Australian Government

Australian Government Actuary

22 January 2026

The Hon. Tanya Plibersek MP
Minister for Social Services
House of Representatives
Parliament House

Canberra ACT 2600

Dear Minister

Deeming Rate Recommendation

The purpose of this letter is to recommend rates of deemed investment earnings (deeming rates) to
apply with effect from 20 March 2026. The deeming rates are used to assess investment returns in
the social security and veterans’ entitlements systems. They can affect the rate of any pension or
other income support payment a person with financial assets may be entitled to receive.

| have prepared my recommendations in a manner that is consistent with the Objectives and
Principles for Advice on the Deeming Rates, provided to me to guide this advice. | have considered
the investment returns reasonably available to age pensioners and other income support recipients
and have sought to ensure that returns equal to the recommended deeming rates can reasonably be
achieved by most recipients whose payment rates are affected by deeming.

Noting the Government’s commitment to reset the deeming rates gradually following the end of the
deeming rate freeze on 30 June 2025, | recommend the following incremental changes to the
deeming rates with effect from 20 March 2026.

Deeming Rates Applicable to 19 March 2026 Recommended from 20 March 2026
Below threshold 0.75% 1.25%
Above threshold 2.75% 3.25%

An explanatory statement is attached to this letter and will be published, along with this advice, on our
website shortly after you have announced your decision in respect of deeming rates to apply from
20 March 2026, or shortly after 20 March if no announcement is made.

Yours sincerely

Guy Thorburn FIAA
Australian Government Actuary

Attachment: Explanatory Statement

The Office of the Australian Government Actuary,
1 Langton Crescent, Parkes ACT 2600

aga@aga.gov.au
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Deeming Rate Recommendation - Explanatory Statement

General outline of recommendation

The Australian Government has asked the Australian Government Actuary (AGA) to review the social
security deeming rates every 6 months and provide recommendations to the Minister for Social
Services (the Minister) on settings that reflect the rates of investment return reasonably available to
pensioners and other income support recipients.

| have conducted my first review, and | recommend the following changes to the deeming rates to
apply from 20 March 2026.

Deeming Rates Applicable to 19 March 2026 Recommended from 20 March 2026
Below threshold 0.75% 1.25%
Above threshold 2.75% 3.25%

The Minister is responsible for setting the deeming rates through a legislative instrument under the
Social Security Act 1991. This explanatory statement provides further information on the AGA’s
advice to the Minister. It forms part of my advice to the Minister. This statement is not a legislative
instrument.

Background

Most income support payments provided by the Australian Government are means tested. The means
test includes an income test and an assets test. A recipient’s rate of payment is calculated under both
tests, and the one that results in the lower rate of payment is the one that applies for an individual
recipient. Free areas (for both income and assets) mean that the rate of payment is not reduced for
those with the lowest means. Taper rates above the free areas result in a recipient’s payment rate
being reduced gradually as their capacity to provide for their own living costs increases. This ensures
a recipient is always better off with additional income or assets than if they rely solely on income
support.

The deeming rates are used in the social security income test to assess the returns pensioners and
other recipients earn on their financial assets. Financial assets include cash, bank deposits, shares,
managed funds, and account-based income streams (including superannuation income streams for
those over Age Pension age). A recipient is assumed (deemed) to earn the amount determined by the
deeming rates, regardless of the return they actually earn on their investments. Anything a person
earns above the deeming rates has no effect on their income support payment.

There are two deeming rates, which apply to financial assets above and below certain thresholds:

e The below threshold rate applies to the first $64,200 of a single recipient’s total financial assets,
and the first $106,200 of a pensioner couple’s total combined financial assets. The lower deeming
rate is intended to reflect the returns available from safe and accessible products such as
bank accounts.
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e The above threshold rate applies to any financial assets above these thresholds. The upper
deeming rate is intended to reflect the higher returns available from investment products that
involve some reduced accessibility and/or additional risk, such as longer-date term deposits,
shares, and pooled investments.

The deeming thresholds are indexed on 1 July each year under legislation.

The parameters set out by the Government to guide the AGA’s advice and recommendations can be
found in Objectives and Principles for Advice on the Deeming Rates, which are available on the DSS
website.

