months after
rate peaks and is sufficient to moderate, but not reverse, the income channel uplift in all but the
most extreme scenarios. The concession strengthens rather than weakens the central argument:
even acknowledging credit cycle normalisation, the five structural channels remain
overwhelmingly rate-insensitive in probability-weighted terms. The demographic clock is ticking.
The policy framework must evolve to match the structural reality of Australia’s ageing wealth
distribution.
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Data Sources & Methodology

Macro-Level Sources

Australian Bureau of Statistics (ABS): Survey of Income and Housing 2022—23; National Accounts;
Population Projections.

KPMG: Intergenerational Wealth Transfer Report 2024.

Grattan Institute: Wealth distribution analysis and policy research.

Australian Prudential Regulation Authority (APRA): Superannuation statistics, quarterly fund-level
data.

Reserve Bank of Australia: Financial Stability Review, Statement on Monetary Policy, Statistical
Tables.

CoreLogic / SQM Research: Rental market data, vacancy rates, yield data.
Services Australia: Age Pension payment rates and indexation history.
Department of Social Services: Annual reports, pension recipient statistics.
Social Security Act 1991: Age Pension indexation provisions, Division 2.

Bottom-Up Company Data

All company-level data sourced from Alpha Insights’ proprietary HF3 (Hybrid Fundamental
Framework) analytical system. The HF3 framework is an 11-stage analytical process applied to
400+ ASX-listed companies, generating: revenue forecasts by segment, NPAT/EPS/DPS
projections (3—8 year explicit forecast periods), net interest margin analysis (banks), distribution
per unit analysis (REITs), funds under administration tracking (wealth platforms), DCF-based fair
value estimates with scenario-weighted probability distributions, and quality scores (1-10 scale)
across business quality, competitive position, and management assessment dimensions.

Forward-looking company data in this paper represents Alpha Insights’ proprietary forecasts, not
consensus estimates. All data is current as at February 2026 reporting season.
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