Methodology

The Government has asked the AGA to consider the investment returns reasonably available to age
pensioners and other income support recipients. The aim is to ensure returns equal to the
recommended deeming rates can be achieved without specialised financial knowledge, through
readily available investment products provided by major banks and financial institutions, and without
risks disproportionate to the assets affected recipients typically hold.

The methodology | have used first seeks to derive a weighted average rate of return that is
reasonably available to age pensioners and other income support recipients who may be subject to
the income test. This initial calculation is based upon assets that are held by pensioners and other
income support recipients who are likely to be subject to the income test, and the investment returns
currently available on those assets. Basing the recommendations on actual investment returns
establishes a link to help ensure our recommendations are achievable to the average pensioner
subject to the income test.

Data showing the assets held by income support recipients is collected for the purposes of
administering the social security means tests and provided to the AGA by the Department of Social
Services (DSS). This has been supplemented by bank data showing the types of accounts utilised by
pensioners and by superannuation data showing the investment strategies commonly adopted.

Investment returns are based on gross interest rates that are available from major banks, gross
dividends from shares (including franking credits) across the all-ordinaries index, and gross returns on
the most common investment options in pooled funds (superannuation and managed funds). Further
discussion relating to superannuation is provided later in this section.

| then made specific adjustments underlying the calculation for each deeming rate to allow for a more
conservative approach. This helps to ensure our recommendations represent returns that are
available to the majority of people likely to be materially affected by the deeming rates:

. For the lower deeming rate, | have assumed that all financial assets up to the level of the
deeming thresholds are held in bank deposits (transaction accounts, standard savings
accounts and term deposits). Many recipients, even those whose total financial assets are
below the thresholds, hold higher returning investments such as superannuation, managed
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funds, and shares. | have also disregarded the bonus interest available on certain bank savings
accounts.

. For the upper deeming rate, the distribution of the residual financial assets (not allocated below
the threshold) are spread across all asset classes to reflect the distribution of assets held by
income support recipients. For this March 2026 recommendation, | have assumed shares pay
dividends at the average for the all-ordinaries index, disregarding data showing that the actual
shares held by pensioners are weighted towards those that produce higher income. | have also
ignored capital gains on shares in this calculation.

The methodology will evolve over time as the data | receive matures, as supplementary data becomes
available to further inform my assumptions and as further analysis of returns over time is carried out.

Superannuation

The Objectives and Principles provided by the Government ask us to consider an appropriate
approach to the treatment of account-based superannuation. Account-based superannuation is a
deemed asset for all recipients who have reached age pension age and is subject to the same
deeming rates as other financial assets. Pensioner superannuation holdings must be considered.

Investment returns in superannuation tend to significantly exceed returns from bank accounts. The
five largest funds returned 8.3% over the last year. Over the past 8 years, returns averaged around
7% per annum. Similar returns are available from managed funds investing in similar diversified
investment strategies.

36% of the assets of income tested age pensioners with assets above the threshold are held in
account-based superannuation or managed funds. Fully incorporating this asset mix, and assuming
8-year average superannuation returns, would imply an indicative rate of return of around 4.5% for the
upper deeming rate'. This is higher than returns from interest bearing bank accounts but substantially
lower than returns on superannuation. This highlights the difficulty in setting an appropriate level for
the upper deeming rate that applies across all financial assets, while ensuring superannuation
holdings do not receive unintended or inequitable concessions.

Only 13% of all age pensioners are income tested and have above threshold assets. However,
around 60% of this group hold pooled investments. Pooled investments are accessible to this group;
however, superannuation regulations limit the ability for other recipients to access these returns by
transferring funds into superannuation, leaving managed funds as the alternative. Further, recipients
of other income support payments who are below pension age generally cannot access

" This result will change over time as the methodology evolves, and market returns are updated. The use of an
8-year average return in this example is not intended as a statement that this is the final basis | will use. Deeming
rates are expected to vary with returns from financial markets over time.
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superannuation even if they have it. The proportion of above-threshold pensioners who hold
superannuation is expected to increase in coming years.

A balance must be struck in the way returns from pooled investments are reflected in the upper
deeming rate, between fairness for recipients who do not have accessible superannuation or
managed funds and the risk of an unfair concession to recipients who do.

As illustrated in the following section, my recommendation for the upper deeming rate in this review
can be justified without reference to superannuation returns. | will continue to consider the appropriate
treatment of the returns from superannuation and managed funds in subsequent reviews.

Results

Applying the methodology discussed above supports the following recommended deeming rates.

Deeming Rates Recommended from 20 March 2026

Below threshold 1.25% per annum

Above threshold 3.25% per annum

By way of illustration, on 1 January 2026, at call bank savings accounts from the major banks are
supporting the below threshold deeming rate offer interest of between 1.00% and 1.55%, before any
bonus interest. Term deposits with a term of between 1 and 6 months provided an average rate of
1.2% for 1 month, increasing to 3.0% for a 6-month term. These rates support the calculation of the
lower deeming rate.

Similarly, on the same date, longer dated term deposits offered an average rate of 3.8% for 1 year,
reducing to 3.0% for 5 years. These rates alone support the above threshold deeming rate. Additional
data points included that the average dividend yield on the all-ordinaries index was reported to be
4.7%, including franking credits.

| have capped my recommended increase to each deeming rate at 0.5%. The upper deeming rate is
well below the estimated overall earning rate, consistent with the Government’s commitment to reset
the deeming rates gradually following the end of the deeming rate freeze on 30 June 2025 and the
pace set by the 0.5% increase to each rate on 20 September 2025.

It is important to note that the upper deeming rate only affects people with financial assets above the
deeming thresholds. The portion of their assets below the thresholds is deemed at the lower rate, and
the upper rate is applied only to their remaining financial assets. This means a person is never
deemed to earn a return equal to the upper deeming rate across their entire financial assets. For
example, a single age pensioner with $100,000 in financial assets would only need to achieve a rate
of return of 1.97% across their investment portfolio to match the deeming rates | am recommending in
this review. A single age pensioner with $222,500 in financial assets (close to the average for all part
age pensioners subject to the income test), would only need to earn a rate of return of approximately
2.7% to match the recommended deeming rates, or 3.6% if the upper deeming rate was 4.5%.
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Current earning rates are not necessarily an indication of where the deeming rates may settle in the
longer term. Past earning rates are not a reliable guide to future outcomes. Investment returns vary
and future performance may not reflect historical trends. | will continue to monitor investment returns
and incorporate updated data in the analysis at least every six months.

| believe that the recommended deeming rates represent rates of return that are readily available to
average, or typical, age pensioners and other recipients in the current economic environment. The
following examples illustrate the impact of our recommendations on payment recipients.

Deeming rate examples

1. Theresa

Theresa is a single mother with 1 child. She is receiving Parenting Payment (single). She has $16,000
in financial assets, earns around $632 per fortnight from employment income and has no other
assets. She has $13,000 in a savings account with a major bank, earning 1.55% interest, and keeps
$3,000 in a transaction account. Her investments earn $201.50 (or 1.26%) per annum, which is
equivalent to $7.75 per fortnight.

Under the current deeming rates, Theresa is deemed to be earning $4.62 per fortnight on her financial
assets. Her total assessed income, including employment and deemed income, is around
$637 per fortnight.

As Theresa'’s total income is above the income free area for Parenting Payment (single) of $224.60
per fortnight, her payment rate is reduced by $164.81 per fortnight (each dollar over the free area
reduces her payment by 40 cents).

If the lower deeming rate increases to 1.25% in March 2026, her deemed income would increase to
$7.69 per fortnight. This almost matches her investment income. The proposed increase in deeming
rates would reduce Theresa’s Parenting Payment by a further $1.23 per fortnight.

2. Mary

Mary is a single age pensioner with $60,000 in financial assets. She has $10,000 in a transaction
account for day-to-day expenses, and $50,000 in an online savings account with a major bank
earning 1.55% per annum. Her investments earn $775 (or 1.29%) per annum, which equates to
$29.81 per fortnight. She has no other income.

As Mary’s total financial assets are below the deeming threshold ($64,200 for singles), only the lower
deeming rate is applied to calculate her deemed income. Her deemed income is around

$17.31 per fortnight. As this is below the income free area of $218 per fortnight, she receives the
maximum rate of the Age Pension.

If the lower deeming rate increases to 1.25% in March 2026, Mary’s deemed income would increase
to around $28.85 per fortnight, just under her actual investment earnings. As this remains below the
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income free area, Mary’s Age Pension payment would not be impacted by this change to the deeming
rates.

3. Margaret and Sam

Margaret and Sam are a couple who own a home and both receive the Age Pension. Margaret
receives a defined benefit income stream which is assessed at around $8,000 per year (defined
benefit income streams are not subject to deeming). The couple have $240,000 in financial assets.
This includes:

. Sam'’s account-based superannuation income stream, which has a balance of $150,000 and
returned 8.75% over the last 12 months;

. A 12-month term deposit of $50,000, providing interest of 3.8% per annum; and

. An online savings account with a major bank, with a balance of $40,000 and providing interest
of 1.25%.

In total, their investments provide an actual return of $15,525 (or 6.47%) per annum, which is
equivalent to $597 per fortnight.

As their financial assets are above the deeming threshold for pensioner couples of $106,200, both
deeming rates are applied to work out their deemed income. Under the current deeming rates of
0.75% and 2.75%, Margaret and Sam are deemed to be earning around $172 per fortnight from their
financial assets.

Together with Margaret’s defined benefit income of $308 per fortnight, their total assessed income is
around $480 per fortnight. This is above the income free area of $380 per fortnight, and so their
payment rate is reduced under the income test by around $50 per fortnight.

Under our recommended deeming rates for 20 March 2026, the couple’s deemed income would
increase to around $218 per fortnight. This remains well below their actual investment earnings of
$597 per fortnight. Margaret and Sam'’s total assessed income would increase to $526 per fortnight,
reducing their combined pension payment by a further $23 per fortnight.

4. Peter

Peter is a single age pensioner with $150,000 in financial assets. He has $5,000 in a transaction
account for day-to-day expenses, and $145,000 in an online savings account with a major bank
earning 1.55% per annum. His investments earn $2,248 (or 1.50%) per annum, which equates to
$86 per fortnight. He has no other income.

As Peter’s total financial assets are higher than the deeming threshold ($64,200 for singles), both
lower and upper deeming rates are applied to calculate his deemed income. His deemed income is
around $109 per fortnight. This is above the actual income of $86 per fortnight. However, as this is
below the income free area of $218 per fortnight, he receives the maximum rate of the Age Pension.
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Under our recommended deeming rates for 20 March 2026, Peter's deemed income would increase
to around $138 per fortnight. As this remains below the income free area of $218 per fortnight, Peter’s
Age Pension payment would not be impacted by this change to the deeming rates.

5. John

John is a single age pensioner with $220,000 in financial assets. He has $5,000 in a transaction
account for day-to-day expenses, and $215,000 in an online savings account with a major bank
earning 1.55% per annum. His investments earn $3,333 (or 1.51%) per annum, which is equivalent to
$128 per fortnight.

As John'’s total financial assets are higher than the deeming threshold ($64,200 for singles), both
lower and upper deeming rates are applied to calculate his deemed income. His deemed income is
around $183 per fortnight. This is above the actual income of $128 per fortnight. However, as this is
below the income free area of $218 per fortnight, he receives the maximum rate of the Age Pension.

Under our recommended deeming rates for 20 March 2026, John’s deemed income would increase to
around $225.62 per fortnight. This is above his current actual income of $128 per fortnight. If John
wanted to match this deemed income, he could invest $200,000 in term deposits, allocating equally
between a 3-month and a 6-month term earning 2.95% and 3.10% respectively. Taking into account
the $15,000 remaining in the online savings account, John would earn about $241.63 per fortnight.

As John’s total income is now above the income free area for Age Pension (single) of $218 per
fortnight, his payment rate is reduced by $3.81 per fortnight (each dollar over the free area reduces
his payment by 50 cents).

Alternatively, if John wanted to more closely match this deemed income, he could rearrange his
savings by asking his bank to move $115,000 from his savings account to a 12-month term deposit
earning 3.80% per annum, leaving $100,000 in his existing savings account. This arrangement would
earn about $228 per fortnight or 2.69% per annum.
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